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TO   TOP  MANAGERS 

who,  although  numerically  a  very  small  group, 

by  their  dedication  to  sound  management  practices 

have  influenced  for  the  better  the  lives,  happiness, 

and  material  well-being  of  all  people  in  every  land 


Preface 


During  the  last  half  of  the  twentieth  century,  management  seems  destined 
to  play  a  leading  role  in  shaping  the  technical,  economic,  and  social  de- 
velopments that  will  take  place.  It  is  quite  generally  conceded  that  man- 
agers, as  a  group,  are  among  the  most  important  leaders  of  our  times. 
Their  decisions,  their  courage  and  foresight,  the  skill  with  which  they 
carry  out  their  responsibilities  have  a  profound  effect  on  the  lives,  happi- 
ness, and  material  well-being  of  all  people  in  every  land. 

It  is  important,  therefore,  that  each  manager  should  do  his  work  well, 
so  that  it  will  result  in  the  greatest  benefits  both  to  the  company  that 
employs  him  and  to  society  in  general.  Yet  if  the  conscientious  manager 
accepts  this  conclusion  as  a  personal  obligation,  implied  by  his  title  of 
manager,  he  may  often  be  at  a  loss  to  determine,  by  any  objective  stand- 
ards or  measurements,  just  how  well  he  is  doing  and  how  to  improve  his 
performance  if  it  is  something  less  than  adequate. 

One  of  the  chief  difficulties  is  the  fact  that  the  task  of  managing  is  itself 
often  imperfectly  understood.  There  is  a  tendency  to  confuse  the  per- 
formance of  functions  such  as  research  and  development,  marketing,  and 
production  or  the  application  of  management  tools  and  techniques  such 
as  budgeting,  market  research,  or  work  measurement  with  the  task  of 
managing.  Managers  at  all  levels  tend  to  do  many  things  which  are  not 
managing,  either  because  their  position  requires  them  to  do  so  or  because 
they  do  not  recognize  the  distinction  between  the  task  of  managing  and 
the  performance  of  other  functional  work. 

The  starting  point  for  improving  methods  of  managing,  therefore,  is 
first  of  all  to  distinguish  clearly  the  nature  of  the  task  of  managing.  Then 
the  manager  can  strive  to  perfect  himself  in  performing  the  several  ele- 
ments into  which  the  task  of  managing  may  be  subdivided. 

This  Handbook  has  been  designed  to  help  any  manager  do  just  this.  It 
begins  with  a  discussion  of  the  nature  of  management  and  managing  and 
develops  certain  over-all  philosophical  concepts  of  the  art  and  science  of 
managing.  It  then  sets  forth  in  some  detail  each  of  the  elements  of  man- 
aging. A  discussion  follows  of  the  management  of  the  several  functional 
activity  areas  from  the  viewpoints  of  both  the  top  manager  and  the  man- 
agers of  the  functional  activity  areas.  The  final  section  deals  with  a  num- 
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ber  of  related  facets  of  the  top  manager's  job,  presenting  both  philo- 
sophical concepts  and  practical  ideas  for  putting  them  into  effect. 

The  structure  for  this  integrated  approach  to  the  discussion  of  the  task 
of  managing  has  been  based  on  a  concept  developed  by  the  Association  of 
Consulting  Management  Engineers  during  an  investigation  and  definition 
of  the  common  body  of  knowledge  which  should  be  possessed  by  all  com- 
petent professional  management  consultants.  The  organization  of  the 
Handbook  into  appropriate  chapters  and  the  selection  of  qualified  authors 
for  each  of  the  chapters  were  accomplished  by  the  Editor-in-chief  and  his 
staff,  greatly  aided  by  an  informal  advisory  committee  composed  of: 

Harold  W.  McGraw,  Jr.,  Vice  President,  McGraw-Hill  Book  Company 

Lester  R.  Bittel,  Editor-in-chief,  Factory 

Sidney  D.  Kirkpatrick,  Chemical  Engineering  and  Chemical  Week 

Kenneth  Kramer,  Managing  Editor,  Business  Week 

Carl  E.  Nagel,  McGraw-Hill  Book  Company 

Matthew  J.  Murphy,  Factory 

Mead  Stone,  McGraw-Hill  Book  Company 

The  result  is  this  Handbook.  It  is  called  a  handbook,  and  yet  it  differs 
from  the  typical  handbook  because  of  the  very  nature  of  the  subject  ^vith 
which  it  deals.  A  handbook  is  customarily  a  how-to-do-it  treatment  of  a 
given  area  of  activity  or  knowledge.  It  sets  forth  commonly  accepted 
principles,  formulas,  and  procedures  that  lead  the  handbook  user  to  the 
correct  solution  to  his  problems. 

But  the  task  of  managing  is  both  an  art  and  a  science.  It  is  possible  to 
identify  a  number  of  principles  and  practices  which  have  been  used 
successfully  by  practical  managers,  and  this  the  Handbook  does.  But  it 
does  not,  and  cannot,  present  specific,  unchanging  formulas  for  applving 
these  principles  and  practices.  Not  only  are  the  variables  in  the  situations 
in  which  managers  must  manage  so  numerous  as  to  defy  reasonable 
organization  and  classification,  but  the  act  of  managing  is  so  personal 
in  nature  that  there  is  no  "one  best  way"  of  performing  even  the  simplest 
element  of  managing  to  which  any  substantial  number  of  managers  ^vould 
subscribe.  Managing  is  in  large  part  an  art,  and  just  as  no  group  of 
painters  would  agree  that  there  is  one  way  and  one  way  only  in  ^vhich  a 
given  subject  should  be  painted  on  canvas,  so  the  task  of  managing  will 
be  carried  out  in  many  different  ways,  depending  upon  the  temperament, 
experience,  and  personal  skills  of  the  manager  and  the  specific  environ- 
mental situation  in  which  he  works. 

But  the  manager  will  find  a  great  deal  of  help  in  this  Handbook  for  the 
solution  to  his  own  problems.  The  Handbook  brings  together  in  one  place 
in  a  form  convenient  for  reference  all  the  body  of  knowledge  which  has 
developed  over  the  years  on  "the  art  and  science  of  managing."  It  con- 
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tains  an  exposition  written  by  sixty  different  authors,  all  of  whom  are 
top  managers  themselves,  of  what  it  is  that  they  do  while  they  are  man- 
aging. This  in  itself  is  unique.  There  have  been  many  books  written  by 
university  professors,  management  consultants,  and  technical  specialists 
telling  top  managers  what  they  ought  to  do.  There  have  been  few  or  none 
written  by  top  managers  themselves  telling  what  they  have  found  it  wise 
to  do  in  the  actual  managing  of  their  businesses. 

Thus  the  reader  will  find  an  authoritative  discussion  of  each  facet  of 
the  task  of  managing  written  from  the  standpoint  of  personal  experience. 
As  he  reads  of  the  successes  and  occasional  failures  of  others,  with  his  own 
problems  in  the  back  of  his  mind,  he  will  find  that  he  will  generate  dozens 
of  ideas  of  things  that  he  can  do  to  solve  his  own  current  problems.  The 
ideas  may  not  be  the  same  as  the  author's,  indeed  they  may  not  even 
parallel  them,  but  they  will  be  constructive,  fresh  approaches  that  are 
stimulated  by  what  the  author  has  said. 

Thus  the  Handbook  can  be  a  practical  help  to  managers  at  all  levels  in 
their  daily  task  of  managing,  which  is  what  a  handbook  should  be.  By 
helping  each  manager  improve  his  methods  of  managing,  it  can  be  an 
important  aid  in  the  ever-present  problem  of  management  development, 
or  perhaps  better,  management  self-development. 

In  addition,  it  can  be  of  value  to  management  students,  the  young  men 
who  will  be  the  future  managers  of  business  and  industry,  in  obtaining  a 
practical  orientation  to  the  realities  of  the  business  world  and  in  meeting 
intimately,  through  the  pages  of  the  Handbook,  a  representative  cross 
section  of  successful  industrial  managers. 

Finally,  the  Handbook  will  be  of  interest  in  some  of  its  parts,  if  not  in 
its  entirety,  to  the  many  serious-minded  people  who  are  concerned  with 
the  current  social,  economic,  and  ideological  problems  that  so  beset  the 
world.  By  learning  what  the  present  leaders  of  industry  are  thinking  and 
doing,  they  can  understand  more  clearly  the  nature  of  the  times  in  which 
they  are  living. 

The  Handbook  authors  were  carefully  selected  to  present  a  cross  section 
of  American  industrial  managers.  They  include  top  managers  of  large, 
medium,  and  small  companies.  These  managers  guide  a  wide  variety  of 
industries— extractive,  manufacturing,  processing,  retailing,  insurance,  and 
service,  to  mention  several.  Some  of  the  top  managers  are  comparatively 
young,  while  others  are  able  to  look  back  upon  their  experiences  from 
the  vantage  point  of  retirement.  Each  of  them  has  a  personal  message 
to  convey,  a  thoughtful  summary  of  the  results  of  his  experiences  in  the 
area  on  which  he  writes. 

Although  the  manager's  job  has  been  broken  down  into  a  number  of 
subdivisions  for  discussion  purposes,  many  of  the  authors  have  found  it 
difficult  to  confine  themselves  solely  to  the  subject  of  their  chapters.  This 


X  PREFACE 

is  quite  understandable,  for  the  task  of  managing  is  more  in  the  nature 
of  a  continuum  than  a  series  of  discrete  steps. 

Therefore  it  is  suggested  that  the  reader  who  is  interested  in  a  given 
subdivision  of  a  manager's  job  should  read  not  only  the  chapter  devoted 
to  the  discussion  of  that  subdivision,  but  also  any  references  to  that  sub- 
division which  may  appear  elsewhere  in  the  Handbook,  as  shown  in  the 
index. 

This  Handbook  is  the  result  of  many  minds  thinking  about  the  task  of 
managing.  To  the  authors  themselves,  to  those  with  whom  they  mav 
have  discussed  their  contributions,  and  to  the  many  management  men 
who  directly  or  indirectly  have  influenced  the  thinking  of  the  authors, 
the  Editor-in-chief  expresses  his  heartfelt  thanks.  Without  all  of  them, 
this  Handbook,  which  will  have  a  constructive  influence  on  managers  at 
all  levels  for  many  years  to  come,  could  not  have  been  produced. 

Appreciation  is  also  extended  to  T.  C.  Thomsen,  President,  Corporate 
Public  Relations,  Inc.;  Stanley  Sauerhaft,  Vice  President,  Howard  Chase 
Associates,  Inc.;  Leslie  Avery,  Director  of  Public  Information  and  Assist- 
ant Vice  President  of  Public  Relations,  National  Association  of  Manu- 
facturers; Stephen  Korsen,  Assistant  Director  of  Public  Relations,  The 
Borden  Company;  and  John  Orr,  Assistant  to  the  President,  National 
Association  of  Manufacturers.  Each  has  provided  invaluable  behind-the- 
scenes  assistance. 

And  for  fine  assistance  in  the  not  inconsiderable  editorial  work  of  put- 
ting the  Handbook  together,  special  thanks  are  extended  to  ^Villiam  A. 
Gierl  of  Maynard  Research  Council,  Inc. 

H.  B.  Maynard 
Editor-in-chief 


Contents 


Preface     H.  B.  Maynard  vii 

Foreword     David  Rockefeller  1 
PART  ONE     The  Managing  Function 

1.  Management  and  Managing     H.  B.  Maynard  8 

2.  Management  throughout  History     Curtis  H.  Gager  35 

3.  Evolution  of  the  Manager     Earle  A.  Chiles  74 

4.  The  Art  of  Managing     Robert  C.  Hood  91 

5.  The  Task  of  Managing    H.  W.  Prentis,  Jr.  117 

6.  The  President's  Job     Gray  L.  Carpenter  149 

PART  TWO     Management  by  Objectives 

7.  EstabHshing  Objectives     L.  A.  Petersen  180 

8.  Gathering  Information     Henry  Blackstone  200 

9.  Synthesizing  Information     T.  R.  Moore  231 

10.  Planning     Carter  L.  Burgess  247 

11.  Deciding     Harold  F.  Smiddy  266 

PART  THREE     Managing  People 

12.  Directing  the  Attainment  of  Objectives     Lansing  P.  Shield  302 

13.  Organizing    Hobart  C.  Ramsey  317 

14.  Communicating    Fred  G.  Meyer  336 

15.  Motivating     Herman  W.  Steinkraus  350 

16.  Directing,  Guiding,  and  Leading     Rudolph  F.  Bannow  362 

PART  FOUR     Measurement  and  Control 

17.  Evaluating  and  Measuring  Results     Norman  E.  Alexander  374 

18.  Top  Management's  Use  of  Measurement  and  Controls     Edmund  F.  Ball  397 

19.  Management  Controls  for  Large  Business     Stanley  de  J.  Osborne  424 

20.  Management  Controls  for  Small  Business     Carter  C.  Higgins  441 

PART  FIVE     Managing  the  Future 

21.  Developing  People  by  Informal  Methods     George  H.  Coppers  464 

22.  Planned  Management  Development     William  T.  Brady  484 

23.  Promoting  Innovation     Thomas  J.  Watson,  Jr.  508 

PART  SIX     Activity  Area  Management 

24.  Top  Management  and  Research  and  Development     Donald  D.  Pascal  522 

25.  Managing  the  Research  and  Development  Activity     L.  G.  Bliss  540 

xi 


Xll  CONTENTS 

26.  Top  Management  and  Production     William  R.  Adams  558 

27.  Managing  the  Production  Activity     J.  Keith  Louden  568 

28.  Top  Management  and  the  Marketing  Activity     Edwin  R.  Broden  590 

29.  Managing  the  Marketing  Activity     Leslie  C.  Overlook  615 

30.  Top  Management's  Responsibility  for  Finance  and  Control 

Owen  R.  Cheatham  632 

31.  Managing  the  Finance  and  Control  Activity     John  P.  Richmond  649 

32.  Top  Management  and  the  Personnel  Activity     William  L.  McGrath  685 

33.  Managing  the  Personnel  Activity     George  P.  Maginness  706 

34.  Top   Management  and  External  Relations     Stanley   C.  Hope  719 

35.  Managing  the  External  Relations  Activity     Milton  Fairman  745 

36.  Top  Management  and  the  Legal  Activity     Robert  A.  Weaver,  Jr.  785 

37.  Managing  the  Secretarial  and  Legal  Activity     Joseph  A.  Gerardi  805 

PART  SEVEN     Other  Aspects  of  Top  Management 

38.  Top  Management  and  the  Board  of  Directors     Clarence  Francis  820 

39.  Top  Management's  Use  of  the  People  in  the  Organization 

Admiral  Ben  Moreell  835 

40.  Building  and  Retaining  a  Top  Management  Team     /.  Russell  Duncan  846 

41.  Top  Management  in  Higher  Education     Dr.  Jay  F.  W.  Pearson  871 

42.  Top  Management's  Use  of  Long-range  Planning     Donald  G.  Hardenbrook  887 

43.  Managing  a  Highly  Decentralized  Organization     Willard  F.  Rockwell,  Jr.  904 
•^44.     Managing  Professional  People     William  T.  Snaith  939 

45.  Conducting  Management  Meetings     John  D.  Foskett  948 

46.  Top  Management's  Use  of  Outside  Services     Walter  J.  Bergman  974 

47.  Top  Management's  Use  of  Operations  Research     Richard  S.  Leghorn  1007 

48.  Direction  and  Control  of  Expansion     Gordon  H.  Smith  1025 

49.  Top  Management's  Stake  in  the  Securities  Markets     Michael  W.  McCarthy       1039 

50.  The  Pressure  for  Profits     Moses  Richter  1055  ' 

51.  Top  Management's  Responsibility  for  the  Private  Enterprise  System 

John  C.  Bosted  1066 

52.  The  Influence  of  Government  on  Top  Management  Decisions 

Milton   C.  Lightner  1079 

53.  Top  Management's  Responsibility  for  Good  Government     Arthur  B.  Langlie     1099 

54.  Top  Management's  Responsibility  to  the  Community     Thomas  Roy  Jones         1114 

55.  Business  Ethics     Charles  Kendrick  1144 

56.  Top  Management's  Participation  in  Management  Organizations 

Pierre  R.  Dupont  1159 

57.  Lightening  the  Executive  Load     Byron  K.  Elliott  1177 

58.  The  Role  of  the  Top  Manager's  Wife     Mrs.  Harvey  Picker  1195 

59.  Top  Management's  Need  for  Objectivity     Louis  E.  Newman  1205 

Index  1221 


David  Rockefeller 

VICE  CHAIRMAN  OF  THE  BOARD 
CHASE  MANHATTAN  BANK 
NEW  YORK,  NEW  YORK 


As  vice  chairman  of  the  Chase  Manhattan  Bank,  David  Rockefeller 
heads  planning  and  development.  One  of  the  biggest  plans  of  all 
created  the  new  Chase  Manhattan  Building,  not  only  as  a  home,  but 
as  a  magnet  for  a  billion-dollar  redevelopment  of  lower  Manhattan.  It 
is  significant  that  the  Rockefellers  do  not  own  a  square  foot  of  the 
precious  land  which  benefits  from  the  project. 

Bringing  new  methods  to  banking  is  Mr.  Rockefeller's  contribution 
to  management.  Among  the  evidences  of  his  leadership  in  planning  are 
long-range  blueprints  to  assure  the  bank  of  continued  management 
strength  in  the  decades  ahead  through  organization  planning  and 
management  development.  He  has  introduced  the  customer-oriented 
marketing  concept  of  industry  into  the  bank's  operations.  The  bank's 
economic  research  and  publications  program  has  grown  to  imposing 
stature,  and  the  bank  has  produced  some  of  the  liveliest  advertising  in 
the  country  under  his  management. 

Under  his  direction.  Chase  Manhattan  opened  branches  in  Panama, 
Puerto  Rico,  and  Cuba,  initiated  a  business  news  letter  about  Latin 
America,  and  developed  an  outstanding  program  of  assistance  for 
American  management  in  expanding  world  trade  and  conducting  op- 
erations abroad. 

The  preachment  of  public  service  which  managers  so  often  hear  is 
nowhere  better  practiced.  In  David  Rockefeller's  case,  it  started  at  the 
beginning.  A  graduating  Rockefeller's  job  application  would  no  doubt 
have  been  welcomed  anywhere  in  commerce.  But  after  receiving  his 
Ph.D.  from  Chicago,  following  Harvard  and  the  London  School  of  Eco- 
nomics, Mr.  Rockefeller  selected  a  nonsalaried  position  as  secretary  to 
the  late  Mayor  LaGuardia  of  New  York. 

Mr.  Rockefeller  is  vice  president  of  the  Rockefeller  Brothers  Fund, 
chairman  of  the  Rockefeller  Institute,  and  a  director  of  Rockefeller 
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Center.  Among  his  corporate  board  of  directors  assignments,  in  addi- 
tion to  Chase  Manhattan,  are  B.  F.  Goodrich  and  Equitable  Life.  He  is 
a  director  of  the  1^64  New  York  World's  Fair,  a  member  of  the  Money 
and  Credit  Commission  of  the  Committee  for  Economic  Development, 
and  overseer  for  Harvard  University.  He  also  heads  the  advisory  board 
for  the  ic)6^  International  Management  Congress  in  New  York. 

David  Rockefeller  makes  his  home  at  Pocantico  Hills  near  Tarry- 
town,  New  York,  where  John  D.  Rockefeller,  his  grandfather,  estab- 
lished a  family  residence  early  in  the  century.  It  is  not  unusual  for  the 
Rockefeller  grounds  to  be  used  for  the  entertainment  of  visiting 
foreigners  in  the  interest  of  improved  international  understanding. 

Sailing  near  the  vacation  home  in  Maine  is  David  Rockefeller's 
favorite  recreation.  Travel  is  almost  always  a  mission  of  some  sort,  but 
Mrs.  Rockefeller  and  one  or  more  of  the  six  children  frequently  ac- 
company him  on  trips  to  other  continents. 
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Perhaps  the  local  banker  was  one  of  the  first  management  counselors. 
The  banker-businessman  relationship  seems  to  be  one  which  has  not 
changed  over  the  years.  Businessmen  still  talk  to  bankers  with  more 
candor  and  explicitness  than  is  customary  outside  their  offices,  and  a 
banker's  range  of  executive  contacts  is  often  broad.  Inevitably,  therefore, 
a  banker  has  some  thoughts  on  management  and  on  managers. 

The  successful  management  man,  it  seems  to  me,  invariably  has  a 
central  sense  of  mission  that  is  distinctly  related  to  his  own  organization. 
I  speak  here  of  the  crusade  beyond  the  common  ambitions  of  gro^vth  and 
profit— the  individualistic  "extra"  from  which  growth  and  profits  do, 
however,  proceed.  It  is,  if  you  will,  a  creative  instinct  that  uses  the 
materials  at  hand  to  claim  a  special  place  in  the  field  of  competition. 

The  sense  of  mission  of  the  management  man  is  the  key  to  his  leader- 
ship. The  mission  is  planned  and  relentlessly  pursued  in  its  execution, 
affecting  at  every  stage  the  basic  decisions  concerning  production,  market- 
ing, finance,  labor  relations,  and  communications.  But  in  its  formative 
stages,  it  is  always  in  some  measure  intuitive.  One  does  not  hunt  for  it 
as  a  scholar  seeks  a  subject  for  his  master's  thesis.  One  does  not  find  it  in 
a  handbook.  One  uses  the  continuing  processes  of  management  education 
to  perfect  one's  means  of  accomplishing  the  mission. 
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Few  management  missions  are  as  obvious  and  spectacular  as  the  shrink- 
ing of  the  globe  through  accelerated  transportation  or  the  use  of  elec- 
tronics to  supplement,  with  immediacy,  man's  memory  of  accumulated 
fact.  Indeed,  the  public  as  a  whole  need  not  be  conscious  of  a  particular 
mission  in  order  for  the  management  man  to  use  it,  subconsciously,  as  a 
measure  of  his  achievement. 

Top  management  has  an  exceedingly  complex  role,  and  it  is  likely 
to  become  more  rather  than  less  so.  Time  has  been  relentlessly  annoying 
to  the  management  man.  In  the  days  of  the  local  banker,  the  manager 
sat  on  top  of  every  phase  of  his  business.  Today  he  is  still  expected  to 
behave  as  though  he  were  close  to  all  operations  on  a  daily  basis.  Yet 
time  has  steadily  moved  him  farther  from  the  basic  functions  by  inter- 
jecting layers  of  administrative  departments,  by  stimulating  human  needs 
and  desires  that  cause  his  business  to  grow  new  offshoots  reaching  into 
previously  unexplored  areas,  and  by  confronting  him  with  new  kinds  of 
social  responsibility  in  the  national  and  world  communities. 

The  newer  staff  functions  which  have  moved  between  the  business 
commander  and  his  lieutenants  are  scarcely  gold-bricking  ones.  They  are 
essentials  which  must  be  performed  under  modern  business  conditions. 
They  also  must  be  managed  at  the  top.  To  do  so,  the  leader  must  ac- 
cumulate familiarity  with  new  fields-with  operations  research,  public 
relations,  collective  bargaining  strategy,  Washington  representation,  sci- 
entific development,  and  others.  There  is  perpetual  growth  in  the  number 
of  things  the  leader  must  know. 

Diversification  in  product  lines,  as  well  as  mergers  and  acquisitions, 
complicates  the  problem.  A  rubber  company  acquires  broadcasting  sta- 
tions, and  a  motion  picture  company  enters  the  soft-goods  field. 

The  growing  economy  itself  produces  worry  as  well  as  opportunity: 
how  to  create  legitimate  jobs  for  an  exploding  population  while  at  the 
same  time  realizing  the  savings  and  efficiencies  of  ever-advancing  ma- 
chinery; how  to  adjust  operations  so  as  to  profit  from  continuous  migra- 
tion to  urban  centers  without  losing  established  positions  in  the  rural 
areas. 

In  many  ways,  these  are  social  issues  as  well  as  business  questions.  The 
successful  management  man  can  no  longer  escape  taking  a  position  on 
significant  problems  of  human  welfare  and  global  affairs.  His  stock- 
holders, employees,  and  customers  expect  him  to  express  his  viewpoints. 
Among  the  important  questions  which  business  leaders  have  been  called 
upon  to  consider  in  recent  years  are  these: 

1.  How  can  we  protect  the  integrity  of  the  currency? 

2.  What  shall  be  our  policy  on  international  trade?  On  economic  re- 
lations with  Communist  countries? 

3.  To  what  extent  should  business  participate  in  political  activity? 
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4.  To  what  extent  should  businessmen  give  personal  service  to  Federal 
and  local  governments? 

5.  What  productive  pursuits  can  we  develop  for  our  retired  citizens? 

6.  What  constructive  uses  can  be  made  of  increasing  leisure? 

In  1958  the  late  Prof.  Sumner  Slichter  wrote  that  business  has  a  chance 
to  regain  some  of  its  lost  influence  in  national  and  international  afEairs 
by  developing  first-class  leaders  of  thought  on  issues  of  public  policy. 
Said  Prof.  Slichter:  "Many  able  and  accomplished  business  leaders  are 
conventional  thinkers.  ...  A  change,  however,  may  be  in  the  making. 
Within  the  last  generation,  there  has  begun  to  appear  a  growing  number 
of  executives  of  independence  and  reflection  who  have  been  willing  to 
discuss  problems  of  policy  with  freshness  and  imagination,  and  their 
influence  upon  business  practices  and  public  policies  has  been  consider- 
able." 

With  all  of  these  pressures  on  the  management  man,  one  must  respond 
with  tremendous  admiration  for  that  company  about  which  one's  invest- 
ment adviser  says:  "They  have  good  management." 

Good  management  is  a  primary  criterion  by  which  a  company  is  judged. 
This  often  swings  the  decision  as  to  where  one  makes  an  investment, 
accepts  a  position,  supports  a  legislative  objective,  or  buys  a  product.  It 
frequently  determines  whether  an  employee  works  like  the  dickens  or  just 
rides  along. 

What  makes  good  management  good?  How  does  it  get  that  way?  How 

does  it  stay  that  way? 

There  has  been  a  good  deal  of  attention  given  to  this.  In  some  com- 
panies, the  president  himself  has  a  formal  job  description  of  his  duties. 
The  American  Management  Association  surveyed  140  corporations  usnig 
position  guides  at  the  managerial  level  and  found  72  instances  in  which 
the  management  man  said  that  the  list  helped  him  to  understand  himself 
better  as  well  as  his  job.  "The  process  of  preparing  descriptions  and  the 
critical  thought,  discussion,  and  self-examination  that  this  step  entails," 
reads  the  report,  "often  has  as  great  a  value  as  the  finished  description." 
But  what  seems  to  be  the  most  efficient  way  of  keeping  fit  mentally? 
Of  training  for  the  next  contest  with  an  unscheduled  opponent  whose 
strategy  has  not  been  thoroughly  scouted?  Of  learning  new  tactics  while 
playing  the  game? 

My  grandfather  once  remarked  that  "a  friendship  founded  on  busmess 
is  a  good  deal  better  than  a  business  founded  on  friendship."  Business 
friendships  "extend  the  range"  of  alert  managers  and  are  of  great  im- 
portance in  keeping  up  with  developments  in  an  industry  and  m  the 
economy  in  general. 

The  management  man  can  best  enlarge  his  abilities  and  keep  ni  shape 
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by  tossing  problems  back  and  forth  with  other  management  men  and  by 
observing  the  techniques  of  his  fellows. 

The  trouble  is,  however,  that  the  modern  executive's  time  clock  doesn't 
leave  him  many  minutes  to  spend  in  such  a  gym.  Nor  does  the  calendar 
give  him  much  time  for  purposeful  reading.  It  is  doubtful,  anyway, 
that  the  business  book,  no  matter  how  scholarly,  ever  contains  the  com- 
plete answer  to  a  precise  question  at  the  very  time  the  management  man  is 
facing  the  problem.  Not  unless  it  is  a  law  book  or  a  compendium  of 
regulations  where  the  answer  is  more  an  unwavering  order  than  a  set  of 
challenging  alternatives  with  room  for  individual  imagination  and  ex- 
pression of  personality. 

Management  associations  have  done  much  to  foster  opportunities  for 
experience  sharing.  Seminars  and  short  courses  at  major  graduate  schools 
as  well  as  symposiums  and  briefing  sessions  in  metropolitan  hotels  are 
significant  contributions.  Among  the  most  rewarding  of  all  are  the  summer 
conferences  at  major  universities  in  that  they  permit  a  swapping  of 
experience  in  an  atmosphere  of  relaxation  and  semidetachment. 

But  even  here  a  needed  facility  is  missing.  The  discussion  can  seldom 
occur  when  the  management  man's  own  problem  is  fresh.  Questions 
usually  arise  at  the  office.  It  is  not  always  possible  to  reach  management 
acquaintances  who  have  had  successful  experiences  in  handling  similar 
questions.  Even  when  this  is  possible,  the  friends  may  not  be  located  in 
the  city;  letters  are  too  slow;  phone  calls  are  too  confining.  Even  when 
the  right  executives  are  neighbors,  an  informal  chat  at  the  club  will  have 
too  many  interruptions,  and  a  golf  game  will  involve  too  much  con- 
centration on  the  score. 

This  Handbook  recognizes  these  factors.  It  allows  the  manager  to  re- 
view problems  which  will  confront  him  by  listening— without  interruption 
—to  one  who  has  had  seasoned  experience  and  a  record  of  achievement 
in  the  proper  area. 

The  management  man  is  not  accustomed  to  getting  solutions  out  of 
handbooks.  This  is  the  formula  route,  he  reasons,  that  can  only  lead  to 
an  average  of  mediocrity.  I  doubt  that  he  will  have  any  such  embarrass- 
ment about  this  handbook. 

There  are  two  kinds  of  handbooks.  In  the  more  prevalent  image  of 
the  term,  we  find  what  might  be  regarded  as  a  "talking  down"  approach. 
Here  the  focus  is  on  "how  to"  or  "why  don't  you,"  and  the  author 
sometimes  makes  one  wonder  whether  he  can  do  what  he  recommends  or 
whether  he  is  just  expert  at  making  suggestions.  The  other  type  of  hand- 
book—and this  is  one  of  them— focuses  on  the  advancement  of  an  art  or 
a  skill  that  is  assumed  to  be  already  present  in  the  reader.  Further,  it 
deals  not  with  rules  and  maxims  as  seen  through  one  pair  of  eyes,  but 
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rather  assembles  the  practical  experience  of  those  who  have  done  the 
things  they  write  about  under  realistic  and  competitive  conditions. 

There  is  no  longer  a  public  problem  that  is  not  also  a  business  problem. 
Further,  there  are  few  public  problems  which  do  not  hinge  in  great 
measure  on  the  actions  of  American  business. 

On  the  domestic  scene,  it  is  business  which  must  supply  jobs  and  finan- 
cial sustenance  for  an  increasing  number  of  families.  It  is  business  which 
must  help  maintain  industrial  peace.  It  is  business  which  must  meet 
a  rising  level  of  human  needs  through  our  natural  resources  and,  at  the 
same  time,  conserve  the  resources.  Business  is  a  key  determinant  of  real 
estate  values.  Business  is  the  major  hope  for  fuller  use  of  the  products  of 
agriculture.  Business  often  acts  as  a  generator  of  creative  work  in  science, 
art,  literature.  Business  has  an  important  role  in  the  fields  of  public 
health,  education,  urban  redevelopment,  and  national  security. 

In  addition,  American  business  must  look  increasingly  outward  at  what 
our  country  is  facing  on  the  evolving  and  rapidly  shifting  international 
scene.  We  must  take  the  steps  necessary  to  remain  competitive  in  world 
markets.  We  must  be  alert  to  opportunities  to  expand  our  trade  and  to 
increase  our  investment.  We  must  be  willing  to  make  individual  adjust- 
ments, difficult  though  they  may  be  in  specific  cases,  wherever  they  are 
necessary  to  encourage  trade  and  economic  progress.  And  we  must  be 
prepared  to  work  more  closely  with  our  government  in  developing  and 
putting  into  effective  operation  new  approaches  to  the  international  prob- 
lems we  face. 

More  than  anything  else,  the  position  of  the  United  States  in  world 
affairs  is  dependent  upon  the  sustained  stability  of  our  economy.  The 
economy,  in  turn,  is  dependent  upon  the  progress  of  American  business. 
And  the  performance  of  American  business  is  dependent  upon  the  caliber 
of  its  top  management. 

It  is  reassuring  that  our  business  leaders  are  interested  in  improving 
that  caliber  and  have  evidenced  this  interest  by  sharing  knowledge,  so 
that  the  level  of  achievement  may  be  continually  higher. 

This  Handbook  is  a  substantial  contribution  in  this  behalf. 


PART     ONE 
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A  Word  from  McGraw-Hill  Book  Company 
When  the  concept  of  the  Top  Management  Handbook  progressed  be- 
yond the  stage  of  mere  idea  toward  reality— a  book  that  would  reflect 
truly  the  thinking  of  many  leading  managers  of  our  time,  the  small 
company  leader  as  well  as  the  large,  the  younger  chief  executive,  and 
the  senior  chief  executive— we  were  faced  with  a  problem  of  some 
dimension. 

Who  could,  and  who  would,  serve  as  its  editor-in-chief^  What  busi- 
ness leader  could  do  the  massive  planning,  outlining,  and  coordinating 
job  necessary,  and  who  would  accept  a  challenging  assigninent  that 
would  take  an  estimated  three  years  to  bring  to  fruition? 

We  found  our  editor  in  Dr.  H.  B.  Maynard,  successful  president  of 
Maynard  Research  Council,  Incorporated,  and  chairman  of  H.  B. 
Maynard  and  Company,  Incorporated,  a  man  whom  we  knew  as  long 
dedicated  to  the  art  and  science  of  management. 

His  name  is  not  strange  or  new  to  the  publishing  world.  He  has,  in 
fact,  written  five  McGraw-Hill  textbooks  and  7nore  than  200  published 
papers  on  management  research,  and  he  is  a  writer  much  sought  after 
by  many  of  our  leading  management  periodicals.  He  is  also  editor-in- 
chief  of  our  Industrial  Engineering  Handbook,  which  was  published 
in  ic)^6. 

Why,  then,  did  we  also  select  him  to  be  editor  of  our  Top  Manage- 
ment Handbook? 

Although  an  engineer  by  profession,  he  has  long  excelled  in  virtually 
every  area  of  managing.  As  a  business  leader,  he  heads  one  of  the  best- 
thought-of  management  firms  in  the  world;  he  has  done  outstanding 
and  original  management  work  in  such  diverse  areas  as  administrative 
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and  clerical  control,  maintenance  and  engineering,  and  in  education 
and  executive  development.  He  is  also  creator  of  the  term  "methods 
engineering"  and  is  one  of  the  originators  of  methods-time  measure- 
ment, the  first  system  of  predetermined  time  standards  to  be  fully 
published  (McGraw-Hill,  i^^8). 

Dr.  Lillian  M.  Gilbreth  has  called  him  "the  leading  management 
scientist  of  our  time."  Certainly  he  has  received  most  of  the  manage- 
ment laurels  and  awards  a  man  can  achieve.  These  include  the  Mel- 
ville Medal,  the  Gilbreth  Medal,  the  Wallace  Clark  Award,  and  many 
others.  He  has  also  been  named  the  Henry  Robinson  Towne  Lecturer 
and  is  past  president  of  Comite  International  de  V Organisation  Scien- 
tifique  (the  International  Scientific  Management  Society,  Geneva, 
Switzerland),  and  he  was  presiding  officer  of  the  loth  International 
Management  Congress,  Sao  Paulo,  Brazil,  19^4.  Only  last  year,  he  was 
named  a  fellow  of  the  International  Academy  of  Management,  becom- 
ing the  fourth  American  to  be  so  honored. 

The  professional  management  societies  in  which  he  is  an  active 
participant  are  legion:  American  Society  of  Mechanical  Engineers, 
Society  for  Advancement  of  Management  (national  president,  1^46- 
i94y).  National  Association  of  Manufacturers,  American  Management 
Association,  and  on  and  on. 

This  year  the  Association  of  Consulting  Management  Engineers,  the 
professional  management  society  which  represents  the  major  consulting 
firms  in  this  country,  named  him  its  national  president.  And  so 
recognition  for  leadership  has  come  to  him  from  an  organization  of 
associate  firms  in  his  own  profession. 

In  short,  here  is  a  man  who  has  devoted  his  life  to  the  furtherance 
of  better  management  in  his  times.  He  has  written  his  name  in  bold 
letters  on  the  management  thinking  of  yesterday,  today,  and  on  the 
future  as  well.  And  he  has  left  legacies  in  management  research  which 
will  be  long  used. 

We  are  happy  to  present  him  as  editor  of  this  Top  Management 
Handbook. 

The  Publishers 
ip6o 


CHAPTER    1 

Management  and  Managing 


Managing  is  perhaps  the  most  important  kind  of  work  that  is  done  in  any 
organized  human  activity.  The  effectiveness  of  a  group  of  people  in  ac- 
complishing its  desired  goals  is  directly  proportional  to  the  effectiveness 
with  which  the  group  is  managed.  Although  the  task  of  managing  is  per- 
formed consciously  or  unconsciously,  well  or  poorly,  in  every  group  situa- 
tion, the  nature  of  managing  is  but  imperfectly  understood  by  large 
numbers  of  people  who  are  required  by  the  circumstances  of  their  posi- 
tions to  manage.  This  is  partly  because  managing  is  a  fairly  complex  task 
and  partly  because  of  the  semantic  difficulties  which  abound  in  the  field 
of  management. 

It  will  be  the  purpose  of  this  chapter  to  describe  briefly  the  task  of 
managing  and  to  define  some  of  the  more  important  terms  which  will  be 
used  throughout  this  Handbook.  The  picture  of  the  task  of  managing 
which  follows  was  developed  by  the  Association  of  Consulting  Manage- 
ment Engineers.!  It  provides  a  logical  structure  for  the  entire  Handbook. 

The  Task  of  Managing 

Managing  is  a  separate  and  distinct  activity,  quite  different  from  the 
various  functional  activities  and  the  techniques  and  procedures  which 
are  generally  considered  as  belonging  to  the  field  of  management.  It  is 
the  work  which  the  manager  does  as  he  seeks  to  get  results  through 
other  people.  Managing  is  done  at  any  organizational  level  where  one 
man  must  guide  and  direct  the  activities  of  others.  The  chief  executive 
manages  the  entire  enterprise.  The  head  of  a  functional  activity  such  as 
marketing  manages  that  activity.  The  leader  of  a  group  working  on  a 
specific  project  manages  the  group.  The  people  at  the  top  of  an  organiza- 
tion manage  a  larger  area  and  usually  have  greater  responsibilities 
than  the  managers  further  down  the  line,  and  they  devote  more  of  their 
time  to  the  work  of  managing.  But  everyone  who  seeks  to  get  results 

1  Association  of  Consulting  Management  Engineers,  Subcommittee  on  the  Constituent 
Elements  of  Management,  H.  B.  Maynard,  Chairman,  Dwight  Dernier,  C.  S.  Petrasch. 
Jr.,  J.  Alex  Smith,  William  R.  Swett,  and  Robert  N.  White,  Commoti  Body  of  Knowl- 
edge Required  by  Professional  Management  Consultants,  New  York,  1958. 
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through  other  people  must  use  what  will  be  called  the  eleven  elements 
o£  managing  during  the  time  in  which  he  performs  his  managing 
work. 

The  noun  "management"  is  not  to  be  confused  with  the  verb  "to 
manage."  The  term  management  has  many  meanings.  It  is  used  as  a 
collective  noun  to  include  all  people  within  a  given  organization  who 
manage,  as  when  reference  is  made  to  the  "management  of  a  manufactur- 
ing company."  It  is  used  to  describe  a  special  kind  of  activity,  as  when  we 
speak  of  "scientific  management."  It  has  come  to  be  thought  of  as  a 
class  of  people  when  we  treat  management  and  labor  as  two  different  and 
often  opposed  groups.  The  term  is  often  used  to  include  both  those  who 
manage  and  those  who  aid  managers  in  a  staff  capacity,  such  as  industrial 
engineers,  cost  accountants,  and  personnel  men.  It  is  perhaps  proper 
to  consider  that  these  functional  specialists  are  members  of  the  manage- 
ment team,  but  when  they  are  making  time  studies,  preparing  budgets,  or 
interviewing  prospective  employees,  they  are  doing  technical  or  pro- 
cedural work  which  helps  managers  to  manage  effectively,  but  they 
are  not  managing. 

Some  Definitions.  The  following  definitions  give  the  meanings  of  certain 
key  terms  which  will  be  used  in  this  chapter  and  throughout  the  Hand- 
book. 

Activity  Area:  A  group  of  specialized  management  functions  which, 
because  of  common  objectives,  common  skill  requirements,  or  merely 
tradition,  are  usually  directed  by  a  member  of  top  management  with 
specialized  knowledge  of,  and  experience  and  training  in,  that  particular 
area. 

Element  of  Managing:  A  subdivision  of  the  task  of  managing,  the  per- 
formance of  which  can  be  readily  recognized  by  the  manager  as  he  does  it 
and  which,  when  neglected  or  handled  unskillfully,  will  noticeably  lower 
the  effectiveness  of  the  managing  job  that  is  done. 

Function:  A  more  or  less  arbitrary  subdivision  of  the  total  activity 
area,  which,  when  the  size  or  nature  of  the  business  justifies  it,  can  best 
be  performed  by  a  specialist. 

Major  Functional  Element:  An  important  component,  responsibility, 
or  duty  of  a  subfunction. 

Manage:  To  plan,  guide,  direct,  and  control  the  activities  of  other 
people  in  order  to  achieve  desired  goals. 

Management:  The  people  who  perform  the  task  of  managing  at  all 
levels  of  the  organization. 

Procedure:  A  simple  systematic  way  of  accomplishing  an  objective 
which  is  usually  applicable  only  in  the  situation  for  which  it  was  de- 
signed. 

Subfunction:  A  more  or  less  arbitrary  subdivision  of  a  function. 
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Technique:  A  technical  method  of  carrying  out  a  given  management 
objective  which  has  a  body  of  specialized  knowledge  behind  it  and  which 
can  be  and  is  applied  in  a  variety  of  environmental  situations. 

Tool,  Management:  A  technique  or  procedure  usually  requiring  special 
training  or  skill  for  effective  application. 

Top  Management:  The  chief  executive  and  his  staff,  usually  the  man- 
agers of  the  major  activity  areas. 


RELATIONSHIP  BETWEEN  MANAGING 
AND  FUNCTIONAL  ACTIVITIES 

The  chart  shown  in  Figure  i-i  was  developed  by  the  Association  of 
Consulting  Management  Engineers  in  1958  to  show  the  relationship 
between: 

1.  The  specialized  functional  activities  which  are  components  of  the 
field  of  management 

2.  The  elements  of  managing  performed  by  any  manager  of  functions 
and  people 

It  was  prepared  to  show  this  relationship  for  a  typical  manufacturing 
enterprise,  but  the  ideas  it  depicts  are  applicable  to  any  form  of  group 
effort. 

The  specialized  functional  activities  are  shown  vertically  on  the  chart. 
They  are  grouped  first  into  activity  areas  and  then  are  shown  as  breaking 
down  into  functions  and  subfunctions.  Under  each  subfunction,  the 
techniques  and  procedures  required  to  carry  out  the  subfunction  are 
portrayed.  The  chart  is  incomplete  in  that  the  total  number  of  functions 
and  subfunctions  which  appear  on  later  charts  are  not  shown  for  reasons 
of  convenience.  Its  intent  is  only  to  show  the  relationship  that  exists 
between  specialized  functional  activities  and  the  elements  of  managing. 

The  elements  of  managing  are  represented  on  the  chart  by  the  hori- 
zontal shaded  bars  which  cut  across  the  vertical  technique  and  procedure 
bars.  This  is  to  portray  the  fact  that  managing  is  a  separate  and  distinct 
kind  of  work  which  differs  from  specialized  functional  activity.  It  is 
necessary  for  the  effective  accomplishment  of  the  functional  activity,  but 
the  performance  of  the  functional  activity  alone  is  not  the  task  of  man- 
aging. 

A  specific  example  may  help  to  clarify  this  concept.  One  of  the  activity 
areas  shown  on  the  chart  is  production.  This  consists  in  making  the 
product  or  performing  the  service  offered  for  sale  by  the  company.  The 
production  activity  area  will  presently  be  broken  down,  more  or  less 
arbitrarily,  into  six  major  functions.  One  of  these  is  industrial  engi- 
neering. 

The  function  of  industrial  engineering  will  in  turn  be  broken  down 
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into  five  subfunctions,  of  which  work  measurement  is  one.  One  of  the 
techniques  by  which  work  measurement  is  accomplished  is  time  study. 
By  substituting  these  specific  names  for  function,  subfunction,  and 
technique  on  the  chart,  the  picture  conveyed  may  be  more  readily 
understood. 

It  is  customary  to  think  of  the  time-study  engineer  as  part  of  the 
management  team.  Certainly  he  helps  the  manager  to  control  costs  as  the 
result  of  his  time-study  work.  But  when  the  time-study  man  is  making 
a  time  study,  he  is  not  managing.  He  is  merely  performing  a  specialized 
technical  service  for  the  manager. 

Managing  occurs  when  the  activities  of  the  time-study  engineer  are 
planned,  directed,  guided,  and  controlled.  The  managing  may  be  done  by 
the  chief  executive,  the  manager  of  the  production  activity  area,  the 
chief  industrial  engineer,  the  time-study  supervisor,  or  even  by  the  time- 
study  engineer  himself.  But  the  task  of  managing,  regardless  of  by  whom 
it  is  performed,  is  quite  different  from  the  actual  making  of  the  time 
study. 

From  this  discussion,  it  may  be  seen  that  managing  may  take  place  at 
any  level  in  the  company.  One  of  the  problems  of  organization  is  to 
see  that  the  responsibility  for  managing  is  specifically  assigned  at  the 
level  at  which  it  may  be  most  effectively  carried  out  and  that  the  needed 
authority  for  accomplishing  it  is  provided.  As  the  chart  shows,  top 
managers  spend  more  of  their  time  managing  and  manage  a  bigger  area 
than  those  further  down  the  line.  They  also  have  the  responsibility  for 
coordinating  the  work  of  several  activity  areas  or  functions,  which  is 
implied  rather  than  shown  by  the  chart.  But  managing  at  any  level  is 
accomplished  by  using  the  elements  of  managing.  These  will  be  discussed 
in  more  detail  presently. 

The  Functional  Activity  Areas 

All  the  functional  work  required  for  the  successful  accomplishment  of 
any  task  may  be  grouped  into  a  relatively  few  activity  areas.  As  the 
definition  of  activity  area  implies,  this  grouping  is  somewhat  arbitrary. 
being  influenced  by  the  objectives  of  the  functions,  the  skills  required  to 
manage  them,  and  to  a  certain  extent  past  tradition. 

The  activity  areas  found  in  the  typical  manufacturing  enterprise 
are  as  follows: 

Name  Purpose 

1.  Research  and  Development  To  discover  and  apply  the  processes,  opera- 
tions, and  techniques  of  science  and  tech- 
nology to  create  products,  processes,  and 
services  which  may  benefit  an  enterprise. 
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Name 
2.  Production 


3.  Marketing 

4.  Finance  and  Control 

5.  Personnel 

6.  External  Relations 

7.  Secretarial  and  Legal 
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Purpose 

To  develop  the  most  economical  methods 
and  plans  for  manufacturing  authorized 
products;  to  coordinate  the  required  man- 
power; to  secure  and  coordinate  materials, 
facilities,  tools,  and  utilities;  to  produce  prod- 
ucts; and  to  consign  them  to  the  marketing 
activity  or  the  customer. 

To  direct  and  encourage  the  flow  of  goods 
from  producer  to  consumer  or  user. 
To  plan,  direct,  and  measure  the  results  of 
company  monetary  operations. 
To  develop  and  administer  policies  and  pro- 
grams for  providing  an  effective  organization 
structure,     qualified     employees,     equitable 
treatment,    advancement    opportunities,    job 
satisfaction,  and  adequate  job  security. 
To  plan,   execute,   and  coordinate  relation- 
ships of  company  representatives  with  all  or 
selected  elements  of  the  public  in  order  to 
achieve  acceptance  of  the  company,  its  ob- 
jectives, and  its  conduct. 

To  perform  or  cause  to  be  performed  such 
duties  as  are  required  by  law  or  bylaws  of  the 
corporation  and  to  appraise  and  advise  the 
company  on  all  phases  of  its  operations  and 
relations  from  a  legal  viewpoint. 


Research  and  Development 

Production 

Marketing 

Finance  and  Control 


In  simpler  language  it  may  be  said  that: 

is  designing  the  product. 

is  making  the  product. 

is  selling  the  product. 

is  handling  financial  matters  and 
controlling  costs  and  profitability. 

is  providing  people  and  a  favorable 
internal  atmosphere. 

is  providing  a  favorable  external  at- 
mosphere. 

is  providing  compliance  with  the 
law. 


5.  Personnel 


6.  External  Relations 


7.  Secretarial  and  Legal 


The  first  four  activity  areas  are  basic  to  getting  the  work  done,  while 
the  last  three  influence  the  climate  in  which  the  work  is  done.  The 
symbolism  used  on  the  chart  (Figure  1-1)  portrays  this. 

The  activity  areas  as  just  described  are  defined  in  terms  of  the  typical 
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manufacturing  enterprise.  With  slight  wording  changes,  they  can  be 
made  to  apply  to  other  kinds  of  enterprise  as  well.  For  example,  if  the 
word  "product"  in  the  simplified  list  is  changed  to  "service,"  the  list 
applies  to  insurance  companies,  consulting-engineering  firms,  public 
accountants,  and  other  groups  whose  product  is  primarily  a  service.  The 
elimination  of  the  word  "profitability"  adapts  the  list  to  most  nonprofit 
enterprises.  Similarly  with  minor  changes,  the  activity  areas  as  listed 
can  be  made  to  apply  to  banks,  wholesalers  and  retailers,  hotels,  govern- 
ment, in  short,  to  any  form  of  organized  group  effort.  Thus,  although 
to  avoid  repetition  and  confusion,  this  Handbook  will  often  discuss 
the  problems  of  managing  manufacturing  industry,  it  should  be  recog- 
nized that  the  general  principles  which  are  advanced  are  for  the  most 
part  applicable  to  any  kind  of  enterprise.  Indeed,  many  of  the  authors 
themselves  manage  nonmanufacturing  enterprises  such  as  supermarkets, 
insurance  and  investment  companies,  and  professional  firms. 

Activity  Area  Charts 

Activity  area  charts  for  each  of  the  seven  activity  areas  are  shown  by 
Figures  1-2  to  1-8.  Each  chart  shows  the  functions  and  subfunctions 
which   will   be   found   in    the    typical   manufacturing   industry.    By    this 


ACTIVITY 
AREA 


FUNCTIONS 


BASIC 
RESEARCH 


SUBFUNCTIONS     <^ 


APPLIED 
RESEARCH 


RESEARCH 

AND 

DEVELOPMENT 


DEVELOPMENT 


ADVANCED 
DEVELOPMENT 


NEW  PRODUCT 
DEVELOPMENT 
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IMPROVEMENT 


NEW  PROCESS 
DEVELOPMENT 
AND  PROCESS 
IMPROVEMENT 


PRODUCT 
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FOR  COST 

REDUCTION 


PRODUCT 
ENGINEERING 


PRODUCT 
DESIGN 
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TEST 


FACTORY 
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Fig.  1-2.  Research  and  development  activity  area. 
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ACTIVITY 
AREA 


FINANCE 

AND 
CONTROL 


FUNCTIONS 


FINANCE 


CONTROL 


SUBFUNCTIONS     < 


FINANCIAL 
PLANNING 


TAX 
MANAGEMENT 


FINANCIAL 
RELATIONS 


CUSTODY 

OF 

FUNDS 


CREDIT 

AND 

COLLECTIONS 


INSURANCE 


GENERAL 
ACCOUNTING 


COST 
ACCOUNTING 


PLANNING 

AND 
BUDGETING 


INTERNAL 
AUDITING 


SYSTEMS 

AND 

PROCEDURES 


Fig.  1-5.  Finance  and  control  activity  area. 
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Fig.  1-7.  External  r 

elations  activity  area. 
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Fig.  1-8.  Secretarial  and  legal  activity  area. 
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means,    a   further   explanation   of   the   nature    of   each   activity   area   is 
achieved. 

The  charts  are  designed  to  present  a  logical  structure  for  the  studv 
and  discussion  of  functional  management  activities.  Thev  are  not  in- 
tended to  be  organization  charts.  The  fact  that  superficiallv  thev 
resemble  organization  charts  must  not  be  permitted  to  cause  confusion 
about  what  they  actually  are,  namely,  merely  graphic  presentations, 
m  a  convenient  form,  of  the  component  parts  which  make  up  the  several 
activity  areas. 

Furthermore,  it  must  be  recognized  that  functions  and  subfunctions 
are  more  or  less  arbitrary  subdivisions  of  larger  areas.  These  areas 
could  be  subdivided  in  many  other  ways  and  should  be  in  specific  cases 
where  they  do  not  apply  well  in  their  present  form.  As  thev  stand  ho.v-- 
ever,  they  serve  the  purpose  for  which  they  are  intended!  and  it  will 
not  be  particularly  profitable  to  dwell  upon  other  arrangements  that 
might  better  fit  a  somewhat  different  concept  of  "a  typical  manufac- 
turing enterprise." 

As  a  matter  of  fact,  it  is  fairly  easy  to  adapt  these  charts  to  a  specific 
enterprise  if  it  is  desired  to  do  so.  ^Purchasing,"  for  example,  is  sho.vn 
as  a  function  on  the  production  activity  area  chart  (Figure  1-3).  This 
IS  where  it  is  often  found  organizationally  in  the  typical  manufacturing 
enterprise.  But  the  function  of  purchasing  is  not  equally  important  in 
all  enterprises.  In  a  service  business  composed  largely  of  ^vhite-collar 
workers  doing  office  work,  the  purchasing  of  the  needed  forms  and  office 
supplies  might  be  delegated  on  a  part-time  basis  to  a  clerk  reporting 
to  the  office  manager.  On  the  other  hand,  one  might  find  the  presidem 
of  a  small  textile  enterprise  doing  the  purchasing  himself.  Here  com- 
modity costs  such  as  the  cost  of  cotton  or  wool  are  such  an  important  part 
of  total  costs  that  wise  or  unwise  purchasing  can  make  or  break  the 
company. 

Therefore,  if  it  is  desired  to  redraw  the  activity  area  charts  to  sho^s- 
the  relative  importance  assigned  to  any  activity  in  a  specific  enterprise,  it 
can  be  done  without  difficulty.  The  important  point  to  recognize,  as 
always,  however,  is  that  the  performance  of  a  function  is  not  part  of  the 
task  of  managing,  even  when  it  is  performed  by  the  chief  executive. 

THE  MANAGING  PROCESS 

The  process  by  which  a  manager  accomplishes  results  through  others 
may  be  described  as  a  simple  three-step  process,  as  follows: 

1.  Establish  objectives. 

2.  Direct  the  attainment  of  objectives. 

3.  Measure  results. 
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The  manager  must  first  determine  what  he  wishes  to  have  done. 
Then  he  must  organize  his  people  and  direct  them  so  that  they  do  tt^ 
Finally,  he  must  measure  the  results  to  determine  how  well  hts  or.gtn  1 
.oals  were  achieved.  Often  this  measurement,  or  evaluation  step,  results 
fn  the  establishing  o£  new  objectives.  These  in  turn  he  seeks  o  attam  by 
proper  direction  o£  others.  In  due  course,  he  measures  wl  at  has  been 
Lcomplished.  which  again  leads  to  the  establishing  o£  sttl  tather  ob^ 
jectives.  Thus  the  managing  process  is  a  continuous  repetition  o£  the 
three  steps.  It  goes  on  and  on  and  is  never  finished. 


Fio.  1-9.  Elements  of  managing. 

The  managing  process  is  symbolized  graphically  by  the  accompanying 
chart  (Figure  1-9).  The  process  is  shown  as  a  circular  or  contintious 
process  by  the  rim  o£  a  wheel.  Inside  the  rim  are  nine  e  ements  of 
managing  placed  by  the  step  of  the  managing  process  that  they  assist. 
All  of  them  are  activated  by  two  additional  elements  of  managing  repre- 
sented by  the  two  inner  gears  which  keep  the  process  of  managing  going. 

The  eleven  elements  of  managing,  the  first  nine  listed  in  the  chrono- 
logical order  in  which  they  are  usually  carried  out,  are  as  follows: 
1.  Gather  information. 
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2.  Synthesize  information. 

3.  Plan. 

4.  Decide. 

5.  Organize. 

6.  Communicate. 

7.  Motivate. 

8.  Direct,  guide,  or  counsel. 

9.  Measure,  evaluate,  and  control. 

10.  Develop  people. 

11.  Promote  innovation. 

There  are,  of  course,  other  actions  which  might  be  listed  which  are 
taken  by  the  manager  as  he  manages.  For  instance,  he  must  delegate 
and  often  must  coordinate.  Rather  than  extend  the  list  unduh,  how- 
ever, thus  complicating  the  concept  of  managing,  it  will  be  better  to 
recognize  that  these  and  similar  actions  are  implied  in  the  eleven  ele- 
ments listed.  One  cannot  very  well  organize  people,  tell  them  what  is 
to  be  done,  and  motivate  them  to  do  it  without  delegating.  Similarly,  co- 
ordinating often  occurs  both  in  the  planning  stage  and  in  the  active 
direction  of  the  work.  Thus  the  list  of  eleven  elements  of  managing 
provides  a  logical  and  sufficiently  complete  inventory  of  the  most  im- 
portant things  a  manager  does  while  managing,  to  provide  the  basis  for 
a  clear  discussion  of  the  managing  process. 

Establishing  Objectives 

Every  manager  must  have  in  mind  certain  definite  objectives  that  he 
wishes  to  have  carried  out  if  he  is  to  manage  effectively.  The  more 
clearly  and  realistically  objectives  are  established,  the  more  likelihood 
there  is  that  they  will  be  attained.  On  the  other  hand,  if  the  objectives 
are  based  on  wishful  thinking,  as  is  all  too  often  the  case,  their  realiza- 
tion may  or  may  not  be  possible. 

The  first  four  elements  of  managing  describe  the  rational  method  of 
establishing  objectives.  The  first  element  is  "gather  information."  A 
clear  understanding  of  the  existing  situation  is  essential  before  future 
goals  can  be  realistically  determined.  To  establish  a  profit  objective  of 
"10  per  cent  on  sales  volume  after  taxes"  may  or  may  not  be  realistic.  If 
the  company  has  shown  increasing  losses  for  the  past  three  years  and 
no  steps  have  been  taken  to  eliminate  the  causes,  a  goal  of  10  per  cent 
after  taxes  is  probably  just  an  unrealizable  dream.  If  the  company  has 
consistently  earned  profits  of  10  per  cent  after  taxes,  there  mav  be  a 
better  chance  of  earning  them  again  in  the  coming  year,  but  the  manager 
cannot  be  sure  until  he  considers  the  possible  effects  of  such  things  as 
probable  swings  of  the  economic  cycle,  the  anticipated  actions  of  "com- 
petitors, or  the  likelihood  of  continuing  satisfactory  labor  relations. 
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The  manager  must  therefore  constantly  seek  to  keep  himself  fully 
informed  by  gathering  all  sorts  of  information  from  every  likely  source. 
Information  is  gained  informally  and  nearly  continuously  by  talking 
with  people,  questioning  them  and  listening  to  what  they  have  to  say, 
and  by  reading  anything  likely  to  contribute  useful  information  such  as 
reports,  mail,  business  publications,  and  the  like.  More  formally,  infor- 
mation may  be  obtained  by  making  thorough  investigations  during  which 
all  available  data  applying  to  the  situation  being  studied  are  obtained. 
But  in  any  case,  the  gathering  of  information  is  a  necessary  first  step 
in  establishing  realistic  goals. 

The  second  element  of  managing,  "synthesize  information,"  is  the  next 
necessary  step.  It  is  seldom  possible  to  get  complete  information  on 
any  situation  of  even  moderate  complexity.  The  manager  will  often  find 
that  he  is  trying  to  fit  together  a  jigsaw  puzzle  which  has  some  of  the 
pieces  missing.  In  spite  of  this,  he  must  form  an  opinion  of  what  the 
picture  would  look  like  if  he  had  all  the  pieces,  and  he  must  do  it 
quickly  and  decisively.  He  does  it  by  studying  all  the  pieces  that  he 
has  at  hand  and  by  filling  in  the  gaps  from  his  own  experience,  educa- 
tional background,  and  imagination. 

When  a  good  understanding  has  been  obtained  of  the  existing  situation 
and  probable  future  influences  by  gathering  and  synthesizing  information, 
it  is  necessary  to  "plan"  what  should  next  be  done.  During  this  phase, 
the  manager  will  begin  to  establish  tentative  objectives  in  his  mind. 
Then  he  will  consider  various  alternative  courses  of  action  by  which 
the  objectives  might  be  reached.  This  planning,  in  turn,  may  cause  him 
to  revise  his  tentative  objectives  as  he  finds  them  to  be  too  difficult  or  too 
easy  to  attain. 

Planning  may  be  a  mental  process  occurring  wholly  in  the  mind  of  the 
individual  manager,  or  it  may  be  a  full-fledged  study  participated  in  by 
many  people.  Short-range  planning  is  likely  to  be  done  by  the  manager 
alone,  although  there  are,  of  course,  numerous  exceptions.  Long-range 
planning  is  more  likely  to  be  done  by  group  action.  Often  outside  con- 
sultants are  brought  in  to  ensure  objectivity  of  viewpoint.  When  the 
planning  is  completed,  it  is  presented  in  the  form  of  a  formal  report 
setting  forth  the  information  on  which  the  planning  was  based,  the  alter- 
native plans  that  were  considered,  and  usually  the  course  of  action  that 
is  recommended. 

When  the  manager  does  the  planning  himself,  a  good  deal  of  personal 
skill  is  necessary  if  he  is  to  plan  effectively.  He  must  be  able  to  establish 
tentative  objectives  that  are  reasonably  attainable  if  he  is  not  to  waste 
time  striving  for  the  unattainable.  He  must  be  able  to  think  of  more 
than  one  way  by  which  an  objective  could  be  reached  if  he  is  ultimately 
to  develop  the  best  course  of  action.  He  must  be  flexible  enough  to  see 
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all  sides  of  a  situation  and  yet  decisive  enough  to  choose  one  plan  from 
all  the  possible  alternatives  without  undue  delay  and  hesitation.  This 
brings  us  to  the  fourth  element  of  managing,  namely,  the  ability  to 
"decide." 

The  stereotype  of  a  top  manager  is  that  he  must  be  a  decisive  man, 
able  to  make  up  his  mind  quickly.  This  is  only  partly  true.  If  a  man  is 
prone  to  making  decisions  before  he  has  gathered  all  available  informa- 
tion, before  he  has  synthesized  it,  considered  tentative  objectives,  and 
planned  various  ways  in  which  they  may  be  achieved,  his  decisions  will 
be  quick  but  they  may  not  be  good.  Too  often  they  represent  "snap 
judgment." 

On  the  other  hand,  if  the  preliminary  steps  are  taken  carefully,  the 
facts  often  lead  to  the  correct  decision.  Although  top  management  can 
never  escape  the  responsibility  for  decision  making,  decisions  are  made 
easy  by  careful  fact  finding,  analysis,  and  synthesis.  Operations  research 
techniques  are  often  referred  to  as  decision-making  techniques.  Actuallv, 
they  are  more  correctly  techniques  which  permit  the  manipulation  and 
presentation  of  obscure  data  in  such  a  way  that  the  story  they  have  to  tell 
becomes  clear.  Thus  they  help  the  manager  reach  a  correct  decision 
more  readily  than  if  the  techniques  were  not  available.  But  it  is  the 
manager  who  makes  the  final  decision,  not  the  techniques. 

The  establishing  of  objectives  requires  a  good  deal  of  clear,  careful 
thinking  if  it  is  to  be  done  properly.  It  is  thinking  which  is  necessary 
and  valuable,  however,  for  it  makes  effective  managing  possible.  Bv 
establishing  objectives,  the  manager  determines  what  is  to  be  done  and 
often  concurrently  when  to  do  it. 

Directing  the  Attainment  of  Objectives 

The  manager  accomplishes  the  second  step  of  the  three-step  managing 
process  by  the  use  of  managing  elements  5  to  8.  The  first  of  these  elements 
is  "organize."  With  a  few  exceptions,  the  manager  ^vill  not  expect  to 
attain  the  established  objectives  by  himself,  but  will  expect  to  reach 
them  through  the  efforts  of  others.  His  first  step  after  an  objective  has 
been  established,  therefore,  must  be  to  organize  for  its  accomplishment. 
To  do  this,  he  assigns  the  people  and  facilities  needed  to  attain  the 
objective.  He  establishes  the  duties  and  responsibilities  of  each  person 
involved  in  the  project,  delegates  the  authority  needed  to  carrv  out  the 
assigned  responsibilities,  and  establishes  reporting  relationships,  or  the 
chain  of  command. 

All  this  may  be  done  quite  informally,  if  the  objective  is  minor  and 
fairly  easy  to  attain.  The  manager  may  merely  decide  to  whom  he  ^vill 
assign  the  project  and  who  if  anyone  will  help  him.  If  no  expenditure 
is  required  other  than  the  time  of  the  people  involved,  this  may  complete 
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the  organizini^  step.  On  the  other  hand,  a  major  project  such  as  the 
opening  of  a  branch  plant  will  require  much  more  formal  and  thorough 
organization.  An  organization  manual  may  be  written,  and  an  organiza- 
tion chart  drawn  up.  The  funds  and  other  facilities  needed  to  accomplish 
the  objective  must  be  earmarked  from  the  company's  resources. 

Where  the  organizing  task  is  major,  the  manager  may  seek  help  in 
planning  it  from  a  staff  function  or  an  outside  consultant.  Basically, 
however,  it  is  his  responsibility  to  organize  any  project  so  that  the 
objectives  he  has  established  will  be  attained.  If  he  does  not  do  it  either 
it  will  be  done  by  someone  else  less  fully  informed  of  what  is  wanted, 
and  hence  less  effectively  done,  or  it  will  not  be  done  at  all.  In  either 
case,  the  manager  will  not  be  managing,  for  it  is  his  responsibility  to 
decide  to  ho  is  to  do  each  phase  of  the  necessary  work. 

Once  the  organization  has  been  decided  upon,  the  manager  must  com- 
municate his  plans  and  wishes  to  the  people  who  will  be  involved  in 
carrying  out  the  project.  This  requires  element  6,  "communicate."  The 
manager  tells  his  people  what  he  wishes  them  to  do.  He  explains  the 
ultimate  objective  and  what  he  expects  each  person  to  accomplish 
toward  its  realization.  He  checks  to  make  sure  that  everyone  under- 
stands the  particular  duties  and  responsibilities  which  have  been  assigned 

to  him. 

To  do  this  requires  clear  thinking  on  the  part  of  the  manager  himself. 
He  must  know  exactly  what  he  wishes  each  man  to  do  before  he  can 
make  his  wishes  known.  A  great  deal  of  wasted  effort  is  caused  when  a 
man  does  not  clearly  understand  what  his  superior  wishes  him  to  do. 
He  may  work  willingly  and  hard  and  may  accomplish  a  certain  result 
quite  competently,  but  if  that  result  is  not  what  the  manager  wanted, 
his  good  work  will  be  in  vain.  In  situations  of  this  kind,  the  fault  clearly 
lies  with  the  manager,  although  often  it  is  the  subordinate  who  gets  the 

blame. 

To  attain  the  established  objective  in  a  reasonable  time  and  at  a 
reasonable  cost,  the  manager  must  do  more  than  communicate  clearly. 
He  must  inspire  his  people  to  want  to  achieve  the  desired  results.  There- 
fore he  must  employ  element  7,  "motivate."  This  calls  for  explaining 
the  ivhy  of  the  project  in  terms  of  the  interests  of  the  individual  or 
group.  Considerable  skill  in  handling  people  is  required  to  do  this 
properly.  The  manager  must  know  his  people  and  know  what  motivates 
them  most  strongly.  Individuals  respond  to  different  stimuli.  Some  are 
strongly  motivated  by  financial  rewards,  others  will  work  harder  to  win 
praise  or  prestige  than  they  will  for  money,  while  still  others  will  be 
more  stimulated  by  the  newness  or  worthwhileness  of  the  project  than 

anything  else. 

Groups  of  people  will  often  be  inspired  by  causes  such  as  the  mundane 
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one  of  making  this  year's  profits  higher  than  last  year's,  the  competitive 
cause  of  beating  a  rival,  or  the  more  lofty  cause  of  providing  a  higher- 
quality  service  better  to  meet  the  needs  of  the  customers  or  even  the 
country.  The  skillful  manager  recognizes  these  things  and  tries  to  present 
the  reasons  for  working  on  the  project  in  terms  which  will  identify  the 
success  of  the  project  with  the  interests  of  the  individual  or  of  the 
group. 

Finally,  the  manager  must  employ  element  8,  "direct,  guide,  or 
counsel."  A  man  may  understand  clearly  what  is  to  be  done;  he  may 
agree  wholeheartedly  on  why  it  should  be  done;  but  if  he  does  not  know 
how  to  do  it,  he  will  not  be  as  effective  as  he  should  be.  The  manager, 
therefore,  must  be  sure  that  his  people  know  how  to  achieve  the  results 
he  desires.  This  is  accomplished  through  giving  suggestions,  orders,  or 
additional  data  or  by  teaching  them  how  the  objectives  can  be  accom- 
plished. 

The  manager  must  use  considerable  restraint  in  using  element  8,  par- 
ticularly if  he  is  a  top  manager  dealing  with  high-grade,  competent 
people.  If  he  insists  on  directing  every  detail  of  the  work  himself,  dotting 
every  "i"  and  crossing  every  "t,"  he  will  gradually  sap  the  initiative  of 
his  people  or  cause  them  to  become  disinterested  and  leave,  or  both. 
At  the  same  time,  he  cannot  be  too  reticent.  If  a  man  is  obviously 
floundering  or  if  he  has  gone  off  on  an  irrelevant  tangent,  the  manager 
must  direct,  guide,  or  counsel.  Otherwise  the  objective  will  not  be  ac- 
complished. 

Elements  5  to  8  may  be  considered  to  be  the  active  part  of  managing. 
They  are  the  elements  the  manager  is  most  conscious  of  performing  and 
those  that  an  observer  of  his  activities  can  most  readily  recognize.  They 
are  employed  in  order  to  attain  the  objectives  which  were  established 
by  the  use  of  elements  1  to  4. 

Measuring  Results 

Element  9,  "measure,  evaluate,  and  control,"  is  necessary  if  the  man- 
ager is  to  be  able  to  determine  how  effectively  his  plans  are  being 
carried  out  and,  in  a  broader  sense,  how  effectively  he  is  managing.  The 
measurement  of  success  in  the  over-all  managing  of  a  company  is  by 
no  means  easy.  There  are  many  criteria  which  may  be  used,  and  each 
of  these  will  appeal  differently  to  different  people.  In  the  eyes  of  the 
stockholders,  for  example,  the  amount  and  continuity  of  dividends  will 
probably  be  the  most  acceptable  measure  of  success.  In  the  eyes  of  the 
employees,  however,  the  success  of  the  manager  is  more  likely  to  be 
evaluated  in  terms  of  such  things  as  stability  of  employment,  favorable 
working  conditions,  and  pension  provisions.  Customers  are  more  likely 
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to  judge  success  on  the  basis  of  quality  of  products  or  service  rendered, 
price,  delivery,  and  technological  contributions.  And  the  manager  him- 
self may  judge  success  on  a  great  variety  of  things,  including  rate  of 
growth  of  the  company,  its  acceptance  by  the  community,  the  morale 
of  his  organization,  earnings— either  corporate,  personal,  or  both— con- 
tribution to  the  economy  of  the  country,  or  merely  the  satisfaction  he  gets 
from  doing  his  job. 

Even  the  success  of  a  specific  and  rather  minor  project  is  not  always 
easy  to  determine.  At  the  outset,  if  objectives  have  been  carefully  estab- 
lished, the  measuring  of  their  attainment  may  seem  quite  simple.  It  is 
anticipated  that  at  the  end  of  the  project  the  final  results  obtained  can 
be  compared  with  the  goals  which  were  established  in  the  beginning, 
thus  getting  a  clean-cut  measurement  of  what  was  accomplished.  It  is 
seldom  this  simple,  however.  Perhaps  it  was  necessary  to  revise  the  goals 
during  the  course  of  the  project  as  conditions  changed.  The  figures 
produced  by  the  accounting  function  may  or  may  not  seem  to  be  accurate 
or  complete  and  are  always  subject  to  different  interpretations.  Often 
no  objective  measurements  are  available.  Intangible  factors  have  to  be 
assessed  by  subjective  judgment,  often  resulting  in  a  variety  of  evalua- 
tions. 

In  spite  of  these  very  real  difficulties,  however,  the  element  of  "measure, 
evaluate,  and  control"  is  very  important  to  the  task  of  managing.  Indeed, 
by  itself  it  constitutes  the  third  step  of  the  three-step  managing  process. 
Without  some  form  of  follow-up,  the  manager  cannot  hope  to  manage 
effectively.  Merely  to  launch  a  project  and  then  to  relax  on  the  assump- 
tion that  it  will  be  carried  out  exactly  in  conformance  with  initial  plans 
and  instructions  is  unrealistic.  The  manager  must  follow  through  with 
measurement,  evaluation,  and  control  if  the  optimum  results  are  to  be 
obtained. 

Furthermore,  evaluation  should  not  await  the  completion  of  the 
project,  but  should  be  done  throughout  the  active  phase  of  directing 
the  attainment  of  the  objectives.  The  manager,  for  example,  should  be 
constantly  on  the  watch  for  any  impediments  to  progress  that  may 
develop.  These  he  can  learn  about  by  information  communicated  back 
to  him  by  his  group.  This  information,  acting  on  the  well-known  feed- 
back principle,  shows  him  where  changes  in  his  plans  or  his  guidance 
of  the  project  may  be  necessary. 

When,  at  the  end  of  the  project,  the  final  results  are  measured  or 
evaluated,  the  manager  obtains  information  about  the  current  situation, 
whatever  it  is.  This  often  then  becomes  the  first  element  of  a  new 
managing  cycle.  Thus  measurement,  evaluation,  and  control  provide  a 
firm  foundation  for  another  round  of  establishing  objectives. 
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Developing  People 

One  of  the  most  important  responsibilities  of  a  manager  is  the  develop- 
ment of  the  people  he  manages.  It  is  his  job  to  get  results  through  others. 
Therefore  the  more  competent  those  others  are,  the  better  are  the  results 
he  will  achieve.  His  own  success  will  be  proportionate  to  his  ability  to 
help  others  to  become  successful. 

People,  particularly  when  they  are  new  or  inexperienced,  need  to  be 
helped  to  learn  how  to  do  their  immediate  jobs  well.  They  also  need 
guidance  in  developing  the  ability  to  handle  more  important  work  later 
on  until  they  have  reached  the  limits  of  their  capacities.  All  organiza- 
tions change  as  people  enter  them,  leave  them,  or  move  to  other  jobs. 
Thus  the  task  of  developing  people  is  a  continuing  one  which  is  never 
finished. 

People  need  to  be  developed  to  handle  special  functional  tasks  well  and 
skillfully.  But  in  addition,  some  of  them— those  who  show  leadership 
ability— need  to  be  developed  for  the  task  of  managing,  which,  as  we 
have  shown,  is  a  specialized  kind  of  work.  A  corporate  enterprise  is 
theoretically  an  immortal  entity.  Properly  managed  it  will  endure  and 
prosper  indefinitely.  But  the  people  who  manage  it  are  mortal.  Sooner 
or  later  they  will  have  to  turn  over  their  responsibilities  to  others.  If 
the  enterprise  is  not  to  suffer  in  the  process,  there  must  be  other  younger 
men  trained  to  carry  on  competently  as  the  older  men  lay  down  their 
burdens. 

The  responsibility  for  providing  for  his  successor  lies  largelv  ^\ith  the 
individual  manager.  He  can  receive  considerable  help  from  a  well- 
organized  management  development  program,  but  no  one  else  can  pass 
on  for  him  his  experience,  his  philosophies,  and  the  methods  which  he  has 
found  to  be  successful  in  his  particular  situation.  The  understudy  may 
not  accept  everything  the  older  man  tries  to  pass  on,  but  he  ^vill  find 
much  that  is  of  value,  and  it  is  the  obligation  of  the  older  man  at  least 
to  give  him  the  opportunity  of  accepting  or  rejecting  the  guidance, 
advice,  and  information  he  has  to  offer. 

The  developing  of  a  manager  is  an  individualized  task.  Certain  kinds 
of  information  and  training  can  be  given  in  group  training  programs, 
of  which  there  are  many  available.  But  full  development  comes  only 
from  identifying  the  needs  of  the  individual  and  the  needs  of  the 
position  and  then  taking  the  action  that  is  necessary  to  meet  these 
needs. 

If  nothing  is  done  to  develop  new  managers,  the  managing  process  runs 
down  for  lack  of  people  to  carry  it  on.  Without  adequate  management, 
the  enterprise  eventually  ceases  to  exist.  The  thing  that  keeps  the 
managing   process,   and   hence   the   enterprise,   going  is   the   continuing 
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development  of  new  managers.  This  is  symbolized  in  Figure  1-9  by  show- 
ing the  element  "develop  people"  as  an  inner  gear  driving  the  whole 
managing  process.  It  is  an  essential  ingredient  of  continuing  good 
management. 

Promoting  Innovation 

The  eleventh  element  of  managing,  "promote  innovation,"  is  also 
symbolized  as  a  driving  force  on  the  whole  managing  process,  by  Figure 
1-9.  In  the  absence  of  prodding,  many  people  tend  to  become  satisfied 
with  things  as  they  are.  They  are  content  to  settle  into  a  comfortable 
rut  and  to  go  on  doing  things  in  the  same  old  way. 

But  if  conditions  within  a  company  can  become  comfortably  static, 
conditions  in  the  outside  world  do  not.  Therefore,  if  the  company  does 
not  adjust  itself  to  change,  it  will  soon  become  out  of  tune  with  the 
times.  Its  products  will  become  obsolete,  its  methods  will  be  slow  and 
costly,  its  marketing  approach  will  be  outmoded,  and  so  on.  So  it  must 
keep  up  to  date  or  die. 

Keeping  up  to  date  or  adjusting  reasonably  promptly  to  outside 
changes  may  keep  a  company  going  for  a  long  time,  and  the  least  that 
the  manager  should  do  is  to  see  that  this  happens.  But  if  he  wishes  his 
company  to  be  a  leader  in  its  field  and  to  forge  steadily  ahead,  then  he 
must  take  the  initiative  and  forcefully  promote  innovation  himself.  The 
company  that  leads  the  way  is  the  one  that  has  a  manager  or  a  team 
of  managers  never  satisfied  with  things  as  they  are.  He  constantly  en- 
courages people  whom  he  directs  to  seek  new  products,  better  production 
methods,  creative  marketing  approaches,  sounder  financial  control,  better 
personnel  relations,  and  better  managing  techniques.  He  acts  as  a  dynamo 
at  the  center  of  the  organization,  radiating  energy  and  enthusiasm  for 
the  new  to  all  activity  areas. 


THE  IMPORTANCE  OF  MANAGING 

There  are  other  ways  in  which  the  managing  process  can  be  described, 
of  course,  but  the  concept  of  the  three-step  managing  process  composed 
of  eleven  elements  of  managing  as  given  on  the  preceding  pages  can 
be  of  considerable  practical  value  to  the  manager  himself. 

It  is  evident  that  since  it  is  the  job  of  the  manager  to  manage,  he 
should  spend  sufficient  time  managing  to  get  his  necessary  work  done. 
If  he  does  not,  someone  else  will  have  to  do  it  for  him.  Since  the  someone 
else,  usually  a  subordinate,  does  not  have  the  same  over-all  viewpoint, 
general  information,  and  recognized  authority  as  his  chief,  he  is  not  in 
a  position  to  manage  as  effectively,  even  though  he  may  have  considerable 
managing  ability.   Therefore   the   manager  must   do   the   managing  job 
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required  by  his  particular  level  of  responsibility  if  it  is  to  be  done 
properly. 

This  seems  entirely  obvious,  and  yet  it  is  interesting  to  observe  how 
many  managers  spend  time  on  work  that  is  not  managerial  in  nature 
without  realizing  it,  because  they  do  not  have  a  clear  concept  of  what 
managing  actually  is.  Many  a  manager  is  quite  willing  to  admit  that 
he  does  not  have  a  really  clear  picture  of  how  he  spends  his  time.  He 
knows,  of  course,  that  he  busies  himself  with  a  great  variety  of  tasks. 
These  are  thrust  upon  him  by  his  subordinates,  or  he  undertakes  them 
because  they  seem  necessary  and  unavoidable,  or  he  does  them  largely 
because  he  finds  them  interesting.  Because  he  is  more  or  less  the  director 
of  his  own  time,  he  can  spend  it  managing  or  he  can  spend  it  doing  other 
things. 

Often  a  manager  feels  he  spends  all  his  time  managing,  when  actually 
this  is  far  from  being  the  case.  For  example,  when  the  chief  executive 
of  a  company  takes  an  important  person  on  a  tour  of  the  business 
premises,  he  is  not  managing.  He  is  performing  either  a  sales  function 
or  a  public  relations  function,  depending  upon  whether  the  visitor  is  a 
potential  customer  or  a  dignitary  whose  good  opinion  it  is  important 
to  have.  When  he  signs  the  payroll  checks,  he  is  not  managing.  He  is 
performing  a  clerical  function  which  could  be  delegated  to  someone 
else  under  the  proper  safeguards  and  system.  ^Vhen  he  gets  involved 
in  specific  problems  such  as  how  the  office  should  be  laid  out,  how  a 
major  grievance  should  be  settled,  or  how  new  financing  should  be  ac- 
complished, he  becomes  an  industrial  engineer,  a  labor  relations  man. 
or  a  financier.  Viewed  in  this  light,  it  can  be  seen  how  little  time  many 
managers  spend  actually  managing  and  how  much  time  they  spend 
being  salesmen,  technicians,  or  doers  of  routine  clerical  tasks  that  have 
nothing  to  do  with  managing. 

There  are,  of  course,  many  occasions  when  it  is  important  that  a 
manager  perform  certain  specific  functional  tasks.  In  a  small  company, 
for  example,  the  president  must  do  many  things  that  are  not  managing 
because  there  is  no  one  else  available  to  do  them.  But  every  manager 
should  be  conscious  of  the  time  he  spends  managing  and  the  time  he 
spends  not  managing.  His  primary  job  is  to  manage,  and  he  should  be 
sure  that  his  managing  work  gets  done  first.  There  is  always  a  certain 
temptation  to  spend  time  on  pleasant,  nondemanding  tasks  or  on  func- 
tional activities  which  long  previous  experience  makes  it  easy  to  perform. 
But  the  main  responsibility  of  the  manager  is  to  manage,  and  although 
it  is  often  hard  work,  requiring  energy  and  concentration,  it  must 
always  be  given  precedence  by  the  manager  who  seeks  to  achieve  re- 
sults. 
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As  we  have  said,  it  is  often  difficult  for  a  manager  to  recognize  just 
how  he  is  spending  his  time.  As  long  as  he  is  busy  with  the  many  details 
that  press  for  his  attention,  he  may  feel  that  he  is  managing  when  he 
is  not.  This  is  because  he  either  does  not  stop  to  think  about  what  he 
is  doing,  or  more  probably,  because  he  does  not  have  a  clear  concept 
of  just  what  the  task  of  managing  is. 

The  concept  of  managing  as  set  forth  above  may  not  be  perfect  or  com- 
plete in  every  detail  for  every  situation,  but  it  does  present  a  picture 
which  can  help  a  manager  recognize  what  he  is  doing.  The  picture  was 
developed  as  the  result  of  a  number  of  discussions  held  by  a  research 
committee  of  the  Association  of  Consulting  Management  Engineers  which 
was  attempting  to  identify  the  common  body  of  knowledge  that  should 
be  possessed  by  all  professional  management  consultants.  I  was  chair- 
man of  this  committee,  and  as  our  discussions  progressed,  I  attempted  to 
apply  the  conclusions  we  were  reaching  to  my  own  position  as  chief 
executive  of  one  of  the  larger  management  consulting  firms.  I  found 
that  the  concepts  not  only  enabled  me  to  distinguish  readily  between  my 
managing  and  not  managing  activities,  but  that  they  helped  me  to  plan 
so  that  the  most  important  phases  of  my  work,  the  managing  activities, 
actually  got  done.  I  am  convinced,  therefore,  that  these  concepts  helped 
me  to  become  a  better  manager. 

I  also  found  that  the  concepts  helped  me  in  my  personal  consulting 
activities,  activities  which  it  is  evident  were  not  managing  but  the 
counseling  services  which  are  the  product  of  our  firm.  The  concepts 
helped  me  to  assist  client-managers  who  were  themselves  having  diffi- 
culties with  the  management  of  their  own  time. 

From  this,  it  was  a  natural  conclusion  that  most,  if  not  all,  managers 
undoubtedly  had  problems  of  time  management  based  on  the  difficulty 
of  understanding  clearly  the  complex  task  of  managing  under  modern 
business  conditions.  Thus,  if  the  task  of  managing  could  be  described 
sufficiently  well  to  make  its  nature  readily  apparent,  it  seemed  logical 
to  believe  that  the  whole  quality  of  American  management  could  be 
improved. 

In  the  chapters  that  follow,  this  Handbook  undertakes  to  develop  in 
further  detail  and  with  greater  clarity  the  essential  nature  of  the  task 
of  managing  as  it  is  performed  by  representative  top  managers  of  Ameri- 
can business.  It  is  a  many-sided  picture,  because  managing  is  a  complex 
process  both  in  itself  and  in  its  many  relationships  to  the  social  and 
economic  setting  in  which  it  is  practiced.   But  as   the  authors  unfold 
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their  experiences  and  the  conclusions  which  have  been  drawn  from 
them,  a  concept  of  the  task  of  managing  emerges  which,  once  grasped, 
will  enable  the  manager  at  whatever  organizational  level  to  perform 
more  understandingly,  objectively,  and  skillfully  his  function  of  planning, 
guiding,  directing,  and  controlling  the  activities  of  other  people  in  order 
to  achieve  desired  goals. 


Curtis  H.  Gager 


FORMER  EXECUTIVE  VICE  PRESIDENT 
THE  COCA-COLA  COMPANY 
ATLANTA,   GEORGIA 


Over  a  period  of  some  forty  years,  Curtis  H.  Gager  has  "touched  al- 
most all  the  bases"  in  the  food  industry. 

Curtis  Gager  began  working  for  the  Great  Atlantic  and  Pacific  Tea 
Company  while  still  in  school,  and  it  was  there  that  he  became  familiar 
with  retail-food-store  operation.  After  a  short  time  with  a  stockbroker, 
he  became  an  assistant  to  the  general  manager  of  the  International 
Textbook  Press  in  Scranton,  Pennsylvania,  where  he  developed  his 
interest  in  the  fields  of  marketing  and  general  management. 

Mr.  Gager  returned  to  the  food  industry  with  the  Welch  Grape 
Juice  Company,  where  he  spent  seven  years  in  advertising  and  sales 
promotion  management  before  moving  to  General  Foods  Corporation 
in  ip2p,  where  he  was  continuously  associated  for  the  next  twenty-six 
years. 

After  eight  years  as  product  advertising  and  merchandising  manager 
for  General  Foods,  Mr.  Gager  became  general  manager  of  Walter  Baker 
&  Company  (a  General  Foods  Division)  and  a  year  later,  in  ip^8,  ivas 
named  president.  While  president  of  Walter  Baker  he  reorganized  the 
company,  established  new  policies,  devised  plans  for  growth,  product 
improvement,  and  new  product  developtnent,  and  succeeded  in  creat- 
ing and  maintaining  a  profitable  operation. 

Curtis  Gager  returned  to  the  parent  organization  as  vice-president- 
operations  in  1944.  The  primary  objective  in  this  assignment  was  to 
increase  the  spread  of  management  decentralization  throughout  the 
corporation.  This  was  accomplished  by  selecting  and  organizing  man- 
agement teams  for  each  of  the  many  divisions  within  General  Foods. 
At  all  times  during  the  eleven  years  Mr.  Gager  was  vice-president-op- 
erations, he  was  responsible  for  not  less  than  five  or  six  of  the  divisions 
which  produced  such  well-known  household  products  as  Post  Cereals, 
Franklin    Baker    Coconut    Products,   I^Ieheart    Bros.    Flour,   Maxwell 
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House  Coffee,  Jell-O,  and  Gaines  Dog  Food.  He  was  elected  a  director 
of  the  corporation  in  1947. 

Mr.  Gager  was  invited  to  join  The  Coca-Cola  Company  in  75)55  as 
vice  president  for  sales  and,  the  year  following,  was  elected  executive 
vice  president,  remaining  in  that  position  until  ip^p,  when  a  coronary 
attack  resulted  in  his  resignation  from  Coca-Cola  to  lighten  his  load 
by  doing  consulting  work  on  a  variety  of  management  and  marketing 
problems. 

At  the  present  time,  Mr.  Gager  is  a  director  of  Encyclopaedia  Britan- 
nica  and  Encyclopaedia  Britannica  Films,  Incorporated.  He  is  a  former 
director  of  the  Milton,  Massachusetts,  Savings  Bank;  General  Foods 
Corporation,  and  various  subsidiary  companies  of  General  Foods  Cor- 
poration; a  number  of  Coca-Cola  Bottling  Companies  throughout  the 
country,  and  the  Muzak  Corporation. 

Mr.  Gager  was  a  director  of  The  New  England  Council  and  a  direc- 
tor of  the  American  Management  Association,  in  which  he  is  active  as 
a  member  of  the  General  Management  Planning  Council,  and  a  mem- 
ber of  the  Society  for  the  Advancement  of  Management.  In  1958,  he  was 
given  the  award  for  distinguished  merit  by  the  Wharton  School,  Uni- 
versity of  Pennsylvania. 

Born  in  Wilkes  Barre,  Pennsylvania,  in  igoi,  he  received  his  primary 
education  there  and  then  entered  the  Wharton  School  of  the  Univer- 
sity of  Pennsylvania.  He  was  also  a  member  of  the  Hansard  Business 
School  Conferences  in  1938  and  1939.  Curtis  Gager  is  the  father  of  five 
children  and  now  makes  his  home  in  Bronxville,  New  York. 

May,  i960 


CHAPTER     2 

Management  throughout  History 


We  are  confronted  with  a  concept  that  the  work  of  management  com- 
prises a  vast  number  of  ideas  which  have  evolved  from  the  culture  of 
Western  civilization.  Any  sketch  we  try  to  develop  of  management 
throughout  history  can  be  no  more  than  a  mere  outline. 

The  story  of  mankind  itself  is  incomplete,  and  any  narrative  which 
attempts  even  in  a  measure  to  weave  an  accurately  connected  story  of  the 
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inception,  the  unfolding,  and  gradual  progress  of  the  development  of 
management  is  impossible.  New  fragments  of  fact  and  history  appear  as 
each  fresh  adventure  in  archaeological  discovery  is  revealed  and  the 
secrets  hidden  in  antiquity  are  laid  bare. 

Our  history  in  this  as  in  other  fields  is  too  fragmentary  to  be  a  con- 
nected piece,  so  whatever  we  bring  together  must  be  regarded  as  being  a 
narrative  about  the  truth.  Distant  chapters  are  either  missing  altogether 
or  too  indistinct  to  trace,  and  even  the  more  recent  modern  history  is  too 
complex  to  be  dissected  and  explained  with  accuracy. 

Some  things  seem  to  stand  out  in  clear  dimension.  Certain  ideas  have 
persisted  as  man  has  learned  more  about  himself  and  his  relation  to  other 
people.  The  process  we  call  "managing"  runs  concurrent  with  all  history. 

Notwithstanding  the  shocking  fears  and  threats  of  an  atomic  age,  there 
is  a  strong  case  to  be  made  for  the  proposition  that  man  is  learning  how 
better  to  deal  with  himself  and  with  other  people.  It  can  be  demonstrated 
that  in  the  fields  of  industrial  and  commercial  management  a  vast 
progress  in  civilization  has  been  achieved. 

An  amazing  and  even  unbelievable  feature  about  the  history  of  man 
is  that  ideas  take  so  long  to  develop.  The  process  of  communciation  is 
slow  and  labored  even  today.  We  are  unable  to  grasp  the  fact  that  what 
we  are  utilizing  today  are  ideas  which  came  into  being  200  or  2,000  or 
even  more  years  ago,  ideas  which,  at  the  time  of  their  invention  or 
inception,  were  advanced  and  elaborated  by  one  individual  or  by  but 
a  few,  and  then  spread  slowly.  New  learners  in  a  later  generation  found 
new  light  or  caught  a  richer  vision  and  a  fuller  meaning  in  an  old  idea 
and  felt  its  potentialities.  Not  infrequently  the  result  was  heralded  as 
new  discovery,  new  enlightenment,  and  in  its  new  form,  it  often  was  an 
enlargement  or  better  adaptation  of  an  old  idea  or  concept. 

It  hardly  needs  mention  that  many  topics  closely  allied  to  any  expo- 
sition of  management  thinking  throughout  history  cannot  be  covered 
in  this  narrative  because  they  are  too  numerous  to  mention  and  the 
origins  are  lost  beyond  recall. 

In  attempting  to  sketch  even  a  few  of  the  events  which  mark  the 
development  of  man,  we  do  so  at  the  risk  that  authoritative  historians 
and  other  students  of  antiquity  will  say  that  the  narrative  is  too  incom- 
plete and  superficial  to  be  an  accurate  chronicle.  Nevertheless,  we  can 
make  a  better  appraisal  of  recent  progress  if  we  try  to  take  a  long 
backward  look.  We  can  also  find  convincing  proof  that  managing  as  an 
art  and  science  has  come  into  being  and  recognition  as  a  profession. 

Men  and  students  in  other  professions  are  becoming  aware  that  man- 
aging is  assuming  a  professional  status.  To  the  new  students  this  is  per- 
haps surprising. 

We  can  and  do  realize  that  after  thousands  of  years,   the  managing 
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function  is  now  clearly  to  be  seen  to  consist  of  a  body  of  knowledge 
governed  by  principles. 

Although  in  order  to  understand  and  to  employ  the  principles  one 
must  have  experience,  the  principles  can  be  taught  as  those  of  anv  other 
of  the  arts  and  sciences  can  be  taught.  Managing  as  a  function  is  now 
better  understood  than  ever  before  in  the  history  of  the  world. 

We  know  that  managerial  functions  are  both  distinctive  and  dis- 
tinguishable from  the  many  technical  and  special  skills  which  are  needed 
in  the  conduct  of  war,  in  the  administration  of  a  government,  or  in  the 
operation  of  a  business. 

Although  the  principles  we  think  of  as  belonging  to  the  managing 
process,  our  knowledge  about  them,  and  the  methodology  to  employ  them 
are  still  evolving,  the  hard  steps  to  establish  some  uniformity  of  under- 
standing of  the  subject  matter  concerning  the  principles  have  been  taken. 
The  long  period  of  trial  and  error  and  the  questioning  and  searching 
out  of  principles  have  produced  a  valid  body  of  information.  Today  the 
new  student  of  management  is  several  hundred  years  more  advanced  than 
he  could  have  been  even  in  1850. 


MANAGEMENT  PHILOSOPHIES  OF  THE 
MID-TWENTIETH  CENTURY 

The  lessons  which  are  taught  by  time,  the  environmental  effects  of 
the  passing  ages,  the  influence  of  cultural  change,  the  development  of 
man  in  his  upward  march  may  often  seem  to  be  too  slow.  There  can  be 
no  doubt  but  that  progress  in  the  understanding  of  management  moved 
into  the  learning  stage  about  1850,  and  learning  has  advanced  rapidlv 
since  then.  Recently  both  learning  and  understanding  have  moved  s^viftlv 
in  the  United  States.  Today  there  is  the  promise  of  a  total  progress  in 
managerial  effectiveness  which  only  a  few  years  ago  was  beyond  compre- 
hension. 

If  we  ask  where  we  are  in  this  evolution  of  thought  and  idea  and  ^diat 
it  is  that  some  of  the  thoughtful  men  of  business  are  saying  about  their 
work  as  managers;  if  we  consider  the  ideas  about  professional  managing 
which  are  being  discussed  and  spread  to  other  minds;  if  ^ve  read  the 
philosophies  which  light  the  present  thinking  expressed  by  leaders  about 
their  responsibilities  and  the  opportunities  in  managing,  ^vhat  shall  ^ve 

find? 

Here  are  but  a  few  of  the  many  examples.  Enough  could  be  found  to 
fill  a  heavy  volume,  but  these  will  serve  to  point  the  content  and  the 
direction. 

Lawrence  A.  Appley,  able  president  of  the  American  Management 
Association,  spoke  on  "Education  for  Management"  at  the  Ninth  Inter- 
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national  Management  Congress  in  Brussels,  Belgium,  July,   1951.  What 
he  declares  to  be  the  skills  o£  management  is  enlightening: 

When  we  speak  of  management  skills,  the  emphasis  is  on  abilities  rather  than 
on  knowledge— abilities  in\he  managerial  and  administrative  activities  as  con- 
trasted with  those  required  in  the  technical  operating  phases  of  a  business. 

Management  skills  in  their  broadest  sense  are: 

1.  The  ability  to  maintain  tlie  economic  health  of  an  organization. 

2.  The  ability  to  integrate  the  viewpoints  of  different  management  functions 
and  people  within  the  organization. 

3.  The  ability  to  direct  the  affairs  of  an  organization  in  proper  relationship 
to  the  community,  the  industry,  the  national  and  international  economy. 

4.  The  ability  to  instill  a  service  motive  into  the  organization  which  takes 
into  account  those  factors  which  cannot  be  evaluated  in  terms  of  money,  such  as 
loyalty,  tradition,  friendship,  understanding,  courage,  patience,  perseverance, 
and  spiritual  values. 

5.  The  ability  to  make  an  organization  dynamic,  adaptable  to  changes  in  the 
light  of  new  circumstances. 

6.  The  ability  to  provide  human  satisfaction  in  work  output  and  relationships. 

Keith  S.  McHugh,  distinguished  leader  of  the  New  York  Telephone 
Company,  talking  on  the  subject  of  ''Long-range  Business  Policies"  be- 
fore a  conference  of  men  engaged  in  general  management,  makes  these 
observations: 

All  corporate  businesses  begin  with  a  charter  or  license  of  some  sort  granted  by 

the  sovereign  state.  ... 

The  companies  which  seek  and  obtain  these  charters,  therefore,  actually  ac- 
cept a  responsibility  to  serve  the  public.  .  .  . 

However,  the  general  public  quite  often  is  critical  of  corporate  activity.  Some- 
times the  ordinary  human  suspicion  of  size  alone  creates  criticism.  .  .  . 

In  recent  years,  much  of  the  attack  on  business  has  been  focused  on 
profits.  .  .  .  Lately,  business  men  and  some  others  have  done  much  to  explain 
the  true  function  of  profits,  and  effective  educational  work  is  continuing  in  many 

areas.  ...  , 

But  all  the  public  has  not  yet  been  convinced  of  the  constructive  business  and 
social  policies  that  have  guided  the  managements  of  thousands  of  successful  com- 
panies large  and  small.  I  believe  that  an  important  reason  for  this  is  that  man- 
agement has  failed  to  state  its  own  long-range  policies  clearly  and  emphatically. 
Perhaps,  therefore,  a  clear  statement  of  the  policy  which  a  corporation  intends 
to  follow  in  carrying  out  its  responsibilities  to  the  public  might  be  useful. 

The  greater  part  of  the  people  in  the  U.S.  are  in  business.  If  the  standards, 
aspirations  and  objectives  of  business  were  constantly  stated  and  lived  up  to,  it 
might  well  increase  our  belief  in  our  own  purposes  to  the  benefit  of  everyone. 
And  it  is  possible  that  the  very  act  of  stating  objectives  might  lead  to  their 
clarification  and  also  to  the  performance  of  them.  A  man  cannot  well  be  proved 
lost  who  had  made  no  determination  of  where  he  is  going,  but  one  who  has 
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Stated  where  he  is  going  may  be  held  to  the  path  by  his  employees,  his  customers, 
or  the  public  generally. 

In  discussing  "Business  Leadership  for  a  Free  Society,"  when  I  was 
president  of  Walter  Baker  &  Company,  Dorchester,  Mass.,  I  commented 
to  an  audience  of  managers  on  the  need  for  clear-cut  basic  attitudes: 

There  is  no  escaping  the  need  for  better  leadership,  founded  on  a  considered 
and  unmistakable  philosophy  of  management.  Ideally,  in  every  organization,  it 
should  be  stated  in  precise  terms  for  everyone  to  see. 

The  employee  especially  wants  to  know— needs  to  feel-that  his  management 
has  some  sort  of  code  against  which  to  square  its  policy  and  its  actions.  .  .  . 

And  a  body  of  convictions-a  written  statement  of  guiding  principles-will  help 
the  manager  also  to  achieve  his  company's  aims  and  to  discharge  his  responsibil- 
ities. 

If,  as  industrial  leaders,  we  are  to  serve  successfully,  not  only  must  we  know 
what  we  think  and  believe,  but  what  we  think  and  believe  must  be  better  known. 
In  other  words,  we  in  management  must  be  willing  to  say  what  we  stand  for. 
We  must  present  our  beliefs  in  a  more  positive  and  inspired  form.  We  shall 
have  to  be  more  candid  and  more  specific. 

Any  management  creed  must  include  certain  important  ideas.  Basicallv.  it 
should  fulfill  better  leadership  in  three  respects:  the  definition  of  better  ideals 
which  will  aid  the  success  of  the  business;  the  development  and  encouragement 
of  attitudes  which  will  aid  the  ideals,  and  the  producing  of  means  and  methods 
which  will  better  serve  the  human  spirit. 

Individual  and  Company  Creeds  of  Management 

While  management  philosophy  is  a  somewhat  personal  thing,  there 
are  at  least  two  major  schools  of  thought  on  how  to  manage  a  company. 
One  emphasizes  thinking  at  the  top  by  one  man  or  a  small  group  of  men; 
the  other  encourages  the  combined  intelligence  and  initiative  of  the 
entire  organization. 

The  management  philosophy  of  America  Enka  Corporation  as  set  forth 
by  John  Bassil  outlines  basic  goals: 

1.  To  maintain  a  high  level  of  executive  and  employee  morale 

2.  To  be  the  best  managed  company  in  the  industry 

3.  To  be  the  most  highly  respected  company  in  the  industry 

4.  To  be  the  most  successful  in  relation  to  profit  potential 

How  well  we  succeed  in  reaching  these  goals  is  for  others  to  judge.  ^Vhat  ^\e  are 
interested  in  is  always  striving  to  attain  them. 

Some  of  our  specific  objectives  aimed  at  achieving  these  basic  goals  are: 
1.  Develop  a  research-minded  organization  in  its  broadest  sense.  The  rayon 
industry  is  a  product  of  scientific  research.  But  research  may  be  just  as  produc- 
tive in  the  fields  of  human  relations,  management,  marketing,  and  others,  as  in 
the  field  of  technology.  We  believe  in  the  principle  that  it  is  morallv  dishonest 
to  decide  on  the  basis  of  opinion  those  things  which  can  be  determined  on  the 
basis  of  fact. 
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2.  Develop  a  motion-minded  supervisory  force,  with  an  appreciation  of  the 
need  for  methods  improvement  and  work  simplification,  and  a  firm  belief  in  the 
value  of  good  human  relations. 

3.  Develop  an  industrial  relations  program  designed  to  promote  maximum 
utilization  of  our  human  resources  and  the  maximum  degree  of  satisfaction  on 
the  part  of  all  our  people  in  the  performance  of  their  tasks. 

4.  Bring  our  administrative  skills  up  to  the  level  of  our  technical  competence 
and  raise  the  level  of  both  to  a  still  higher  plane. 

5.  Create  a  climate  in  which  our  whole  management  group  can  thrive  and 
develop,  and  prepare  itself  for  greater  responsibility. 

6.  Through  constant  improvement  and  a  desire  for  growth  on  the  part  of 
individuals,  create  internal  pressures  which  will  force  the  company  to  grow, 
providing  bigger  and  better  jobs  for  more  people  and  a  broader  earnings  base 
for  our  stockholders. 

7.  Employ  the  most  modern  and  effective  management  tools  and  engage 
such  outside  assistance  as  may  be  necessary  to  insure  the  application  of  the  best 
possible  management  "know-how."  Management  improvement  should  be  recog- 
nized throughout  the  company  as  a  continuing  responsibility. 

8.  Establish  a  system  for  crystallizing  long-range  plans  and  objectives. 
Planned  action  helps  apply  the  principle  of  management  by  exception.  We 
thereby  can  concern  ourselves  with  deviations  from  plan  or  standard  rather  than 
matters  of  routine.  This  method  of  operation  results  in  conservation  of  executive 
time  and  energy  which  can  be  used  for  planning  and  thinking  ahead. 

9.  Insure  a  sound  organization  structure  at  all  levels.  This  is  accomplished 
by  applying  sound  principles,  developing  an  over-all  company  plan,  and  syn- 
chronizing departmental  organization  into  the  over-all  pattern.  Our  organization 
plan  is  described  in  an  Organization  Manual  containing  45  organization  charts 
and  job  descriptions  for  all  supervisory  and  executive  personnel  ranging  from 
assistant  foreman  in  the  plants  to  president. 

10.  Reduce  the  company's  plans,  policies  and  procedures  to  writing.  In  so 
doing  we  insure  participation  by  securing  concurrences  of  interested  individuals. 
Written  statements  require  a  considerable  amount  of  work.  But  reducing  things 
to  writing  clarifies  our  thinking,  makes  our  objectives  clear,  and  brings  things 
out  in  the  open  w^here  people  can  see  and  profit  by  them. 

11.  Establish  a  well-balanced  system  of  reporting  designed  to  insure  that  all 
levels  of  management  are  fully  informed  of  progress  covering  significant  opera- 
tions, thus  enabling  interested  individuals  to  initiate  appropriate  action  when 
progress  may  not  be  satisfactory. 

12.  Continuous  appraisal  of  results  through  measurement  of  performance  in 
terms  of  predetermined  plans.  To  a  large  extent  our  management  objective  is 
control  through  self-control.  Since  each  department  head  prepares  his  own  plans 
for  higher  approval,  he  helps  to  establish  his  own  goals.  It  is  an  important  aspect 
of  participation.  To  judge  his  own  performance  gives  him  a  measure  of  self- 
appraisal.  This  is  particularly  stimulating  when  the  plans  have  been  carried  out. 
Considerable  personal  satisfaction  is  attached  to  setting  one's  own  standards  and 
objectives  and  controlling  results. 

13.  Encourage  two-way  communication,  bottom-up  as  well  as  top-down,  and 
"open  shop"  in  management. 
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14.  Promote  among  our  employees  the  freedom  to  speak  one's  mind  on  any 
subject  concerning  the  company  welfare. 

15.  Accord  to  our  executive  group  the  same  right  to  be  heard  by  higher 
authority  as  we  do  our  hourly  workers-without  fear  of  reprisal  or  recrimination. 
People  with  honest  differences  of  opinion  on  subjects  of  major  importance  are 
encouraged  to  go  to  higher  authority  to  get  them  resolved. 

16.  Be  a  good  corporate  citizen  by  assuming  our  full  share  of  responsibility 
in  the  communities  in  which  we  operate  and  by  constantly  striving  for  good 
community  relations. 

17.  Keep  before  our  entire  management  group  the  importance  of  setting  and 
attaining  objectives  so  that  our  profit  goal  can  be  met. 

Lewis  H.  Brown,  expressing  a  philosophy  for  "A  Common  Ground  for 
Management  and  Labor"  at  the  Seventh  International  Management 
Congress  in  Stockholm,  said: 

We  who  are  responsible  for  the  management  of  industry  in  supplying  the 
needs  of  the  public  for  goods  and  services  and  who  recognize  our  obligations  to 
stockholders  and  employees  believe: 

That  we  should  constantly  seek  to  provide  better  values  at  lower  costs  so  that 
more  of  our  people  can  enjoy  more  of  the  world's  goods. 

That  we  should  strive  to  develop  the  efRciency  of  industry  so  as  to  earn  a  fail 
return  for  the  investing  public  and  provide  the  highest  possible  reward  for  the 
productivity  of  labor. 

That  we  should  stimulate  the  genius  of  science  and  utilize  the  methods  of 
research  to  improve  old  products  and  create  new  ones  so  as  continuously  to  pro- 
vide new  fields  of  employment  for  the  present  and  coming  generations. 

That  management  should  encourage  fair  trade  practices  in  business  ^diich. 
whether  affected  by  competition  or  cooperation,  will  be  so  shaped  as  to  be 
for  the  best  interests  of  our  customers  and  of  society  as  a  whole. 

That  it  is  management's  duty  to  be  alert  to  its  own  shortcomings,  to  the  need 
for  improvement,  and  to  new  requirements  of  society,  while  ahvavs  recognizmg 
the  responsibility  of  its  trusteeship. 

That  business  in   this  country  has  never  been  what  it  could  be  and  never 

what  it  yet  will  be.  ■>    ■      ^       a 

That  business,  labor,  government  and  agriculture  workuig  hand  m  hand 
can  provide  jobs  and  the  opportunity  for  all  to  .vork  for  security  ^nthout  loss 
of  our  liberty  and  rights  as  free  men. 

That  it  is  my  suggestion  of  a  common  meeting  ground  not  only  for  man- 
agement and  labor,  but  for  all  of  us. 

Clarence  Francis  discusses  a  "Hippocratic  Oath  for  Management": 

I  believe  that  a  business  must  be  run  at  an  adequate  profit  and  must  hold 
its  own  in  fair  competition  with  other  businesses. 

Within  my  sphere   I  will  do  my  level  best   to  help  keep   mv  business 
prosperous  and  strong. 

I  believe   that  business  must  serve  employees,   stockholders,   consumers,   and 
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government,  and  that  management  must  keep  the  interests  of  all  these  elements 
in  balance. 

...  To  the  extent  of  my  authority,  I  will  try  to  preserve  this  balance. 

I  believe  that  management's  operating  goals  are  continuously  improved 
productivity  and  growth-in  order  to  provide  jobs,  reward  investors,  attract 
capital,  and  provide  more  and  better  goods  and  services  at  lower  cost. 

...  In  any  capacity  in  which  I  find  myself,  I  will  work  toward  these  goals. 

I  believe  that  the  greatest  assets  of  a  business  are  its  human  assets  and  that  the 
improvement  of  their  value  is  both  a  matter  of  material  advantage  and  moral 
obligation;  I  believe,  therefore,  that  employees  must  be  treated  as  honorable 
individuals,  justly  rewarded,  encouraged  in  their  progress,  fully  informed,  and 
properly  assigned,  and  that  their  lives  and  work  must  be  given  meaning  and 
dignity,  on  and  off  the  job. 

...  If  I  have  the  supervision  of  so  much  as  one  other  person,  I  will  strive 
to  honor  these  principles  in  practice. 

I  believe  that  a  reputation  for  integrity  is  another  priceless  asset  of  any  busi- 
ness; and  that  management  must  deal  fairly  with  customers,  competitors,  and 
vendors,  advertise  truthfully,  fulfill  its  commitments,  cooperate  with  other  man- 
agements in  the  betterment  of  business  as  a  whole,  and  oppose  any  artificial 
restriction  that  may  limit  production,  fix  prices,  or  restrain  trade.  .  .  . 

...  In  my  daily  work  I  will  try  to  deserve,  and  make  my  business  deserve,  a 
reputation  for  integrity. 

I  believe  that  the  future  of  the  American  economic  system  depends  on  the 
confidence,  good  will  and  understanding  of  the  people,  and  that  business  leader- 
ship must  make  itself  a  responsible  part  of  the  human  community  by  participat- 
ing in  worthy  activities  locally  and  nationally. 

...  As  a  representative  of  business  and  as  an  individual,  I  will  identify  my 
business  and  myself  with  the  welfare  of  people. 

I  believe  that  whenever  business  has  earned  a  hearing,  it  has  not  only  a  right 
but  a  duty  to  ask  for  public  confidence;  and  that  it  must  speak  freely,  give 
information  gladly,  and  answer  the  attacks  of  those  who  seek  to  undermine 
American  freedom  under  democratic  capitalism. 

...  I  will  speak  out  in  behalf  of  my  business  and  the  system  which  it  repre- 
sents. 

I  believe  finally  that  business  leadership  is  nothing  less  than  a  public  trust; 
that  it  must  offer  a  message  of  hope  and  courage  to  all  people;  and  that  it  can 
help  an  economically  strong  America  to  lead  other  nations  to  lasting  prosperity, 
freedom  and  peace. 

...  I  will  work  not  only  for  the  advancement  of  myself,  my  family,  and  my 
country,  but  for  liberty  and  democracy  for  America  and  for  the  world-now  and 
in  the  years  to  come. 

These  statements,  selected  almost  at  random,  are  of  fairly  recent 
origin.  They  come  from  men  who  have  carried  high-ranking  management 
responsibility,  men  who  have  been  earnest  students  of  their  ftmction  as 
managers.  Such  statements  are  indicative  that  managing  is  coming  to  be 
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recognized  as  a  profession.  It  is  of  special  significance  that  statements 
of  such  basic  belief  are  rare  in  history  before  the  twentieth  century. 

While  each  credo  is  individual,  the  serious  student  must  be  impressed 
with  the  common  thread— the  similarity  in  underlying  philosophy  at 
work  behind  the  thoughts  which  have  been  expressed  here. 

Everyone  must  conclude  that  views  like  these  did  not  spring  full- 
grown  into  being.  They  derive  from  history,  from  experience,  from 
observation,  and  from  better  understanding  of  human  nature,  from 
thinking  about  the  work  which  is  managing,  and  from  better  considera- 
tion and  understanding  of  its  great  responsibilities. 

Earnest  and  well-meaning  critics  of  modern  business  often  possess  too 
little  or  no  knowledge  at  all  of  what  has  been  taking  place  in  the  evolu- 
tion of  management  thinking. 

Never  before  in  the  whole  course  of  human  events  was  there  so  great 
a  challenge  or  so  great  an  opportunity  for  the  contributions  which  men 
who  are  skillful  and  "management-enlightened"  can  give  to  society. 

We  have  come  to  believe  that  sound,  efficient  management  may  be  de- 
fined as  the  art  and  as  the  science  of  getting  things  done  through  the 
use  of  right  leadership  in  the  directing  of  people. 

But  how  have  we  come  to  this  view?  Is  there  any  explanation  in 
philosophy  or  learning  or  basic  technique  which  can  be  gleaned  from 
the  earliest  days  of  mankind?  What  may  have  come  to  us  from  the  earliest 
tribal  organizations,  or  from  the  early  nomadic  wanderings  of  families 
and  peoples?  What  can  we  find  in  the  earliest  agricultural  societies,  or  in 
the  military  conquests  that  beat  their  paths  again  and  again  over  the 
ground  of  the  Middle  East?  What  is  there  to  be  learned  from  the  earliest 
of  the  now-unburied  societies,  or  from  the  ancient  empires  of  the  Persians 
or  the  Egyptians,  or  from  the  Greeks?  Is  there  some  heritage  from  the 
ages  which  became  the  foundation  of  what  wg  now  think  and  believe? 

It  is  interesting  to  speculate  on  how  the  arts  and  skills  of  managing 
may  have  developed  and  how  the  mind  of  man  has  moved  -^s^ith  more 
scientific  effort  in  this  worthwhile  field  of  human  endeavor. 

It  helps  our  perspective  and  our  understanding  if  we  try  to  look  back- 
ward and  speculate  on  the  origins,  even  though  we  can  only  approximate 
them  and  fill  in  much  of  the  narrative  with  supposition  and  conjecture. 


BRIEF  HISTORY  OF  MAN  S  ORIGINS 

We  realize  now  that  man  is  slow  to  learn,  but  as  we  survey  the  stages 
of  man's  groping  toward  a  civilized  existence,  w^e  are  reminded  that 
thousands  and  thousands  of  years  passed  in  an  almost  complete  darkness 
of  intellect.  Learning,  except  the  simplest  of  arts  and  skills,  was  certainly 
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meager  for  thousands  and  thousands  of  years.  The  means  for  communi- 
cation had  not  even  been  invented.  Looked  at  in  relation  to  the  whole 
period  of  man's  evolution,  it  may  surprise  us  that  language  is  a  fairly 
recent  device.  After  language  of  sorts  came  to  be  used,  it  was  thousands 
of  years  before  writing  was  known.  In  a  desperation  of  contriving  to  com- 
municate, men  learned  to  use  clay  tablets,  stone,  cattle  skins,  and  papyrus 
for  recording.  Much  history  is  lost  and  may  never  be  uncovered  or  pieced 
together.  Clay  tablets  break  and  fall  to  dust,  cattle  skins  disintegrate,  and 
the  records  left  on  papyrus  have  been  burned  or  dissolved  by  the  ele- 
ments. 

Even  so,  we  know  infinitely  more  today  of  what  was  going  on  in 
the  widely  separated  capitals  of  6500  b.c.  than  men  knew  at  that 
time. 

In  the  Interglacial  Age,  50,000  years  or  so  ago,  man  wandered  over  the 
land,  leaving  nothing  but  flint  implements  as  evidence  of  his  presence. 
It  may  be  that  he  did  not  speak  at  all,  or  but  little.  He  had  nothing 
that  could  be  called  a  language.  His  concerns  were  food,  fire,  shelter, 
protection  of  himself  and  family,  and  in  some  way  he  continued  to  de- 
velop. After  another  20,000  or  25,000  years,  he  was  or  is  identified  as 
Homo  sapiens.  For  hundreds  of  centuries  he  was  acquiring  skill  of  hand 
and  limb  and  power  and  bulk  of  brain,  in  an  environment  unknown  to 
him. 

Certainly  until  language  had  developed  even  to  a  meager  extent,  there 
could  have  been  little  thinking  beyond  the  needs  of  his  day-to-day  ex- 
perience. 

Since  early  man  had  little  or  no  speech,  he  could  do  little  to  pass  on 
the  notions  that  came  to  him  or  develop  any  tradition  or  record  any 
history  of  his  activities.  But  there  must  have  been  certain  fundamental 
things  in  men's  minds  before  the  coming  of  speech.  Perhaps  fear  of  the 
"old  man  of  the  tribe"  was  such  a  notion.  The  young  grew  up  under 
that  fear,  and  objects  associated  with  him  were  probably  under  taboo. 
Only  by  respecting  this  primal  law  could  the  young  escape  the  old  man's 
wrath.  There  is  a  deep-rooted  instinct  for  authority,  and  even  the  fear 
of  it,  very  much  present  in  the  human  animal. 

Confusedly,  no  doubt,  but  under  the  stimulus  of  need  and  the  pos- 
sibilities in  human  cooperation,  mankind  was  reaching  out  for  guidance 
and  knowledge.  Men  were  becoming  aware  that  personally  they  needed 
protection  and  direction,  cleansing  from  impurity,  and  power  beyond 
their  own  strength,  and  doubtless  in  response  to  these  ingings,  the  men  in 
a  group  of  families  who  were  bold,  wise,  shrewd,  and  cunning  ultimately 
became  leaders,  and  as  the  population  expanded,  they  became  magicians, 
priests,  chiefs,  and  kings. 
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Many  impulses  are  at  work  in  prompting  men  to  seek  ascendancy  over 
other  men.  The  earliest  magicians  must  have  believed  more  or  less  in 
their  own  magic  to  achieve  a  following,  as  did  the  ancient  priests  in  their 
ceremonies  and  the  chiefs  in  their  rights,  which  were  more  than  likely 
gained  by  force. 

For  countless  thousands  of  years,  man  was  continually  tending  to  dif- 
ferentiate into  several  species.  He  was  a  wandering  animal.  Man  imitated. 
Man  then  fought  to  conquer  man.  As  a  hunter,  he  was  obliged  to  follow 
the  migrations  of  his  quarry. 

It  seems  conclusive  from  any  and  all  evidence  thus  far  revealed  that 
for  many  thousands  of  years  man  existed  as  a  savage.  A  quickened  instinct 
for  protection  caused  families  to  stay  close  to  each  other.  There  were 
decisions  to  be  made  bearing  on  their  existence:  where  to  live,  where 
to  hunt  for  food,  how  to  protect  themselves  against  the  elements.  The 
aggregation  of  people,  however  small,  required  family  leadership.  Ho^v- 
ever  attained  and  maintained,  it  existed.  Whenever  food  became  scarce, 
the  family  or  group  of  families  searched  for  new  supplies.  Nomadism 
undoubtedly  grew  from  some  such  human  requirement.  Nomadism 
produced  the  need  for  decisions  respecting  safety,  food  supply,  and 
protection. 

Nomadism-of  family  groups-in  search  for  food  probably  produced 
contact  with  other  family  groups.  The  aggregation  with  other  family 
groups  related  by  the  same  instinct  and  driven  by  the  same  interest 
produced  the  tribe,  but  it  also  produced  the  need  for  a  greater  leadership. 
We  can  only  speculate  that  in  a  savage  world,  leadership  ^\'as  ^von  bv 
force.  The  mightiest  man  became  the  symbol  of  greatest  security.  He 
doubtless  held  the  post  until  some  young  buck  felt  an  urge  to  rule. 
Doubtless,  new  leaders  emerged  as  the  result  of  battle. 

The  Beginnings  of  Civilization 

The  appearance  of  agriculture  in  its  crudest  form  tended  to  cause  the 
wandering  family  or  tribe  to  settle  down.  It  must  have  taken  thousands 
of  years  for  man  to  learn  to  talk  in  a  way  that  ^vould  let  him  transmit 
any  but  the  simplest  of  ideas.  It  is  interesting  that  the  same  grammatical 
ideas  are  traceable  throughout  one  whole  family  of  languages.  ^\ith 
enough  similarity  to  suggest  that  they  are  variations  of  one  basic  con- 
cept of  expression. 

The  difficulties  of  transport  and  the  obstacles  in  geographic  barriers 
must  have  meant  that  the  flow  of  ideas  moved  westward  rather  than  east 
ward,  but  even  if  these  ideas  did  not  spring  from  a  common  source, 
geography,  climate,  the  sea,  roads,  and  perhaps  other  influences  ^vere  at 
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work  in  leading  to  the  rise  of  civilization  and  a  common  future  in  the 
West. 

Civilization  requires  the  settlement  of  men  upon  an  area.  It  requires 
cultivation,  assemblage  of  men  who  live  in  buildings,  inhabit  a  common 
village  or  city,  and  share  a  common  rule. 

As  some  families  settled,  the  men  probably  continued  to  forage  for 
food  or  follow  the  hunt.  The  persons  who  stayed  at  the  campsite  de- 
veloped home  arts  and  at  some  point  watched  things  grow.  We  cannot 
imagine  the  curiosity  or  observation  by  which  seeds  were  discovered  or 
the  intense  fascination  produced  by  the  planting  of  wild  wheat  in  a  new 
place. 

Probably  seed  planting  was  the  invention  of  some  women  who  specu- 
lated on  what  was  happening  in  nature.  From  it  agriculture  was  born, 
and  so  was  the  possibility  of  an  excess  supply  of  food.  And  the  excess 
supply  of  food  meant  that  more  people  could  congregate  at  the  crude 
dwelling  place. 

However  slowly  this  development  came,  it  was  the  beginning  of  a 
village  life  and  a  pastoral  society.  Cattle,  sheep,  and  goats  had  somehow 
been  domesticated.  They  could  be  grazed  nearby. 

The  congregation  of  peoples  in  small  villages  produced  the  need  for 
some  crude  attempt  at  management  of  their  common  affairs.  They  had 
need  for  protection  from  attack  and  capture  by  raiding  nomads  or  envious 
neighbors,  but  the  need  for  managing  of  a  sort  was  evolving.  Larger 
and  larger  groups  of  people  were  forced  to  band  together.  The  function 
of  leading  became  a  necessity.  Ignorance  of  the  world,  of  nature,  and 
of  things  was  universal.  The  law  of  the  savage  was  the  only  law^  The 
leader  of  one  village  made  war  on  the  nearby  peoples.  Annihilation  of 
enemies  preserved  the  hunting  grounds,  eliminated  competitors,  and 
made  way  for  expansion  of  the  conqueror's  village. 

So  may  we  imagine  and  describe  the  beginnings  of  the  tribal  govern- 
ment and  what  soon  became  village  life  and  the  beginnings  of  civil 
administration.  Thus  we  move  from  family  to  tribal  management  and  on 
to  village  management  as  a  necessity  to  social  development. 

The  tribe  was  created  when  families  banded  together  for  protection. 
At  some  point  where  a  surplus  of  agricultural  products  became  available, 
it  was  practical  for  some  people  to  give  up  the  nomadic  life  and  gather 
into  villages.  And  there  must  have  been  born  the  problems  and  rela- 
tionships which  grew  out  of  exchanging  one  kind  of  surplus— the  product 
of  a  family  of  artisans— for  another. 

The  principal  work  of  leadership  for  countless  years  was  conquest. 
When  the  conquest  was  over,  the  life  of  the  villages  relaxed  into  peace- 
ful ways  and   the  crude  arts  moved  forward;   brick  and  pottery   were 
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made,  decoration  was  practiced,  crude  implements  were  fashioned. 
Invention  had  begun  to  spring  from  the  simplest  needs  to  hold  together 
the  family,  the  tribe,  the  little  village. 

Wars  of  annihilation  must  have  given  way  to  wars  of  exploitation 
as  men's  ideas  of  more  things  to  be  done  suggested  the  need  of  more 
labor,  and  acquisition  of  slaves  became  the  motivation  for  wars  of  con- 
quest. The  word  "economic"  was  not  even  conceived,  but  elementarv 
selfishness  taught  that  killing  of  captives  was  in  a  way  uneconomic;  slaves 
could  work,  build,  till  the  soil,  tend  cattle,  fight.  Ways  had  to  be  in- 
vented for  dealing  with  human  problems  and  for  supplying  the  wants  of 
the  community.  Slaves  could  supply  the  extra  labor. 

The  emphasis  was  on  acquisition  and  government  by  conquest.  Some 
ideas  of  managing  people  and  their  undertakings  must  have  been  present 
in  those  individual  leaders  who  were  more  imaginative  than  others.  In- 
deed, in  following  the  history  of  ancient  peoples,  there  are  examples  indi- 
cating that  some  leaders  must  have  been  imaginative  enough  or  wise 
enough  to  realize  that  as  their  rule  expanded,  some  kind  of  organization 
had  to  be  created. 

The  successful  conqueror  became  king.  His  riches  most  often  were  those 
taken  from  the  conquered  who  were  reduced  to  slavery.  ^Vhen  the  con- 
queror had  won,  he  could  not  remove  himself  from  the  problems  of  civil 
government  and  the  administration  of  people.  The  ruler,  whatever  he 
may  have  been  called,  was  confronted  with  numerous  problems  of  people. 
and  he  needed  help.  If  for  no  other  reason  than  insufficient  time,  sheer 
sloth,  disinterest,  or  laziness,  the  conqueror  asked  one  or  another  of  his 
closest  associates  to  deal  with  the  problems. 

The  idea  of  a  chief  administrator  and  the  use  of  trusted  servants  by  hmi 
suggests  that  the  essential  structure  of  management  organization,  even  as 
we  know  it  today,  existed  in  rough  form  in  early  times.  The  leader  and 
the  chief  spokesman  created,  by  natural  consequence,  the  council,  the 
stafE.  The  executive  function  of  getting  things  done  through  people  is 
concurrent  with  history. 

Ancient  history  is  replete  with  stories  of  the  disorder  produced  bv  some 
nomad  leader  or  tribe  powerful  enough  to  produce  a  combination  or 
unity  of  kindred  tribes  who  then  made  war  upon  the  small,  settled  com- 
munities. The  villagers  became  captives,  reduced  to  servitude  and  slaverv. 
a  practice  which  still  is  regarded  as  a  form  of  wealth  in  a  few  areas  of  the 
world,  even  in  our  times.  We  see,  too,  that  after  some  generations,  the 
conqueror  and  the  conquered  intermarry,  exchange  learning,  religions, 
and  ideas.  As  this  process  unfolded,  ideas  were  absorbed  and  m  turn 

spread. 

There  are  setbacks,  massacres,  wars,  pestilence,  and  flood,  but  the  story 
is  one  of  new  growth.  For  thousands  of  years,  this  new  thing  which  was 
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to  be  called  civilization  grew  as  a  tree  grows,  now  losing  a  limb,  now 
stripped  by  storm,  but  always  resuming  its  growth. 

Ancient  Middle  Eastern  Civilizations 

Perhaps  the  first  people  to  form  real  cities  were,  as  Wells  says,  a  people 
of  mysterious  origin  called  the  Sumerians  in  Mesopotamia.  These  people 
learned  how  to  fertilize  their  fields  with  irrigation;  they  were  skillful 
hydraulic  engineers.  They  had  cattle,  sheep,  and  goats.  They  raised 
brick  structures,  made  pottery,  and  learned  to  write  on  clay.  Home  arts 
were  fostered.  They  raised  towerlike  temples  to  their  religion. 

Ultimately,  the  characteristic  form  of  government  in  the  Eastern  so- 
cieties was  an  absolute  monarchy,  divinely  ordained.  The  great  king  was 
the  agent  of  the  gods.  Whatever  there  was  of  science,  learning,  or  artistry 
was  devoted  to  the  service  of  the  gods  and  the  god-king. 

A  study  of  these  developments  points  early  in  human  history  to  the 
principle  of  fixing  authority  and  responsibility.  The  principle  is  violated 
repeatedly.  History  tells  of  rulers  who  divided  their  authority  with  the 
priests  and  of  those  who  were  so  ignorant  themselves  of  the  right  de- 
cision that  they  wished  to  share  the  burden  or  blame  with  the  priests. 
The  priests  vied  with  the  king  for  ascendancy.  Some  kings  learned  that 
the  division  of  authority  produced  disasters  or  disappointment,  and  they 
themselves  became  priest-rulers. 

It  must  also  be  supposed  that  the  ancient  temples  became  a  seat  of 
power.  Priests  had  time  to  think,  to  contrive,  to  scheme,  to  learn,  so  that 
with  every  development  of  language  and  of  speech,  it  became  possible  to 
intensify  control  over  people  with  the  invention  of  taboos  and  restraints. 
Ceremonies  to  propitiate  the  gods  must  be  of  most  ancient  origin. 

A  story  of  the  Tigris  and  Euphrates  civilizations,  although  bare  and 
sketchy,  is  a  story  of  conquest.  Old  rulers  were  replaced  by  new;  races 
were  swallowed  up;  languages  vanished;  the  economy  was  based  on  con- 
quest and  the  labor  of  slaves.  We  can  imagine  that  the  plow  does  its  work, 
harvests  are  gathered  year  by  year,  tradesmen  work  and  acquire  fresh 
devices.  New  metals  are  shaped  into  new  tools,  knowledge  of  writing 
spreads,  the  horse  is  taught  to  pull  loads  and  becomes  an  addition  to 
manpower,  and  horse-drawn  wheeled  vehicles  become  part  of  mankind's 
permanent  inheritance.  The  volume  of  trade  upon  desert  and  sea  in- 
creases, knowledge  grows,  and  men's  ideas  increase  in  number  and  spread 
far  and  wide. 

Code  of  Hammurabi.  The  special  emphasis  here  is  that  after  hundreds 
of  years  of  warfare,  the  Babylonian  kingdom  was  founded,  and  a  leader, 
Hammurabi  (2123-2081  b.c),  prepared  the  first  great  code  of  law  and 
gave  encouragement  to  learning. 

However  imperfectly,  men  had  learned  to  recognize  the  desirability  of 
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order  and  organization  of  rule  and  law  in  managing  their  lives  and  the 
activities  of  people  in  village  association  as  well  as  in  a  nation. 

Under  Hammurabi  the  cities  of  the  valley  were  forced  to  unite  and 
keep  peace  and  were  disciplined  into  order  and  security  by  a  historic  code 

of  laws. 

The  Code  of  Hammurabi  reads,  in  part: 

When  the  lofty  Anu,  King  of  the  Anunaki,  and  Bel,  Lord  of  Heaven  and 
Earth,  he  who  determines  the  destiny  of  the  land,  committed  the  rule  of  all 
mankind  to  Marduk  (national  deity)  .  .  .  when  they  pronounced  the  lofty  name 
of  Babylon;  when  they  made  it  famous  among  the  quarters  of  the  ^vorld  and  m 
its  midst  established  an  everlasting  kingdom  whose  foundations  were  firm  as 
heaven  and  earth-at  that  time  Anu  and  Bel  caUed  me,  Hammurabi,  the  exalted 
prince,  the  worshiper  of  gods,  to  cause  justice  to  prevail  in  the  land,  to  destrov 
the  wicked  and  the  evil,  to  prevent  the  strong  from  oppressing  the  weak  ...  to 
enlighten  the  land  and  to  further  the  welfare  of  the  people.  Hammurabi,  the 
governor  named  by  Bel,  am  I,  who  brought  about  plentv  and  abundance:  who 
made  everything  for  Nippur  and  Durilu  complete;  .  .  .  who  gave  life  to  the 
city  of  Uruk;  who  supplied  water  in  abundance  to  its  inhabitants:  .  .  .  who 
made  the  city  of  Borsippa  beautiful;  .  .  .  who  stored  up  grain  for  the  mightv 
Urash-  .  who  helped  his  people  in  time  of  need;  who  establishes  m  security 
their  property  in  Babylon;  the  governor  of  the  people,  the  servant  whose  deeds 
are  pleasing.  .  .  . 

Some  of  these  words  have  a  modern  ring;  one  would  not  readily  attrib- 
ute them  to  an  Oriental  "despot"  in  2100  B.C.  or  suspect  that  the  laws 
they  introduced  were  based  upon  Sumerian  prototypes  ^diich  .vere.  per- 
haps already  centuries  old.  This  ancient  origin  combined  with  Babvlo- 
nian  circumstance  to  give  the  Code  its  character.  It  begins  .vith  compli- 
ments to  the  gods.  It  mingles  the  most  enlightened  laws  ^vith  the  most 
barbarous  punishments.  All  in  all,  285  laws,  arranged  almost  scientificallv 
under  the  headings  of  personal  property,  real  estate,  trade  and  business, 
the  family,  injuries,  and  labor,  form  a  code  more  advanced  and  civilized 
than  that  of  Assyria  a  thousand  and  more  years  later  and  in  manv  respects 
"as  good  as  that  of  some  modern  states."  (The  habit  of  stamping  a  legal 
contract  with  an  official  seal  goes  back  to  Hammurabi.) 

The  great  Babylonian  brings  his  legislation  to  a  close  .vith  .vords  that 
have  a  modern  ring: 

The  righteous  laws  which  Hammurabi,  the  wise  king,  established,  and  [bv 
which]  he  gave  the  land  stable  support  and  pure  government  ...  I  am  the 
.uardian  governor  ...  in  my  bosom  I  carried  the  people  of  the  land  of  Sumer 
and  Akkad-  .  in  my  wisdom  I  restrained  them,   that  the  strong  might  not 

oppress  the  weak,  and  that  they  should  give  justice  to  the,  orphan  and  the 
.v^dow  ...  Let  any  oppressed  man,  who  has  a  cause,  come  before  mv  image  as 
king  of  righteousness.  Let  him  read  the  inscription  on  my  monument!  Let  him 
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give  heed  to  my  weighty  words!  And  may  my  monument  enlighten  him  as  to  his 
cause,  and  may  he  understand  his  case! 

May  he  set  his  heart  at  ease  [exclaiming]:  "Hammurabi  indeed  is  a  ruler  who 
is  like  a  real  father  to  his  people  ...  he  has  established  prosperity  for  his  people 
for  all  time,  and  given  a  pure  government  to  the  land."  .  .  . 

In  the  days  that  are  yet  to  come,  for  all  future  time,  may  the  king  who  is  in 
the  land  observe  the  words  of  righteousness  which  I  have  written  upon  my 
monument! 

It  is  revealing  that  at  a  time  so  long  ago  a  leader  existed  with  both  the 
purpose  and  ideas  to  establish  a  code  which  did  honor  to  him  and  the 
people  he  ruled.  One  cannot  help  wondering  what  greater  progress  might 
have  come  had  he  lived  long  enough  to  teach  other  men  the  merit  of 
his  ambition. 

This  unifying  legislation  was  but  one  of  Hammurabi's  accomplish- 
ments, and  through  his  boasting,  we  hear  the  voice  of  statesmanship: 

I  dug  the  canal  which  bringeth  copious  water  to  the  land  of  Sumer  and  Akkad. 
Its  banks  on  both  sides  I  turned  into  cultivated  ground;  I  heaped  up  piles  of 
grain;  I  provided  unfailing  water  for  the  lands.  .  .  .  The  scattered  people  I 
gathered;  with  pasturage  and  water  I  provided  them;  I  pastured  them  with 
abundance,  and  settled  them  in  peaceful  dwellings.  .■ 

Hammurabi  was  clever  enough  to  gild  his  authority  with  the  approval 
of  the  gods. 

He  built  a  massive  granary  to  store  up  wheat  for  gods  and  priests.  He 
expected  the  awed  obedience  of  the  people  in  return.  From  their  taxes, 
he  financed  the  forces  of  law  and  order.  Palaces  and  temples  rose  on  every 
hand;  a  bridge  spanned  the  Euphrates  to  let  the  city  spread  along  both 
banks;  ships  manned  with  ninety-men  crews  plied  up  and  down  the  river. 
Two  thousand  years  before  Christ,  Babylon  was  already  one  of  the  richest 
cities  known  to  history. 

The  waters  of  the  rising  rivers  were  not  allowed  to  flood  the  land  as  in 
Egypt;  on  the  contrary,  every  farm  was  protected  from  inundation  by 
ridges  of  earth,  some  of  which  can  still  be  seen  today.  The  overflow  was 
guided  into  a  complex  network  of  canals,  stored  into  reservoirs,  sluiced 
into  the  fields  as  needed. 

So  watered,  the  land  produced  a  variety  of  cereals,  great  orchards  of 
fruits  and  nuts,  and  above  all  the  date.  From  this  beneficent  concoction 
of  sun  and  soil,  the  Babylonians  made  bread,  honey,  cake,  and  other 
delicacies;  they  mixed  it  with  meal  to  make  one  of  their  most  sustaining 
foods;  and  to  encourage  its  reproduction,  they  shook  the  flowers  of  the 
male  palm  over  those  of  the  female. 

Trades  multiplied  and  became  diversified  and  skilled,  and  as  early  as 
Hammurabi,  industry  was  organized  into  guilds  (called  "tribes")  of  mas- 
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ters  and  apprentices.  Thus,  with  growing  skills,  the  artisans  produced  a 
surplus  o£  goods  and  gave  birth  to  greater  commerce  and  trade. 

Countless  caravans  brought  to  the  bazaars  and  shops  of  Babylon  the 
products  of  half  the  world-from  India,  Ecbatana,  Egypt,  Palestine,  from 
Asia  Minor  through  Tyre,  Sidon,  and  Sardis  to  Carchemish,  and  then 
down  the  Euphrates.  Babylon  became  a  thriving  and  noisy  market  place. 
Babylonian  Heritage.  These  were  some  of  the  developments  which  de- 
scribe the  society  which  began  to  require  management  skills.  It  was  es- 
sentially a  commercial  civilization.  Most  of  the  documents  which  have 
come  down  from  it  are  of  a  business  character-sales,  loans,  contracts, 
partnerships,  commissions,  exchanges,  bequests,  agreements,  promissory 
notes   and  the  like.  There  is  abundant  evidence  of  wealth  and  a  certain 
materialistic  spirit  that  managed,  like  some  later  civilizations,  to  reconcile 
piety  with  greed,  and  in  the  literature,  at  every  turn,  there  are  reminders 
of  the  slavery  that  underlies  all  the  ancient  cultures. 

The  power  of  the  king  was  limited  by  the  law  and  the  aristocracy  and 
by  the  clergy.  The  king  was  not  really  king  in  the  eyes  of  the  people  until 
he  was  invested  with  royal  authority  by  the  priests.  Much  history  was  to 
be  written  before  the  management  principle  of  undivided  and  hxed 
authority  and  responsibility  could  be  accepted. 

The  influence  of  the  priests  with  the  people  was  ultimately  greater 
than  that  of  the  king,  and  they  might  depose  him  if  they  set  their  com- 
bined abilities  to  this  end.  Oddly  enough,  the  observation  can  be  made 
that  checks  and  balances  to  absolute  power  existed  in  this  ancient  time. 
The  king  and  supposedly  the  chief  executive  officer  had  to  answer  to  the 
priests,  and  through  them  to  the  people,  just  as  in  the  modern  world  the 
general  manager  and  chief  officer  must  answer  to  the  board  of  directors 
and  through  them  to  the  people  (the  stockholders). 

The  records  seem  to  tell  us  that  as  long  ago  as  2000  B.C.  men  .x-ith 
responsibility  for  leadership  were  creating  policy  and  experimenting  .vith 
principle  that  grew  out  of  their  need  to  manage  people  m  their  relation- 
ships The  effort  of  Hammurabi  was  undoubtedly  not  original.  Some  ot 
his  ideas  probably  came  down  from  earlier  years,  in  which  the  problems 
of  dealing  with  people  and  nations  had  been  discussed  for  generations 

by  tribal  leaders.  i  •    i  •      j 

An  impressive  list  of  ideas  which  Hammurabi  set  forth  for  his  kingdom 
was  lost,  and  progress  was  interrupted  for  hundreds  ot  years.  No  one 
looking  at  the  ancient  site  of  Babylon  today  would  suspect  these  hot  and 
dreary  wastes  along  the  Euphrates  were  once  the  rich  powerful  capital 
of  a  civilization  that  almost  created  astronomy,  added  richh  to  the 
progress  of  medicine,  established  the  science  of  language,  prepared  the 
first  great  code  of  law,  taught  the  Greeks  the  rudiments  of  madrematics, 
physics,  and  philosophy,  gave  the  Jews  the  rudiments  ot  the  beliefs  which 
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they  gave  to  the  world,  and  passed  on  to  the  Arabs  the  basis  of  their 
scientific  and  architectural  lore. 

The  Hebrew  People 

The  achievements  of  a  long  line  of  military  leaders  could  be  cited  over 
thousands  of  years,  but  there  is  little  in  the  scattered  and  meager  records 
that  does  not  repeat  itself.  There  was  management  of  a  sort,  but  it  lacked 
humanity  and  vision. 

Hundreds  of  years  passed  before  men  came  into  the  world  who  did 
think  deeply,  and  the  record  is  best  told  in  the  Old  Testament  story  of 
Israel.  Even  so,  it  is  interesting  to  note  that  a  number  of  the  great  heroes 
of  the  Jews  were  military  heroes.  A  variety  of  experience  and  many 
lessons  in  human  relations  and  in  leadership  are  unfolded  in  the  story 
of  these  people  and  their  times.  They  left  an  imprint  on  the  thinking  of 
all  who  were  to  follow  them,  an  imprint  which  lives  even  now  as  an  estab- 
lished part  of  the  common  moral,  if  not  the  religious,  principles  of  West 
ern  peoples  everywhere. 

The  law  of  the  Ten  Commandments  given  to  the  wandering  tribes  of 
Israel  by  Moses  has  become  familiar  to  all  humanity.  It  prepared  the  way 
for  the  teachings  of  Christianity. 

Little  is  told  of  how  the  ancient  Hebrew  peoples  organized  themselves, 
although  much  is  written  in  the  Old  Testament  of  what  they  did.  Tribute 
is  paid  to  the  military  leaders  who  guided  and  preserved  them  during 
many  trials  of  escape  and  conquest.  The  record  of  Moses  shows  him  to  be 
a  tower  of  strength.  So  great  by  comparison  was  his  ability  in  government, 
in  lawmaking,  and  in  total  leadership  that  he  stands  forth  as  a  shining 
example  of  managerial  capacity. 

The  preparation,  organization,  and  execution  of  the  exodus  of  these 
people  from  Egypt  was  a  heroic  undertaking.  Among  the  numerous  items 
from  this  history,  the  following  has  a  particular  bearing  on  our  story. 

You  will  recall  that  Moses  killed  an  Egyptian  supervisor  for  mistreat- 
ment of  a  workman.  Moses  looked  upon  people  as  individuals,  above  the 
animals;  he  had  a  sense  of  values  in  human  relations  and  was  personally 
enraged  by  the  evils  of  ignorance  and  cruelty  in  the  treatment  of  laborers. 
This  is  a  key  to  one  of  his  great  strengths  as  a  leader.  Today  this  attitude 
translates  itself  to  a  management  principle. 

As  we  can  imagine,  the  people  Moses  commanded  produced  innumer- 
able problems  in  their  journeys  and  wanderings. 

The  following  account  is  a  condensed  version  of  the  story,  taken  from 
the  eighteenth  chapter  of  Exodus,  which  led  Moses  to  form  a  more  efficient 
organization. 

It  is  reported  that  Moses  had  been  joined  in  his  immediate  circle  by 
Jethro,  his  father-in-law.  We  can  visualize  Jethro  positioned  somewhere 
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close  to  a  scene  in  which  Moses  listened  to  problems,  difficulties,  disagree- 
ments, while  "Moses  sat  to  judge  the  people  and  the  people  stood  by 
Moses  from  morning  unto  the  evening."  Jethro  must  have  been  reflecting 
on  what  was  taking  place  and  observing  the  strain  under  which  his  son-in- 
law  was  working. 

And  when  Moses'  father-in-law  saw  all  that  Moses  did  to  the  people,  he  said, 
"What  is  this  thing  that  thou  doest  to  the  people?  Why  sittest  thou  thyself  alone, 
and  all  the  people  stand  by  thee  from  morning  unto  evening?" 

And  Moses  said,  "Because  the  people  come  to  me  to  inquire  of  God.  When 
they  have  a  matter,  they  come  unto  me,  and  I  judge  between  one  and  another, 
and  I  do  make  them  know  the  statutes  of  God  and  His  Laws." 

Jethro  responded,  "The  thing  that  you  do  is  not  good.  Thou  wilt  surely  wear 
away  ...  for  this  thing  is  too  heavy  for  thee.  Thou  art  not  able  to  perform  it 
thyself  alone.  Hearken  unto  my  voice  and  I  will  give  thee  counsel.  .  .  .  Teach 
them  ordinances  and  the  laws,  show  them  the  way  wherein  they  must  ^salk  and 
the  work  that  they  must  do.  .  .  .  Moreover,  provide  out  of  all  the  people  able 
men  such  as  fear  God,  men  of  truth,  hating  covetousness,  and  place  such  over 
them,  to  be  rulers  of  thousands,  and  rulers  of  hundreds,  rulers  of  fifties  and 
rulers  of  tens. 

"And  let  them  judge  the  people  at  all  seasons;  and  it  shall  be  that  everv  great 
matter  they  shall  bring  to  thee,  but  every  small  matter  they  shall  judge:  so  shall 
it  be  easier  for  thyself,  and  they  shall  bear  the  burden  with  thee."  Moses  did  all 
that  he  said,  and  the  hard  cases  they  brought  to  Moses. 

What  we  read  here  is  the  earliest  known  record  of  a  philosophy  and 
plan  for  organization.  Here  is  the  recognition  of  the  need  for  delegation 
of  responsibility  based  on  "what  work  was  expected  of  thein,"  the  division 
of  responsibility  by  echelons,  the  seeking  of  decisions  at  the  topmost  levels 
for  only  those  "cases  which  were  hard  to  decide." 

This  principle  is  in  use  today  in  large-scale  enterprise  as  a  matter  of 
common  sense,  but  how  did  a  concept  we  now  believe  to  be  so  funda- 
mental occur  in  the  mind  of  a  man  over  a  thousand  years  before  the 
Christian  era?  Had  he  observed  this  type  of  organization  in  some  tribe 
of  nomadic  peoples,  had  he  seen  this  kind  of  organization  in  some  ancient 
village,  had  he  discussed  military  organization  with  some  unknown  war- 
rior leader,  or  did  it  just  occur  to  him  that  day,  as  he  ^watched  and 
pondered  the  problems  of  Moses? 

Many  modern  authors  have  written  volumes  on  the  principles  of  or- 
ganization-structure, position  description,  fixing  of  responsibilitv,  and 
the  delegation  of  work-but  nowhere  is  there  an  earlier  or  a  simpler 
record  of  such  fundamental  counsel  or  a  simpler  statement  of  how  the 
principle  itself  is  applied. 

Moses  went  beyond  this  to  give  his  people  a  credo  for  conduct  and  laws 
dealing  with  human  relations.  He  was  separated  by  over  a  thousand  years 
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from  the  influence  of  Hammurabi,  and  we  may  imagine  that  much,  if  not 
all,  of  the  Decalogue  and  the  Book  of  the  Covenant  expressed  the  growing 
body  of  common  laws  by  which  people  were  slowly  being  influenced  in 
human  contacts.  This  is  not  to  suggest  that  people  were  living  according 
to  the  laws,  for  we  know  that  nations  collapsed,  trade  routes  were  unsafe, 
and  although  there  was  no  permanent  conquest,  wars  continued.  But  dur- 
ing and  between  these  events,  a  widened  concept  grew  of  rules  of  conduct 
which  would  have  lasting  impact  on  the  spread  of  civilization.  The 
Hebrews  scattered  among  all  the  nations  and  countries  of  the  Mediter- 
ranean, and  they  took  their  laws  and  customs  with  them.  They  carried 
along  the  idea  of  a  righteous  Creator,  a  God  above  all  gods. 

Grecian  Civilization  .,     ■ 

It  is  difficult  if  not  impossible  for  us  to  have  any  understanding  and 
perspective  for  the  time  required  to  spread  knowledge.  Men  had  too  little 
time  to  create  knowledge.  They  were  trying  to  learn  how  to  escape  famine 
and  attain  simple  comforts  and  to  have  a  little  of  safety  and  security. 

It  is  amazing,  in  the  light  of  conditions  and  circumstances,  that  any 
progress  at  all  was  achieved.  Life  was  short.  Leaders,  nations,  dynasties 
fell  and  were  succeeded  by  new.  A  few  men  were  learning  to  accomplish 
large  undertakings.  They  built  magnificent  temples  to  their  gods,  pyra- 
mids for  their  future  life.  Fleets  were  roaming  the  Mediterranean,  taking 
ideas  along  with  the  exchange  of  goods  and  prisoners. 

Although  there  was  no  realization  of  it  at  the  time,  four  hundred  years 
or  so  before  Christ,  something  new  was  happening  in  Greece.  It  was  to 
shake  and  reshape  the  thinking  of  men  for  thousands  of  years  to  come. 

History  became  the  Greek  word  meaning  "search  for  true  knowledge." 
The  idea  of  preserving  details  of  varied  human  experience  seems  to  have 
been  the  invention  of  Herodotus,  born  in  484  b.c.  He  traveled  widely, 
recording  all  sorts  of  information  about  places,  people,  and  things,  and 
at  about  the  age  of  forty-six  fascinated  the  Athenians  by  reciting  tales  of 
the  places  and  peoples  he  had  visited.  He  enlarged  their  ideas  of  the 
universe. 

When  Herodotus  traveled  to  Egypt  and  Babylonia,  he  was  awed  by 
the  antiquity  of  lands  and  peoples  that  had  been  making  history  for 
thousands  of  years.  He  contributed  a  youthful  spirit  of  inquiry,  and  in 
him  the  study  of  history  had  now  begun.  However,  the  scribes  of  the  East, 
in  preserving  the  royal  annals,  had  eyes  and  ears  only  for  the  deeds  of 
their  kings;  they  had  neither  the  inspiration  nor  interest  in  recording 
what  lay  behind  or  what  followed  events. 

The  great  kings  must  have  had  some  idea  that  they  were  making  his- 
tory, but  they,  too,  limited  their  desire  merely  to  impress  posterity  by 
records  of  their  deeds.  It  seems  that  the  early  Egyptian  scribes  had  no 
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word  or  idea  for  history  in  our  sense,  and  apparently  no  concept  of  his- 
torical cause  and  effect  beyond  the  idea  that  everything  depended  on 
Pharaoh.  The  Mesopotamians  had  no  better  understanding  of  it.  AVith 
the  royal  annals  they  preserved  rituals,  prayers,  and  manuals  of  all  that 
had  been  found  "good  for  kingship." 

But  in  spite  of  whatever  there  was  of  accumulated  wisdom,  kings  kept 
coming  to  grief.  They  developed  a  rudimentary  theory  that  the  gods  ruled 
history:  a  successful  king  had  been  favored  by  the  gods;  an  ill-fated  king 
had  somehow  offended  them.  The  will  of  the  gods  remained  inscrutable- 
the  king  himself  might  never  know  the  nature  of  his  offense.  A  mighty 
king  was  always  right;  an  ill-fated  one  was  always  wrong  but  not  neces- 
sarily unjust  or  unrighteous.  All  were  god-fearing  in  their  terms  and 
customs.  The  practice  of  analysis  had  to  await  better  knowledge  and 
learning,  and  the  application  of  planning  was  an  undiscovered  principle. 
Herodotus  did  not  assume  the  utter  dependence  of  man  on  the  gods 
or  seek  anxiously  to  divine  their  will  or  solicit  their  favor.  He  treated 
history  as  man-made.  His  eager  curiosity  and  acute  intelligence  coupled 
with  breadth  and  openness  of  mind  led  him  to  travel  "for  the  sake  of 
learning,  for  the  sake  of  inquiry."  He  revealed  the  influence  of  the  power 
of  customs  which  moderns  have  only  now  begun  to  learn. 

The  Greeks  were  exposed  by  their  position  at  the  crossroads  of  Mediter- 
ranean trade  to  the  exchange  of  material  goods  and  spiritual  ideas.  Their 
free,  curious  spirit  led  them  to  borrow  experiences  and  kno^vledge  from 
other  cultures.  They  adopted  the  Phrygian  flute,  the  Phoenician  alphabet, 
Lydian  coinage,  Egyptian  arts,  and  Babylonian  learning. 

The  inquiries  of  the  Greek  scholars  helped  man  to  realize  his  humanitv 
and  the  potentialities  which  distinguish  him  from  all  other  animals. 

The  Greeks  introduced  scholarship  and  science  in  manv  spheres.  Then- 
philosophers  raised  questions  which  ultimately  paved  an  intellectual 
roadway  to  the  apostles  of  Christianity. 

Origin  of  the  Scientific  Method.  Down  to  Grecian  times  had  come  cus- 
toms and  institutions,  ideas  about  these  customs,  and  the  rights  and  duties 
of  people,  passed  along  by  telling  about  them.  It  is  easy  to  believe  that 
information  dispersed  by  oral  communication  created  a  variety  of  knowl- 
edge some  of  which  must  have  been  in  conflict.  Greek  scholars  invented 
ques'tioning-into  all  kinds  of  knowledge  and  ideas.  ^Vhether  the  Greek 
scholars  were  in  search  of  a  better  understanding  of  themselves,  of  other 
peoples,  or  of  what  people  were  doing,  who  and  what  thev  were,  or  how 
they  came  to  be  is  of  no  great  importance,  but  that  they  did  inquire 
was  and  is  of  the  greatest  interest,  for  in  these  times  and  under  these 
influences,  the  Greeks  discovered  the  research  point  of  view-the  challenge 
of  what  is  right  rather  than  who  is  right. 

When  Thales  of  Miletus  declared,  "All  things  are  made  of  water,     it 


MANAGEMENT  THROUGHOUT  HISTORY  57 

represented  an  effort  by  pure  reason,  without  benefit  of  oracle,  to  explain 
the  universe  in  its  natural  terms.  It  heralded  the  beginning  of  natural 
philosophy  and  science.  This  was  a  revolution  in  thought  that  eventually 
was  to  transform  man's  life  on  earth. 

For  ages  in  the  ancient  East  there  had  been  plenty  of  nonmythical 
thought,  as  evidenced  by  all  the  empirical  knowledge  accumulated  in 
agriculture,  metallurgy,  medicine,  mathematics,  and  astronomy.  The 
Greek  scholars  were  very  practical  men  who  wanted  to  know  all  the 
secrets  in  order  to  predict  or  control  the  course  of  nature.  Often  they 
exhibited  a  tireless  industry  in  the  collection  and  organization  of  data. 

In  Mesopotamia,  particularly,  the  learned  built  up  elaborate  systems 
of  divination,  astrology,  dream  interpretation,  and  demonology,  but  they 
failed  to  develop  philosophy  and  science.  From  the  beginning,  magic  re- 
mained their  premise  and  myth  was  their  conclusion. 

The  miracle  that  took  place  in  Greece  was  the  proposition  that  natural 
events  are  not  miracles.  Oriental  thought  explained  all  natural  phenom- 
ena in  supernatural  terms-the  gods  had  made  everything  so.  Thales  and 
his  followers  left  the  gods  out;  they  began  with  "the  things  that  exist." 
Greek  philosophers  assumed  that  the  universe  was  a  lawful  order,  in- 
telligible in  terms  of  natural  causes.  Their  approach  is  illustrated  by  the 
Hippocratic  writings.  "It  seems  to  me,"  said  a  writer  on  epilepsy,  "that 
the  disease  is  no  more  divine  than  any  other.  It  has  a  natural  cause,  just 
as  other  diseases  have.  Men  think  it  divine  merely  because  they  do  not 
understand  it.  But  if  they  called  everything  divine  which  they  do  not 
understand,  why,  there  would  be  no  end  of  divine  things." 

This  spirit  became  the  foundation  of  science.  Thales  foretold  a  total 
eclipse  of  the  sun  (on  a  day  now  fixed  as  May  28,  585  b.c).  Heretofore, 
the  event  had  always  filled  men  with  fear.  Later,  Anaxagoras  stated 
clearly  the  natural  cause  of  eclipses  and  dared  venture  the  bold  opinion 
that  the  sun  was  not  a  god  but  an  incandescent  stone,  quite  possibly  as 
big  as  Greece. 

Thales  launched  the  disinterested  kind  of  inquiry  which  was  later  to 
become  the  objective  of  such  men  as  Galileo,  Newton,  Darwin,  Einstein, 
and  a  host  of  others. 

Democracy  Evolves.  The  Greeks  developed  a  new  invention  in  city  gov- 
ernment-the  polis.  We  can  think  of  it  as  the  first  crude  attempt  at  democ- 
racy. The  polis  engendered  forums  in  which  the  people  could  speak,  the 
people  could  be  heard,  the  people  could  offer  ideas.  Here  is  perhaps  the 
very  earliest  beginning  of  what  we  now  think  of  as  consultative  super- 
vision. Out  of  this  came  vivid  personalities,  individuals  expressing  their 
thought  and  feeling.  Prior  to  Greek  scholarship,  man  in  the  East  had 
made  himself  whatever  we  may  regard  him  to  be,  but  he  did  not  see 
himself  as  a  maker,  as  a  creator  of  ideas,  of  knowledge. 
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The  Greek  polls,  with  its  right  to  be  heard  and  the  free  exchange  of 
ideas,  provided  the  early  lessons  in  democracy.  The  polis  took  advantage 
of  the  basic  values  of  discussion  and  exchange  of  information.  Greek 
scholarship  gave  us  our  earliest  beginnings  in  understanding  the  concept 
that  individualism  provides  and  provokes  different  responses  to  the  same 
idea  or  situation. 

The  polis  provided  practice  in  open  discussion,  and  through  it  the 
Greeks  furnished  positive  examples  and  ample  evidence  of  the  values  not 
alone  of  what  we  now  think  of  as  "the  town  meeting,"  but  also  of  that 
process  in  managing  we  have  come  to  refer  to  as  consultation  and  con- 
sultative supervision. 

Under  the  influence  of  Grecian  inquiry,  man  now  could  begin  to  realize 
the  incalculable  and  wonderful  potentialities  of  the  human  spirit.  Men- 
even  though  but  a  few  men-developed  a  yearning  for  knowing,  feeling, 
striving  for,  pursuing  truth,  beauty,  and  goodness.  Although  serfdom  and 
slavery  were  indispensable  to  the  rich  civic  life  of  the  great  Greek  cities 
of  the  day,  the  Greeks  were  the  first  among  nations  to  recognize  that  there 
was  such  a  thing  as  a  public  interest. 

The  Greek  scholars  challenged  the  ideas  which  came  to  them.  Therein 
is  the  beginning  of  what  we  now  think  of  as  "the  university,"  the  dis- 
covering of  knowledge,  and  to  all  men  the  idea  of  searching  for  the  truth, 
of  working  and  looking  for  the  better  way. 

The  Roman  Empire 

As  we  approach  the  Christian  era,  the  Romans  enter  the  arena.  The 
Mediterranean  shores  and  the  riches  of  the  Near  East  were  a  challenge 
to  the  Roman  legions.  Conquering  countryside,  village,  and  nation  after 
nation,  they  were  ingenious  in  many  respects. 

The  Romans  established  decentralized  government  so  that  the  problems 
of  administration  could  be  dealt  with  on  the  spot,  so  to  speak,  but  thev 
repeated  an  error  in  which  the  rulers  of  nations  thousands  of  years  earlier 
had  found  themselves  trapped.  The  error  was  a  fault  in  organization.  The 
Roman  provincial  governments  were  headed  by  two  men  of  approximatelv 
equal  power-a  military  and  a  civil  governor-who  were  not  ahs^avs  in 
agreement,  who  contested  with  each  other  for  ascendancy,  ^vho  leaned 
on  each  other  if  weak,  or  who  could  misgovern  through  indecision  ^xhen 

they  disagreed. 

Many  were  the  Roman  accomplishments-an  increase  of  roads,  viaducts, 
and  culture.  Roadways  originally  constructed  as  military  arteries  served 
for  the  expansion  of  commerce;  but  they  also  became  arteries  for  the 

spread  of  ideas. 

While  the  Roman  centurions  governed  the  shores  of  the  Mediterranean, 
the  Christian  era  was  launched,  and  some  of  the  ideas  of  man's  individual- 
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ity  which  had  been  voiced  and  nurtured  by  the  Greeks  began  to  spread. 
The  Roman  Empire  continued  to  exist  for  some  400  years  after  the  death 
of  Christ.  For  all  practical  purposes,  the  Roman  Empire  ended  in  476  a.d., 
and  with  its  fall  the  period  that  is  conventionally  called  ancient  history 
came  to  a  close. 


THE  PRE-INDUSTRIAL  REVOLUTION  PERIOD 

Little  could  anyone  living  at  the  time  of  Christ  know  that  the  impact 
of  Christian  teachings  would  require  so  many  centuries  to  loosen  the 
chains  of  slavery  and  liberate  the  mind  of  man.  Nearly  2,000  years  have 
passed,  yet  any  thought  that  in  free  man  lay  the  greatest  of  all  the  un- 
tapped riches  in  the  universe  is  an  idea  which  has  only  lately  been  recog- 
nized. 

It  was  to  become  plainer  and  simpler  as  the  centuries  passed  that  con- 
duct founded  purely  on  ethics  would  not  catch  and  hold  the  imagination 
and  the  beliefs  of  people  until  it  was  lighted  by  faith  in  men,  in  their 
being,  and  in  an  innate  capacity  to  contribute  to  all  that  was  about  them. 
This  process  is  still  going  on,  but  meanwhile  our  story  moves  forward 
through  ages  of  conflict  and  conquest  as  the  peoples  of  Medieval  Europe 
tried  to  find  themselves. 

New  organizations  were  striving  to  learn  the  processes  of  managing 
people  and  governments.  The  story  is  replete  with  both  short-term  success 
and  long-term  failure.  Feudalism  gave  way  to  nationalism,  but  national- 
ism, confused  by  ignorance  and  avarice,  produced  continuing  wars  and 
destruction.  The  means  and  the  forces  for  education  were  too  meager 
to  be  felt.  Civilization  spread.  Each  trial  was  followed  by  some  advances. 

As  centuries  passed,  ideas  moved  slowly,  and  life  went  forward,  with 
a  few  stalwart  thinkers  patiently  trying  to  balance  old  ideas  and  ways 
against  the  new.  Ideas  concerning  man  as  a  human  being  took  root  only 
to  be  uprooted.  Pioneers  who  had  thought  about  the  world,  its  physical 
nature  and  being,  were  scoffed  at,  but  although  people  died  for  their 
ideas,  their  words  spread.  The  seeds  of  their  learning  fell  upon  new 
ground. 

About  1440  A.D.,  with  the  use  of  movable  type,  printing  began  in 
Europe.  This  was  a  determining  factor  in  speeding  the  spread  of  ideas 
and  the  means  for  recording  and  spreading  knowledge.  What  men  knew, 
they  could  record;  ideas  and  learning  could  be  circulated  more  widely. 
We  can  well  appreciate  that  printing  permitted  men  to  express  them- 
selves about  ideas.  Rapid  advances  were  made  in  influencing  the  thinking, 
the  attitude,  and  the  responsiveness  of  the  people.  They  were  no  longer 
narrowly  limited. 

Industry  and  commerce,  of  course,  continued  to  develop  and  expand. 
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And  it  is  interesting  to  note  that  the  origin  of  modern  bookkeeping  can 
be  traced  back  to  1494.  In  that  year,  Luca  Paciolo,  a  Franciscan  friar  of 
Venice,  published  a  system  which  he  had  been  using  in  his  tutorial  work 
and  which  was,  in  fact,  in  common  use  in  many  parts  of  Italy.  English 
traders  were  not  slow  to  follow,  for  fifty  years  later  we  find  this  book 
translated  into  English  by  Oldcastle  and  published  in  London. 

By  the  end  of  the  seventeenth  century,  the  principles  and  practices  of 
double-entry  bookkeeping,  in  virtually  their  modern  form,  were  widely 
known  among  the  trading  community  and  had,  in  fact,  become  the  ac- 
cepted technique  of  control  in  the  management  of  the  merchants'  affairs. 

There  were  large  amounts  of  capital  invested  in  industry  as  well  as 
commerce  long  before  the  eighteenth  century.  Even  so  modern  a  phe- 
nomenon as  mass  production  was  not  unknown  in  some  fields  before  the 
Industrial  Revolution  in  England,  but  life  was  essentially  primitive.  In 
general,  during  the  entire  period  from  the  fall  of  the  Roman  Empire 
until  the  Industrial  Revolution,  little  change  can  be  noted  in  manufac- 
turing processes.  The  "putting-out  system,"  in  which  merchants  provided 
the  raw  materials  and  master  craftsmen  provided  their  skills,  was  m 
common  use.  Home  arts  and  home  industry  flourished  as  a  part  of  the 
livelihood  and  alongside  a  peasant  economy.  But  when  James  ^\  att 
demonstrated  his  steam-powered  pump  on  March  8,  1776,  the  world  was 
changed;  home  life  and  the  countryside  methods  of  manufacture  became 
obsolete,  and  so  also  did  some  methods  as  old  as  the  Middle  East. 

THE  AGE  OF  INDUSTRY 

The  latter  half  of  the  eighteenth  century  was  a  period  of  violent 
change.  The  Industrial  Revolution  began  in  earnest  with  the  invention 
of  the  steam  engine  by  Watt.  Rapid  industrial  change  brought  violent, 
miserably  disruptive  economic  and  social  changes. 

The  period  was  one  of  violent  political  upheaval  as  well.  The  Ameri- 
can Revolution  took  place,  and  the  Declaration  of  Independence  set  forth 
basic  principles  concerning  the  inalienable  rights  of  people.  In  France, 
too  there  was  a  revolution  as  the  common  people  strove  to  throw  off  the 
rule  of  the  aristocracy.  The  significance  of  these  events  was  to  affect  people 
not  only  as  citizens,  but  also  as  employees.  The  influence  would  be  pro- 
found upon  those  whose  work  consisted  in  managing.  AVestern  nations 
and  peoples  were  striving  to  reach  upward  and  away  from  subjection  and 
servitude. 

The  Industrial  Revolution  in  England 

With  the  advent  of  steam  power,  the  factory  came  into  being.  A  single 
steam  engine  could  power  dozens  of  machines,  and  the  new  industry 
started  to  crowd  the  new  machines  in.  Eyes  and  hands  were  no.v  needed 
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more  than  master  craftsmen.  Even  children  could  do  many  of  these 
chores,  and  the  new  manufacturers  sought  them  out.  The  new  system 
moved  the  servitude  of  children  from  home  to  factory,  and  a  kind  of 
slavery  was  continued. 

The  machine  which  could  have  brought  release  brought  an  increase 
of  servitude.  The  evils  of  slavery  crept  into  the  new  factories.  Apprentices 
had  been  legal  wards  of  the  government,  but  free  children  belonged  to 
their  parents.  The  world  of  industry  was  a  jungle  in  which  only  the  fittest 
survived.  The  average  industrialist  gave  thought  to  one  thing— maximum 
production  at  minimum  cost. 

With  the  relocation  and  expansion  of  industry,  whole  new  towns  sprang 
up  in  the  textile  and  metal  industries.  The  new  towns  were  unable  to 
handle  both  the  number  and  the  kinds  of  new  problems  of  local  govern- 
ment. As  the  industries  expanded  there  was  an  uncontrolled  growth  of 
town  life,  which  became  hideous  and  squalid.  Some  of  the  mill  owners 
were  revolted  by  the  working  conditions,  but  in  the  absence  of  legal  curbs, 
competition  forced  all  of  them  to  exploit  the  workers. 

In  1776,  the  very  year  James  Watt  installed  his  steam  engine,  a  book 
bearing  the  title  The  Wealth  of  Nations  appeared.  It  was  the  work  of 
Adam  Smith,  a  professor  of  moral  philosophy.  A  distinguished  company 
of  economists  later  arose  to  amplify  Adam  Smith's  ideas. 

In  the  popular  understanding,  Adam  Smith's  doctrine  was  one  which 
justified  in  principle  what  the  industrialists  and  entrepreneurs  were 
doing  in  practice.  The  businessmen  felt  the  necessity  of  showing  that 
capitalism  was  right  as  a  matter  of  principle.  They  had  to  prove  that  in 
cleaving  to  it,  they  were  not  doing  good  for  themselves  alone,  but  for  all 
mankind.  They  were  glad,  therefore,  that  new  scholars  provided  both 
argument  and  proof.  These  new  scholars  proclaimed  that  laws  function 
in  economics  no  less  than  in  physics  or  chemistry,  e.g.,  a  law  equalizing 
supply  and  demand,  another  regidating  rents,  another  influencing  and 
controlling  wages.  An  old  French  phrase  became  the  popular  motto: 
"Laissez  jairel"  ("Let  Them  Alone!").  The  relentless  pressure  of  com- 
petition would  control  efi:ects  and  events.  The  employer  who  was  too 
greedy  and  tried  to  underpay  his  workers  would  soon  find  them  drifting 
off  to  his  rivals. 

The  profit  system  was  all  the  sounder  because  it  was  a  profit-and-loss 
system.  Bankruptcies,  foreclosures,  and  panics  were  a  healing  medicine. 
Disaster  purged  the  business  world  of  the  reckless  and  the  unfit,  serving 
to  make  such  catastrophes  less  and  less  possible.  The  thinking  was  that 
eventually  only  the  most  competent  would  be  left  in  control,  and  then 
all  would  be  well.  There  would  be  steady  profits  for  all  the  employers, 
steady  work  for  all  the  employees,  and  a  steady  flow  of  goods  for  all 
mankind. 

Parliament  in  these  times  was  controlled  by  the  landed  aristocrats,  who, 
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as  a  class,  had  little  understanding  of  the  new  industrialists.  Nevertheless, 
as  between  the  latter  and  the  common  workers,  the  French  Revolution 
had  just  shown  them  what  could  happen  when  the  people  got  out  of 
hand,  and  they  knew  what  side  to  take.  In  1799,  the  lawmakers  decreed 
that  any  workman  who  conspired  with  any  other  workmen  to  extort  an 
increase  of  wages,  or  a  decrease  in  hours,  was  liable  to  three  months  in 
jail.  Further,  if  any  workman  so  much  as  attended  a  meeting  called  for 
the  purpose  of  plotting  such  extortion,  or  if  he  urged  any  other  workmen 
to  attend  such  a  meeting,  or  if  he  gave  aid  to  the  family  of  any  workers 
convicted  for  attending  such  a  meeting,  or  if  .  .  .  ,  or  if  .  .  .  ,  then  he 
was  likewise  liable  to  three  months  in  jail!  It  is  not  surprising  that  the 
strikes  might  cease,  but  the  grievances  remained.  Want  and  squalor  and 
disease  and  resentment  remained  unmitigated. 

The  new  industrialism  was  specialized  and  unbalanced,  for  the  most 
part  confined  to  textiles  and  ironware.  Therefore,  there  was  created  a 
surplus  of  certain  goods,  a  surplus  that  could  be  sold  abroad,  and  before 
long  England's  foreign  trade  began  to  boom. 

In  1808  the  British  opened  up  Spanish  America,  a  virgin  market,  to 
their  trade.  Had  they  taken  time  to  make  inquiries,  they  would  have 
discovered  that  South  America  was  still  largely  a  jungle.  ^Vithin  a  few 
weeks,  more  cotton  goods  were  dumped  into  the  Port  of  Rio  than  the 
entire  region  had  used  in  nearly  a  generation.  The  final  outcome,  of 
course,  was  ruin.  The  adventure  ruined  the  merchants  who  had  chartered 
the  vessels,  ruined  the  manufacturers  who  had  produced  the  wares,  and 
ruined  the  bankers  who  had  advanced  the  funds.  There  was  a  small  panic 
when  word  of  the  fiasco  got  back  to  England.  Banks  in  London  slammed 
their  doors,  and  mills  in  Manchester  padlocked  gates.  Only  churches- 
and  the  grogshops-found  much  need  to  stay  open.  That  sort  of  thing 
happened  over  and  over  again. 

For  more  than  twenty  years,  from  1792  to  1815,  there  was  virtually 
incessant  fighting  in  Europe.  When  the  fighting  was  intense,  the  mills 
worked  day  and  night;  when  it  slackened,  they  fell  idle.  Boom  and 
slumps;  so  it  went  for  two  mad  decades.  War  was  a  bonanza  for  the 
manufacturers.  All  they  could  produce  they  could  sell. 

In  1815,  Napoleon  was  felled  and  the  demand  for  goods  stopped 
abruptly.  By  that  time  hundreds  of  thousands  of  the  working  class  were 
housed  in  towns,  where  they  subsisted  entirely  off  industry.  Once  industry 
foundered,  they  were  stranded.  Lacking  money  to  pay  the  rent,  thev  were 
put  out  on  the  streets.  They  could  do  nothing  but  starve. 

Pioneering  Steps  in  Management.  The  entire  development  from  home 
industry  to  factory,  the  change  from  small  family  groups  or  intimate 
workshops  to  large-scale  enterprises,  was  so  fast,  so  tremendous  in  its  rate 
of  change,  that  it  could  not  only  produce  great  social  consequences  and 
practices  which  we  look  upon  as  most  unfortunate,  but  also  changes  in 
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the  way  men  thought  about  how  to  get  work  done.  The  industrial  up- 
heaval and  the  changes  in  society  produced  changes  in  the  way  men 
thought,  and  this  was  a  process  which  went  on  for  125  years  or  more. 
Within  any  one  generation,  there  was  little  change  and  only  small  im- 
provement in  any  direction.  There  were,  however,  among  the  rising  group 
of  entrepreneurs  and  industrialists  thoughtful  men— men  who  not  only 
had  ambition  for  their  business  but  who  also  felt  a  desire  to  improve  their 
people.  Most  of  them  are  nameless;  some  stand  out  so  sharply  as  to  bear 
special  mention. 

In  1796,  the  Soho  Foundry  of  Boulton,  Watt,  and  Company  was 
opened.  The  foundry  was  managed  by  Matthew  Robinson  Boulton  and 
James  Watt,  Jr.,  son  of  the  inventor  of  the  steam  engine.  Many  modern 
management  techniques  were  anticipated  by  Boulton  and  Watt.  They 
pioneered  the  idea  of  a  fund,  to  which  all  employees  contributed,  from 
which  agreed  sums  of  sickness  benefit  would  be  payable.  A  committee  of 
employees  was  given  full  control  of  the  fund,  and  among  their  tasks  was 
the  obligation  to  visit  the  sick  in  their  turn  or  forfeit  sixpence. 

Boulton  and  Watt  employed  work  study  and  introduced  a  system  of 
payment  by  results.  A  very  advanced  production-planning  system  which 
included  the  preplanning  of  operations,  the  routing  of  work,  and  the 
analysis  of  operations  was  used.  They  also  employed  a  cost-accounting 
procedure  which,  it  was  claimed,  enabled  them  to  calculate  the  cost  and 
profit  on  each  steam  engine  manufactured  and  the  profit  and  loss  on  each 
department. 

In  New  Lanark,  Robert  Owen,  a  self-made  industrialist  from  small 
beginnings,  instituted  some  rather  radical  changes  in  factory  manage- 
ment. Owen  had  come  to  the  conclusion  that  human  beings  behaved  as 
they  did  "not  because  of  their  nature  but  their  nurture."  If,  for  example, 
mill  folk  were  prevailingly  vicious,  it  was  not  because  they  were  born 
vicious.  No,  said  Owen,  it  was  because  they  lived  in  a  vicious  environ- 
ment. He  renovated  the  mills,  improved  the  housing,  cleaned  up  the 
village  streets,  and  opened  a  store  where  sound  merchandise  was  sold 
practically  at  cost.  He  was  able  to  accomplish  much  in  other  directions. 
Most  important  of  all,  he  established  a  school.  It  was  an  extraordinary 
school  because,  though  intended  for  the  children  of  workers,  it  lacked 
all  taint  of  piety.  The  one  aim  of  instruction  was  to  develop  and  keep 
happy  minds  in  clean  and  healthy  bodies.  And,  in  part  through  the 
pupils,  Owen  tried  to  influence  the  parents.  He  sought  to  make  the  latter 
take  an  interest  in  their  work  and  develop  a  pride  in  themselves.  His 
efforts  paid.  The  more  he  spent  on  what  his  partners  considered  extrava- 
gance, the  handsomer  were  the  dividends  he  produced.  Within  ten  years 
Owen  was  able  to  pay  back  the  entire  original  cost  of  the  mills  plus 
interest  at  5  per  cent. 

Concern  for  employees  as  individuals  was  a  management  innovation. 
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Rumor  of  the  marvel  spread  far  and  wide,  and  many  important  people 
came  to  see  the  Owen  operations  for  themselves.  One  was  no  less  a  per- 
sonage than  the  Grand  Duke  Nicholas,  later  Czar  of  Russia,  and  he,  like 
the  rest,  went  away  greatly  bewildered.  When  O^ven  published  a  book 
on  his  educational  theories  in  1813,  Napoleon  himself  found  time  to  read 
it  and  scribble  favorable  comments  in  the  margins.  John  Quincy  Adams, 
then  the  American  Ambassador  in  London,  sent  copies  of  the  book  to  the 
governors  of  all  the  states  in  the  Union.  "Mr.  Owen,  the  philanthropist" 
grew  to  be  a  world  figure. 

Progress  in  personnel  administration  was  at  its  early  beginnings.  ^Vit- 
ness  to  this  is  found  in  Owen's  major  early  reforms.  He  advanced  the 
minimum  working  age  from  ten  to  over  twelve  years,  reduced  daily  hours 
of  work  to  1034,  provided  proper  dining  facilities  and  services,  and  im- 
proved the  condition  and  arrangement  of  workshops. 

Social  Reforms.  Before  the  Industrial  Revolution,  making  and  selling 
had  been  a  home  industry  and  had  been  confined  to  local  markets.  Those 
who  did  the  making  and  selling  belonged  to  guilds.  Each  tradesman  sub- 
mitted to  restrictions,  and  this  ensured  a  certain  amount  of  common 
security,  but  in  this  new  age  the  merchants  and  manufacturers  were  com- 
pletely on  their  own.  It  became  apparent  that  restrictions  of  some  form 
were  required.  After  many  years  of  agitation,  in  1817,  Parliament  ap- 
pointed a  select  committee  to  inquire  into  "ways  and  means  of  doing 
something  for  the  poor.  Finally,  in  1819,  regulation  of  child  labor  became 
a  law.  But  even  then,  nothing  was  said  about  working  in  the  mines.  The 
new  enactment  applied  solely  to  the  cotton  mills.  And  there  its  most 
drastic  provision  prohibited  the  employment  of  children  under  the  age 

of  nine. 

There  was  agitation  against  the  law  of  1799  ^vhich  forbade  labor  to 
combine  and  strike,  and  after  getting  this  rescinded  in  1825,  the  move- 
ment set  out  to  organize  militant  unions  throughout  the  country.  The 
unions  enabled  workers  to  stand  up  to  the  mill  o^vners,  and  cooperatives 
gave  them  a  way  to  hold  down  the  shopkeepers.  Some  of  the  poor  ceased 
to  be  meek.  Labor  was  on  the  march.  The  labor  leaders  kne\v  better  than 
to  use  only  the  threat  of  violence.  They  realized  that  the  Avorkers  had  to 
wrest  the  right  to  vote.  Six  million  workers,  more  or  less,  had  been  ^villing 
to  sign  a  petition. 

For  generations  there  had  been  brave  talk  about  liberty,  equality,  fra- 
ternity, and  the  right  to  happiness,  but  so  long  as  wealth  remained  scarce, 
power  was  easy  to  monopolize,  and  tyranny  was  therefore  hard  to  over- 
throw. The  new  creed,  however,  insisted  that  what  counted  was  not 
birth  but  worth-and  what  a  man  was  worth  could  best  be  measured  by 
how  much  money  he  had  managed  to  save. 

In  the  urge  to  multiply  machines,  businessmen  had  provided  the  people 


MANAGEMENT  THROUGHOUT  HISTORY  65 

with  almost  limitless  means  to  health,  wealth,  and  power.  Business  and  a 
growing  industry  had  blasted  the  very  foundation  of  feudal  despotism 
and  set  up  a  new  order  based  on  equal  rights  for  all  who  could  grab  them. 
They  had  overturned  politics,  converting  the  state  from  an  effective 
agency  of  restraint  to  a  guarantor  of  liberty.  They  had  uprooted  millions 
of  rural  laborers  and  turned  them  loose  in  towns.  They  provided  women 
with  means  of  support  outside  the  home  and  therewith  cracked  the  age- 
old  tyranny  of  male  over  female.  An  imperative  need  for  wider  literacy 
had  been  created;  workers  simply  had  to  be  able  to  read.  And  thus  was 
assured  the  eventual  establishment  of  universal  education.  They  had 
crisscrossed  country  and  continent  with  rails  and  wires  and  narrowed  the 
seas  with  cables  and  steamboats.  They  had  carried  commerce  throughout 
the  world. 

New  inventions  continued  to  crowd  in,  year  in  and  year  out.  More  and 
more  of  such  improvements  appeared,  and  they  continued  to  change  the 
old  face  of  the  domestic  system. 

Britain  began  to  sell  machines  and  finance  purchasers.  By  1830,  Bel- 
gium could  boast  of  industrial  centers,  but  not  France,  Germany,  or  Italy. 
England  had  a  head  start. 

Times  improved  as  the  new  industrialism  made  progress.  It  spread 
wealth  in  a  sense  and  increased  the  supply  of  goods  so  that,  by  1830,  Lord 
Macaulay  could  rise  in  Parliament  and  boast  that  "our  houses  are  filled 
with  conveniences  which  the  kings  of  formei  times  might  have  envied." 
And  even  the  poor  came  in  for  some  share  of  the  stream  of  goods. 

In  one  of  the  publications  of  the  Society  for  the  Diffusion  of  Useful 
Knowledge,  "The  Results  of  Machinery,"  this  interesting  comment  was 
made:  "Two  centuries  ago  not  one  person  in  a  thousand  wore  stockings; 
one  century  ago  not  one  person  in  500  wore  them;  now  not  even  one 
person  in  a  thousand  is  without  them." 

But  a  crash  in  1847  ended  the  boom,  and  in  that  same  year  Parliament 
passed  the  Ten  Hours  Act.  And  although  it  took  nearly  a  century,  factory 
legislation  and  inspection  were  gradually  extended  to  other  industries. 
Trade  unions  obtained  full  recognition  in  England  in  1867. 

The  industrialists  had  been  so  busy  struggling  to  get  ahead  that  they 
had  no  time  to  watch  what  was  stirring  among  those  they  were  leaving 
behind.  Hostility  to  capitalism  had  been  brewing  on  the  Continent  for 
fully  a  generation,  and  the  voice  of  Karl  Marx  rose  to  disparage  the  hopes 
and  promises  of  capitalism.  A  new  social  force  seemed  to  be  sprouting 
from  little  printing  shops  in  a  dozen  different  places.  Literature  about  the 
rights  of  labor,  the  crimes  of  capital,  and  the  virtue  of  that  idea  called 
socialism  was  beginning  to  spread. 

Status  of  Management.  What  part  did  effective  management  play  in  the 
Industrial  Revolution?  Were  the  manufacturers  of  the  times  management- 
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conscious?  If  by  this  is  meant  whether  they  were  aware  of  the  existence 
of  a  science  or  art  of  management,  the  answer  can  only  be  no.  But  if  the 
question  is,  did  they  recognize  the  need  for  effective  executive  control 
that  is  distinct  from  technical  competence,  then  the  answer  most  cer- 
tainly must  be  yes.  In  fact,  there  is  every  argument  for  the  belief  that 
management,  in  the  sense  of  "control,"  must  have  been  one  of  the  im- 
portant considerations  in   the   industrial  progress  of   the  revolutionary 

period. 

Charles  Babbage,  viewing  industry  from  without,  was  able  to  generalize 
on  the  basis  of  his  technical  training  and  to  present  an  objective  view  of 
some  of  the  problems  involved.  Babbage  was  not  concerned  with  the 
design  or  making  of  machines,  but  with  their  use  and  the  organization 
of  human  beings  for  that  purpose.  Significantly,  he  came  upon  the  belief 
that  there  were  general  principles  applicable  in  business  and  that  these 
principles  should  become  better  understood  since  they  were  of  the  first 

importance. 

Prior  to  Babbage's  time  and  for  some  decades  after,  however,  men 
were  too  preoccupied  with  the  sheer  technical  adventure  of  developing  a 
new  economy  based  on  power-driven  machinery  to  pay  much  attention  to 
its  deeper  implications.  The  excitement  of  exploitation  was  more  attrac- 
tive than  the  pains  of  exploration,  unless  they  were  directed  to  areas 
purely  technical  and  material. 

Almost  a  half  century  after  Charles  Babbage  had  discussed  certain  prin- 
ciples of  the  scientific  approach  to  business  management,  an  American 
engineer,  Frederick  W.  Taylor,  offered  similar  convictions.  In  England,  at 
approximately  the  same  time,  Joseph  Slater  Lewis  wrote  a  book  titled 
The  Commercial  Organization  of  Factories.  The  book  was  an  analysis  of 
the  fundamentals  of  industrial  administration,  with  special  reference  to 
the  control  function. 

Lewis  won  his  place  among  the  pioneers  who  strove  to  make  industrial 
management  recognized,  by  reason  of  his  clear  exposition  of  a  very  simple 
truth  that  has  not  yet  been  generally  accepted-the  fact  that  the  manage- 
ment of  industry  is  a  specialized  process  capable  of  specific  study  and,  m 
fact,  requiring  such  objective  study  as  an  essential  condition  of  compe- 
tence. 

Industry  in  America 

There  were  over  one  hundred  years  of  rapid  change,  almost  explosive 
in  terms  of  the  invention  and  expansion  which  it  had  produced  for  the 
British  people.  While  this  was  going  on  in  England,  a  new  nation  ^vas 
being  formed  in  the  Americas.  At  the  very  peak  of  the  period  of  social 
upset  and  discontent  in  England,  the  American  colonies  determined  on  a 
course  of  independence. 
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America  had  its  inception  in  a  search  for  freedom  and  attracted  to  itself 
large  numbers  of  European  emigrants  who  were  seeking  a  new  life  in  a 
new  environment  and  freedom  from  all  the  Old  World  restraints. 

American  experiments  in  government  and  in  economics  and  social 
progress  are  still  incomplete,  but  there  can  be  no  doubt  but  that,  in  the 
American  tradition,  there  is  an  underlying  and  cherished  desire  to  achieve 
more  fully  for  mankind  a  state  of  development  which  is  fired  by  idealism. 

The  American  businessman  has  been  definitely  influenced  by  the  cul- 
ture of  Americanism  itself. 

A  restudy  of  the  Declaration  of  Independence  and  the  Constitution  of 
the  United  States  does  not  fully  reveal  the  essential  definition  of  Ameri- 
canism. Somehow,  one  must  go  deeper  to  find  an  appreciation  of  man 
which  is  spiritual  and  may  never  be  completely  subject  to  precise  defini- 
tion. 

Americanism,  even  today,  expresses  the  hope  which  lay  behind  the 
drives  that  founded  a  new  nation.  These  cultural  influences  have  an 
impact  on  the  businessman.  The  course  of  our  early  government  was  not 
smooth.  It  was,  and  still  is,  one  of  evolution.  It  would  not  have  come  to 
fruition  at  all  had  it  not  been  in  the  hands  of  dedicated  men,  and  it  is 
still  in  development,  in  evolution. 

We  can  go  far  back  in  the  history  of  this  government  and  determine 
that  quite  early  it  did  not  shrink  from  the  duty  of  adoption  of  laws  which 
introduced  government  regulation  of  business.  Early  in  the  course  of 
American  affairs,  American  management  had  to  learn  how  to  shape  its 
growth  under  the  observation  and  restraints  of  government.  The  gov- 
ernment was  one  progressively  more  committed  to  maintain  a  watchful 
eye  for  public  protection. 

The  importance  of  these  influences  in  the  development  of  management 
in  this  country  may  not  be  entirely  clear.  As  a  part  of  the  environment, 
they  are  elements  of  conscience  which  the  American  businessman  was 
required  to  develop  and  cultivate  from  the  inception  of  the  nation  and 
without  cessation. 

Even  as  the  War  between  the  States  ended,  the  need  for  new  adjust- 
ments was  very  evident.  The  nation  as  a  whole  was  trying  to  accommodate 
itself  to  industrial  changes  which  had  begun  during  the  war.  For  example, 
at  the  Cotton  Exposition  in  Atlanta,  in  1881,  there  was  on  display  cotton 
cloth,  8  yards  of  which  could  be  made  by  a  weaver  working  ten  hours  a 
day  at  a  hand  loom,  and  in  this  same  exposition,  there  was  the  machinery 
of  modern  mills  which  would  change  the  home  crafts  industry  of  the  new 
American  nation.  These  new  modern  mills  could  produce  800  yards  per 
day  under  the  care  of  one  weaver. 

As  far  south  as  Birmingham,  Alabama,  there  were  the  smoking  chimneys 
of  new  ironworks,  and  in  the  East  and  North  and  Central  West,  there  were 
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arising  new  commercial  and  industrial  cities,  keeping  pace  with  a  supply 
of  goods  to  meet  the  needs  of  a  rapidly  rising  population. 

To  supply  the  employees  for  this  increase  of  industry,  the  doors  of 
immigration  stood  ajar  for  years,  while  the  poor  of  Eastern  Europe  and 
many  among  the  British  filled  the  need  for  workers.  The  vast  majority  of 
these  people  were  not  only  poor,  many  were  ignorant,  and  some  indus- 
trialists looked  upon  them  as  if  they  were  slaves.  New  steel  mills  rose,  the 
railroads  extended  their  courses,  and  coal  was  mined  in  increasing  quan- 
tities as  the  nation  grew. 

The  new  nation  had  come  a  long  way  by  1900,  and  at  the  dawn  of  the 
twentieth  century,  we  were  76,000,000  people.  The  empire  builders  had 
pretty  much  had  their  own  way.  The  main  point  seemed  to  be  to  get  the 
thing  done,  to  develop  the  country  as  fast  as  possible,  regardless  of  how 
it  was  done  or  what  the  larger  social  obligations  might  be  in  the  doing, 
and  it  was  pretty  much  this  attitude  which  guided  some  of  the  greatest 
industrialists  in  the  latter  half  of  the  nineteenth  century. 

Referring  to  the  mightiest  men  of  industry  and  finance,  James  Truslow 
Adams  says,  "With  this  spirit  went  an  autocratic  belief  in  their  own  right 
to  rule  the  people,  to  develop  the  country  when  and  where  it  suited  their 
own  convenience,  by  methods  of  their  own  choosing,  and  to  prevent  anv 
interference  of  any  sort  with  their  own  plans;  in  a  word  to  become 
benevolent  despots." 

Not  all  men  were  monopolists  or  magnates.  A  great  majority  were  men 
of  simple  means  and  minds,  and  there  were  many  among  these  who  ^s'ere 
challenging  and  questioning  to  determine  which  principles  should  be  the 
guiding  ones  for  business  management.  Foremost  among  this  group  of 
pioneers  of  industrial  management  was  Frederick  AV.  Taylor. 

Frederick  W.  Taylor  completed  his  machine-shop  apprenticeship  in 
1878  and  joined  the  Midvale  Steel  Works  in  Philadelphia  as  a  machine- 
shop  laborer.  He  became  successively  shop  clerk,  machinist,  gang  boss, 
foreman,  maintenance  foreman,  head  of  the  drawing  office,  and  chief 
engineer. 

Once  Taylor  was  on  the  side  of  management,  he  set  to  work  with 
unflinching  loyalty  to  see  that  every  man  under  him  did  a  fair  day's  work 
-an  output  which  he  knew  from  his  own  experience  at  the  bench  could 
be  secured  without  undue  strain.  It  was  not  a  pretty  struggle.  A  machine 
shop  of  that  date  was  no  kindergarten.  Taylor  was  challenging  ^vhat  his 
fellow  workers  regarded  as  the  inalienable  privilege  of  setting  their  own 
pace. 

Management  left  the  question  of  output  almost  entirely  up  to  the  men, 
relying  on  various  forms  of  wage  incentive,  or  even  mere  ganging  by 
foremen  to  achieve  what  was  reasonable.  They  set  rates  crudely  and  cut 
them  even  more  crudely  if  some  workers  produced  more  and  started  to 
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earn  big  money.  There  was  not  a  hint  of  real  fact  finding,  of  precise  and 
accurate  knowledge,  about  the  whole  business. 

What  Taylor  did  was  not  to  invent  something  quite  new.  He  systema- 
tized into  philosophy  ideas  which  had  been  gathering  force.  His  outlook 
was  largely  limited  to  production  and  primarily  to  machine-shop  practices. 
It  was  left  to  others  to  extend  his  philosophy  to  other  functions,  and 
especially  to  Henri  Fayol,  a  Frenchman,  to  develop  logical  principles  for 
the  administration  of  a  large-scale  undertaking  as  a  whole.  It  must  be 
concluded,  nevertheless,  that  the  emergence  in  the  twentieth  century  of 
a  science  of  business  management  was  an  achievement  which  owed  more 
to  Frederick  Taylor  than  to  any  other  single  man. 

EVOLUTION  OF  MANAGEMENT  CONCEPTS 

Although  it  is  difficult  to  trace  exactly  the  step-by-step  development  in 
the  practice  of  management  through  the  lost  ages  of  the  past  to  the 
present,  it  is  nonetheless  clear  that  progress  has  been  climbing  a  ladder 
of  social  perception.  Lawrence  A.  Appley,  able  president  of  the  American 
Management  Association,  has  stated  this  process  in  simple  steps: 

Savagery:  The  other  fellow  is  my  enemy  and  is  to  be  destroyed. 

Slavery:  The  other  fellow  is  to  be  conquered  and  put  at  my  service. 

Servitude:  The  other  fellow  is  to  serve  me  for  a  consideration  and  ask 
no  more. 

Welfare:  The  other  fellow  should  be  helped  up  when  down,  without 
too  much  concern  for  what  got  him  down. 

Paternalism:  The  other  fellow  should  be  cared  for,  and  I  will  decide 
to  what  extent. 

Participation:  The  other  fellow  has  something  to  contribute  to  my 
efforts  and  can  help  me. 

Trusteeship:  That  for  which  I  am  responsible  is  not  mine.  I  am  de- 
veloping and  administering  it  for  the  benefit  of  others. 

Statesmanship:  The  other  fellow  is  capable  of  being  far  more  than  he 
is,  and  it  is  my  responsibility  to  help  him  develop  to  his  fullest  potential. 

The  story  of  the  development  of  management  is  essentially  the  story 
of  mankind.  In  Table  2-1,  some  important  early  events  leading  to  the 
development  of  management  as  an  art  and  science  are  listed. 

As  soon  as  men  began  to  gather  in  large  groups  and  create  cities,  the 
need  for  an  orderly  system  of  conducting  business  transactions  was  recog- 
nized. The  earliest  record  of  such  a  system  is  the  Code  of  Hammurabi, 
which  was  developed  approximately  2,000  years  before  Christ,  but  it,  in 
turn,  was  probably  based  on  customs,  laws,  and  practices  which  were  even 
then  centuries  old. 

The  need  for  some  type  of  organization  so  that  the  activities  and  con- 
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dust  of  large  groups  could  be  controlled  was  also  recognized  early  in 
man's  history.  Jethro's  advice  to  Moses  is  a  startlingly  clear  statement  of 
principles  of  organization.  Many  centuries  were  to  pass,  however,  before 
the  true  value  of  these  principles  came  to  be  recognized. 

Table  2-1.  Early  Events  of  Significance  in  the  Development  of  Management 


Approximate 
date 


2150  B.C. 
1200  B.C. 

800  B.C. 
50  B.C. 

1500    A.D. 

1795  A.D. 

1810   A.D. 

1895  A.D. 


Geographic 
location 


Babylon 
Palestine 

Greece 

Roman  Empire 
Italy 

Great  Britain 
Great  Britain 
United  States 


Event— significance  to  the  development  of 
management 


Code  of  Hammurabi-basis  of  many  business  and 

legal  practices  commonly  used  today 
(Exodus,   Chapter    18)   Jethro's   advice    to    Moses 

-the  earliest  record  of  a  philosophv  and  plan 

for  organization 
Recognition  of  the  value  of  the  individual:   the 

scientific  method 
Decentralization  of   authoritv   and  responsibilitv 
Publication  of  a  system  of  bookkeeping  bv  Luca 

Paciolo-the  beginning  of  modern  accounting 

practices 
Boulton,  Watt  and  Companv-first  illustration  of 

"scientific  management"  in  action 
Pioneering  work  of  Robert  Owen  in  the  field  of 

personnel  administration 
Writings  and  activities  of  Frederick  ^V.  Tavlor. 

"Father  of  Scientific  Management" 


The  Greeks  caught  a  glimpse  of  the  scientific  method.  To  a  student  of 
management,  a  recapitulation  of  the  chief  elements  of  the  scientific 
method,  as  outlined  by  Stuart  Chase,  serves  to  demonstrate  how  ne.v 
knowledge  is  brought  forth: 

1.  A  problem  to  be  solved  which  bothers  somebody,  maybe  cosmic  rays,  mavbe 
juvenile  delinquency. 

2.  Gathering  the  available  facts  about  it,  searching  the  literature. 

3.  A  theory  to  explain  the  problem,  a  patterned  sketch. 

4.  A  rigorous  verification  of  the  theory  by  other  scientists.  Emotion  and  bias 

ruled  out. 

5.  A  stubborn   atmosphere   of  doubt.   The   cheerful   ability   to   say,     I  was 

wrong." 

6.  Prediction  in  terms  of  probabilities,  not  absolutes. 

7  Thinking  more  in  terms  of  process  than  of  linear  cause  and  effect. 

8  Thinking  in  terms  of  structure.  How  things  are  related  to  one  another: 
the  order  in  which  they  come-the  structure  of  a  skyscraper,  a  corporation,  a 
community,  a  conference,  an  argument,  an  agenda. 

9.  No  closed  solutions;  room  always  allowed  for  new  data  ^vhlch  mav  give  a 

closer  fit. 
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10.  No  secrets,  no  monopolies,  no  pay-offs.  The  storehouse  open  to  all  men 
everywhere. 

Today  we  know  that  experiment  can  only  be  answered  by  more  careful 
experiment.  Scientists  realize  that  a  serious  task  of  applied  science  is  to 
recognize  and  repair  some  of  the  dislocations  of  technology,  and  scientists 
stand  like  a  team  of  acrobats  on  one  another's  shoulders.  The  life  work 
of  hundreds  of  scientists  would  have  to  be  included  in  the  account  of  the 
development  of  atomic  fission  extending  backward  for  150  years.  It  would 
give  a  picture  of  science  as  a  continuing  process,  one  discovery  leading 
to  the  next. 

Similarly,  any  body  of  knowledge  consists  of  a  long  ladder  of  individual 
ideas  and  their  application  and  development. 

It  has  been  said  that  man's  progress  follows  a  compound-interest  curve. 
Each  generation  hands  down  more  and  more  knowledge  to  each  succeed- 
ing generation.  Hence,  if  the  number  of  inventions  from  the  beginning 
of  recorded  history  to  the  present  time  could  be  plotted,  the  resulting  curve 
should  rise  slowly,  and  then  more  and  more  steeply. 

In  a  paper  published  in  1947  Harvey  C.  Lehman  1  has  shown  that  this 
is  the  case  in  many  fields  of  science.  In  his  paper,  Mr.  Lehman  plotted 
contributions  to  chemistry,  genetics,  geology,  mathematics,  medicine, 
pathology,  entomology,  and  botany  for  the  past  three  or  four  centuries, 
on  a  twenty-five-year  time  scale.  They  all  show  the  typical  compound- 
interest  curve. 

It  seems  safe  to  state  that  the  development  of  management  has  followed 
a  similar  path.  A  qualitative  illustration  of  this  development  is  shown  in 
Figure  2-1.  If  we  consider  the  state  of  management  at  the  beginning  of  the 
Industrial  Revolution— or  approximately  1750— we  can  see  that  it  is  at  its 
earliest  beginnings.  Little  more  is  available  to  the  industrialist  of  1750 
than  accounting  procedures  and  basic  rules  for  the  commercial  conduct 
of  business  transactions.  The  development  of  steam  power  made  large 
factories  practical.  The  need  for  some  form  of  executive  direction  and 
control  became  apparent  as  the  size  of  the  manufacturing  unit  increased. 
Here  and  there  men  experimented  in  an  effort  to  determine  the  most 
effective  ways  of  coping  with  the  technical  and  human  problems  they 
faced. 

Communications  were  weak,  and  understanding  was  feeble  and  limited. 
A  century  passed,  and  with  a  few  notable  exceptions,  the  industrialists 
conducted  their  affairs  in  much  the  same  way  as  they  had  in  1750.  But 
slowly  some  of  the  gains  which  had  been  made  were  consolidated,  and  in 
the  last  fifty  years  of  the  nineteenth  century,  men  on  both  sides  of  the 

1  "Exponential  Increase  of  Man's  Cultural  Output," /ourna/  of  Social  Forces,  March, 
»947- 
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Atlantic  Ocean  came  to  realize  that  there  were  both  an  art  and  a  science 
of  management. 

A  search  for  principles  of  management  on  which  men  could  agree 
began.  In  1881,  Joseph  Wharton,  a  Philadelphia  merchant  and  manu- 
facturer, gave  $150,000  to  found  a  school  for  higher  commercial  training 
at  the  University  of  Pennsylvania.  This  started  a  movement  in  education 
which  was  taken  up  by  colleges  and  universities  throughout  the  nation, 
and,  in  1908,  the  first  graduate  school  of  business  was  founded  at  Harvard 
University  in  Cambridge. 


1925 


1950 


1750  1775  1800         1825  1850  1875  1900 

Fig.  2-1.  Development  of  management  from  the  beginning  of  the  Industrial  Revolution. 

As  the  nineteenth  century  closed,  Frederick  W.  Taylor  gave  forai  to  the 
work  of  early  pioneers,  and  "scientific  management"  was  born.  Since  that 
time  the  practice  of  management  has  developed  at  an  amazing  rate.  Cer- 
tainly, it  seems  safe  to  state  that  more  progress  in  the  development  of 
management  as  an  art  and  as  a  science  was  made  in  the  first  fifty  years  of 
the  twentieth  century  than  in  all  the  history  of  man  through  the  ages 
past. 

EMERGENCE  OF  MANAGEMENT  AS  A  PROFESSION 

In  the  United  States,  we  have  entered  a  period  of  professionalism  in 
management  which  has  been  emphasized  by  the  fact  that  great  familv 
enterprises  of  the  early  days  have  become  publicly  o^vned,  and  men  ^vho 
operate  these  businesses  are  employed  by  the  stockholders-hired  man- 
agers-and  as  such  they  are  required  to  balance  out  day  by  day  the  interests 
of  consumers,  employees,  and  owners.  A  concept  of  management  re- 
sponsibility which  is  ever  growing  and  widening  encompasses  how  to 
produce  a  profit  so  that  the  company  may  have  continuity,  safety,  and 
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security;  how  to  maintain  growth  so  that  the  enterprise  will  have  not 
only  an  economic  but  a  social  reason  to  stay  alive  and  to  keep  growing; 
and  how  to  produce  security  which  will  safeguard  and  strengthen  the 
efforts  of  the  organization.  In  the  conduct  of  these  affairs,  the  manager 
must  continually  balance  the  needs  and  the  rewards  among  all  who  are 
parties  of  interest— the  employee,  the  consumer,  the  owner,  the  commu- 
nity, the  nation. 

Managing  is  now  seen  as  a  professional  occupation,  and  there  are  many 
indications  of  the  distance  we  have  come  in  achieving  professional  status. 
Certainly  the  growing  concern  of  managers  with  the  ethical  implications 
of  their  work  is  a  strong  example.  Managers  have  seen  the  need,  as  well 
as  the  opportunity,  of  squaring  their  function  as  wielders  of  economic 
power  with  the  moral  values  of  our  heritage  and  tradition.  This  is  what 
is  meant  by  balancing  the  needs  of  owner,  employee,  public,  and  con- 
sumer. This  may  be  the  manager's  major  challenge  and  one  from  which 
he  can  neither  escape  nor  be  excused. 

The  recognition  of  moral  values  places  emphasis  on  integrity  as  the 
prime  characteristic  in  a  leader;  this  is  the  quality  which  makes  people 
want  to  trust  him.  Although  creativeness,  imagination,  and  drive  are 
requirements  for  managerial  leadership,  the  nature  of  the  responsibility 
suggests  that  the  best  men  won't  work  just  for  money.  They  will  only 
work  for  their  beliefs.  The  idea  is  growing  that  if  the  man  can  be  bought 
he  isn't  worth  the  buying. 

We  have  come  so  far  as  to  recognize  that  the  science  of  management 
is  a  thoughtful,  organized,  and  human  approach  to  the  performance  of 
the  management  job  as  contrasted  with  a  hit-or-miss,  rule-of-thumb  ap- 
proach. 

There  is  a  vast  body  of  knowledge  available  to  people  in  management 
which  records  attitudes,  principles,  skills,  and  tools. 

Management  is  a  science,  a  profession,  and  an  art. 

There  is  no  more  reason  to  expect  men  in  management  to  become  pre- 
pared and  to  keep  informed  without  organized  and  methodical  effort 
than  for  men  in  any  other  profession,  art,  or  science. 

The  professional  manager  is  an  individual  who,  because  of  his  train- 
ing, experience,  and  competence,  is  employed  to  develop  and  expand 
the  assets  and  realization  of  owners.  The  professional  manager  does  not 
even  have  to  be  an  owner  or  a  partial  owner.  It  is  commonly  believed 
that  sharing  to  some  extent  in  the  ownership  of  a  business  increases  the 
incentive  for  the  professional  manager,  but  it  is  not  a  requirement. 

This  Handbook  is  about  the  subject  of  management— professional  man- 
agement—and it  will  borrow  from  many  students  and  practitioners  to 
bring  many  of  the  best  ideas  before  men  who  are  anxious  to  qualify  and 
to  succeed. 


w.w.^^ 


Earle  A.  Chiles 

\  .^  ■*''<  PRESIDENT 

P  *  '  FRED  MEYER,  INCORPORATED 

|\s    ^  J||t  PORTLAND,   OREGON 

Earl  A.  Chiles,  president  of  Fred  Meyer,  Incorporated,  has  made  ex- 
tensive use  of  the  tools  of  scientific  management  in  the  firm  he  heads 
and,  through  active  participation  in  the  Western  Association  of  Food 
Chains,  has  done  much  to  introduce  these  concepts  into  a  large  seg- 
ment of  the  retail  industry. 

After  graduating  from  the  University  of  Oregon  with  a  Bachelor  of 
Science  degree  in  ip2y,  he  went  to  work  as  an  extra  employee  for  Fred 
Meyer,  Incorporated,  at  that  time  a  small  grocery  and  variety  chain. 
Two  years  later  he  entered  the  Harvard  University  Graduate  School  of 
Business  Administration  and  graduated  in  ip^i. 

He  returned  to  Fred  Meyer,  Incorporated,  and  began  full-time  em- 
ployment with  the  company  in  October,  ip^i.  A  short  time  later  he 
was  placed  in  charge  of  the  laundry  and  cleaning  sections  of  the  com- 
pany. Before  long,  these  sections  grew  into  an  extensive  apparel  op- 
eration, and  Fred  Meyer,  Incorporated,  became  one  of  the  first  food 
chains  to  "supermarket"  clothing. 

As  the  company  grew,  Mr.  Chiles  grew  with  it.  In  ig^y  he  was  made 
head  merchandiser  in  charge  of  all  grocery  divisions,  and  when  the 
company  expanded  to  include  a  complete  drug  and  variety  operation, 
he  was  placed  in  charge  of  the  drug-variety  division.  He  zcas  named 
vice  president  and  general  manager  of  the  entire  organization  in  ig^2 
and  two  years  later  became  president. 

Under  Mr.  Chiles'  guidance,  Fred  Meyer,  Incorporated,  has  grown 
into  one  of  the  largest  companies  in  Oregon.  Only  recently  the  firm 
further  expanded  operations  in  the  Northwest  through  acquisition  of  a 
small  chain  of  variety  stores  in  Seattle,  Washington.  In  addition,  the 
company  boasts  eight  manufacturing  plants,  most  of  which  make  Fred 
Meyer  brand-name  products. 

Mr.  Chiles  has  been  very  active  in  the  Western  Association  of  Food 
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Chains  (formerly  Western  States  Chain  Grocers  Association)  for  sev- 
eral years.  He  served  as  secretary  of  the  association  in  ip^/,  ivas  named 
vice  president  in  ip^S,  and  was  elected  president  for  the  years  ip^p 
and  ip6o.  He  is  also  a  former  vice  president  and  director  of  the  Na- 
tional Association  of  Food  Chains. 

He  is  a  member  of  Phi  Gamma  Delta  Fraternity  and  maintains  club 
memberships  in  Portland,  Oregon,  at  the  University,  Arlington,  Mult- 
nomah Athletic  Club,  the  Aero  Club,  and  the  Harvard  Club  of  Oregon. 

A  Westerner,  having  been  born  in  Baker  City,  Oregon,  Mr.  Chiles  is 
married  to  the  former  Virginia  Hughes  of  Cambridge,  Massachusetts, 
and  has  one  son.  The  Chiles  make  their  home  in  Portland,  Oregon. 

April,   i960 


CHAPTER    3 

Evolution  of  the  Manager 


The  gradual  evolution  of  the  manager  to  his  present  place  in  our  struc- 
tural society  has  many  wide  implications. 

By  tracing  the  history  of  management,  we  can  see  that  it  has  evolved 
from  a  primitive  force  to  a  near  science. 

Because  I  was  formally  educated  for  a  managerial  position  from  early 
youth,  and  then  found  it  important  to  work  up  through  the  management 
ladder,  perhaps  what  I  say  may  be  germane  to  this  whole  broad  subject 
which  we  identify  as  "management." 

As  one  intimately  associated  with  retail  operations  rather  than  manu- 
facturing, it  should  be  fitting  for  me  to  comment  quite  freely.  It  is  gen- 
erally conceded  that  manufacturing  companies  are  ahead  of  retail  com- 
panies in  what  is  known  as  the  "more  scientific"  aspects  of  management. 
But  it  is  also  generally  recognized  that  the  retail  organizations  are  ahead 
in  the  marketing  areas  of  managerial  concepts.  If  you  are  building  a 
locomotive,  it  is  quite  necessary  that  you  should  get  the  price  you  ask. 
But  in  dealing  with  fast-moving  perishables  and  thousands  of  small  items, 
it  sometimes  becomes  necessary  just  to  move  the  merchandise  off  the 
shelves  and  even  take  a  loss.  Perhaps  in  the  future,  locomotives,  steam- 
ships, and  airplanes  may  also  have  to  move  quickly  off  their  respective 
"shelves"  in  order  to  keep  all  business  at  a  high  level  and  avoid  business 
downturns. 

Management  Definitions.    In   discussing   the   managerial    evolution,    we 
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should  first  define  what  we  mean  by  the  various  terms  that  have  been  ap- 
plied to  management.  The  only  reason  for  this  is  that  none  of  us  will 
misunderstand  the  terminology  used. 
Webster's  dictionary  tells  us  that: 

Management  is  the  "act  or  art  of  managing;  conduct;  control";  or  perhaps^  you 
prefer  the  "judicious  use  or  means  to  accomplish  an  end;  skillful  treatment. ' 

The  manager  is  defined  as  "one  who  manages;  director";  or  "a  person  who 
conducts  business  or  household  affairs  with  economy." 

The  capitalist  is  "one  who  has  capital;  ...  a  person  of  large  property  which 
is  or  may  be  employed  in  business." 

The  entrepreneur  is  "an  employer  .  .  .  who  assumes  the  risk  and  management 
of  business." 

All  these  definitions  are  related  quite  closely.  It  is  easy  to  pick  defini- 
tions from  a  dictionary.  But  let  us  get  to  the  bedrock  of  what  we  mean 
when  we  say  these  words.  I  would  prefer  definitions  something  like  the 
following,  at  least  for  today's  usage. 

Management  is  a  trusteeship,  unasked  for  but  yet  accepted  by  most 
progressive  managers.  The  manager  is  one  who  manages.  The  capitalist 
is  one  who  owns.  And  the  entrepreneur,  who  will  always  be  with  us, 
regardless  of  change  of  system  or  education,  is  the  one  who  creates. 

I  realize  that  these  definitions  are  arbitrary,  but  they  seem  to  make 
more  sense  than  do  the  definitions  drawn  strictly  from  a  popular  dic- 
tionary. 

In  a  sense  management,  the  manager,  the  capitalist,  and  the  entrepre- 
neur are  all  tied  together.  Generally,  however,  we  think  of  them  in  differ- 
ent times.  Chronologically,  we  might  say  that  management  and  the 
manager  are  words  of  the  immediate  present.  The  capitalist  is  somewhat 
a  man  of  yesterday,  although  he  has  by  no  means  actually  disappeared. 
The  entrepreneur  is  a  man  of  no  particular  time.  He  is  one  ^\dio  we  hope 
will  always  be  around  in  times  of  crisis  when  necessity  forces  management 
to  rely  on  instinct  instead  of  science.  Make  no  mistake  about  it.  there  will 
always  be  room  for  "feel,"  or  "instinct,"  in  spite  of  the  machines  and  the 
techniques  designed  to  give  us  the  "one  best  answer"  in  our  decision 
making. 

The  history  of  most  businesses  in  the  United  States  sho^vs  that  the 
entrepreneur  can  be  replaced.  But  it  has  always  been  found  to  be  a 
difficult  task.  Perhaps  under  a  new  social  system  of  uniformity  and  blend- 
ing of  classes  toward  which  we  seem  to  be  moving,  this  creator,  ^vhom 
we  call  the  entrepreneur,  will  need  a  far  difterent  definition.  But  the 
entrepreneur,  or  whatever  we  may  call  him,  will  always  be  about,  help- 
ing to  create  the  very  china  from  which  we  eat,  the  bottles  from  ^hich 
we  drink,  the  thoughts  from  the  books  we  read,  the  music  to  Avhich  ^ve 
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listen.  He  will  still  be  a  part  of  tomorrow,  just  as  he  is  a  part  of  today, 
and  just  as  he  was  a  creator  of  yesterday. 

To  be  sure,  we  can  replace  any  entrepreneur  with  a  professional  man- 
ager. In  most  cases,  perhaps  we  should,  but  let  us  get  our  thinking 
straight.  Although  we  have  evolved  to  where  we  can  call  upon  "profes- 
sional management  talent"  to  manage,  we  cannot  call  upon  it  necessarily 
to  create.  We  do  not  mean  that  a  professional  manager  cannot  create; 
we  mean  that  the  mere  fact  that  he  has  know-how  will  not  make  him 
create. 

In  order  more  fully  to  understand  the  manager  of  today,  let  us  briefly 
investigate  his  development. 


THE  ANCIENT  BUSINESSMAN 

Time  was  when  a  manager  was  a  most  undesirable  sort  of  fellow  in 
his  country's  society.  According  to  the  writings  of  the  noted  historian 
Arnold  Toynbee,  the  ancient  Roman  businessman  was  considered  para- 
sitical, to  say  the  least.  To  get  his  work  done,  he  employed  slaves.  He 
worked  only  to  serve  his  own  enrichment.  His  favorite  gambit  was  to 
follow  the  Roman  army  into  a  conquered  country  and  offer  to  lend  money 
at  exorbitant  interest  rates  to  the  conquered  people  so  that  they  could 
pay  taxes  imposed  upon  them  by  the  conquering  Romans.  It  was  known, 
at  the  time,  as  "good  business."  It  did  not  make  him  particularly  popular. 

Outright  cheating  by  the  businessman  was  more  or  less  accepted  at  this 
time.  While  Rome  was  busy  conquering  most  of  the  civilized  world,  it  did 
not  have  much  in  the  way  of  administrative  machinery.  So  it  farmed  out 
most  tasks  to  individual  businessmen,  who,  for  a  profit,  would  do  almost 
anything  the  government  wanted  done.  The  businessmen  of  those  times 
were  an  active  lot.  They  participated  in  trade,  finance,  and  whatever  the 
productive  enterprises  of  those  times  demanded.  They  worked  very  hard 
to  earn  a  profit.  To  that  extent,  they  were  somewhat  comparable  to  the 
small  businessmen  of  today.  But  there  the  similarity  ends. 

During  the  great  Roman  expansion,  the  problem  once  arose  of  getting 
supplies  to  the  army  that  was  fighting  in  Spain.  Since  the  army  had  no 
transportation  facilities  of  its  own,  the  government  contracted  with  pri- 
vate shipowners  to  carry  supplies  from  Rome  to  Spain.  The  shipowners 
agreed  to  do  this  with  the  proviso  that  the  government  would  reimburse 
them  fully  for  any  ships  and  their  contents  lost  at  sea.  Once  these  con- 
tracts were  signed,  the  businessman  of  the  day  found  a  source  of  increased 
profit.  He  would  load  an  old  ship  with  junk,  take  it  out  to  sea,  and  sink 
it.  Then  he  would  present  a  claim  to  the  government  for  the  ship  and 
the  contents,  which  were  represented  as  being  valuable  and  costly  supplies. 
The  pages  of  history  record  that  although  the  government  knew  quite 
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well  what  was  being  done,  it  paid  the  claims  because  enough  ships  did  go 
through  to  keep  the  army  supplied. 

Thus  the  wily  businessman  of  the  Roman  days  grew  rich,  but  he  did 
not  endear  himself  to  the  Roman  government.  When,  in  time,  everyone 
in  sight  had  been  conquered,  the  government  tightened  up  on  the  busi- 
nessman until  the  profit  opportunities  were  so  reduced  that  he  often 
found  it  better  to  go  out  of  business  and  take  a  government  job. 

In  this  story,  we  can  see  influences  on  business  which  we  have  even 
today.  First  of  all,  we  discern  the  influence  of  the  profit  motive.  Profit  is 
the  mainspring  which  gets  things  done.  It  always  has  been.  And  it  always 
will  be  unless  we  have  a  basic  change  in  our  social  system  as  well  as  in 
our  educational  system.  Left  alone,  however,  the  profit  motive  is  so  strong 
that  it  has  a  tendency  to  corrupt  those  who  are  motivated  solely  by  profit. 
When  this  corruption  progresses  to  the  point  where  it  seriously  affects  the 
welfare  of  the  country,  history  shows  us  that  the  businessman  sinks  to  a 
position  of  low  esteem. 

When  such  a  level  is  reached,  history  shows  that  finally  a  government. 
influenced  by  public  opinion,  steps  in  and  establishes  regulations  which 
help  control  the  situation.  Then  we  find  that  honesty,  once  again,  be- 
comes the  best  policy  for  business.  Ethical  business  practices  become  the 
order  of  the  day.  This  usually  continues  until  war,  depression,  or  some 
other  disaster  upsets  things.  Then  controls  relax,  and  the  cycle  starts  all 
over  again. 

This  is  not  to  say  that  businessmen,  or  managers,  are  less  or  more  cor- 
rupt than  other  people.  It  is  rather  to  say  that  they  are  people. 

We  may  read  history  cynically  or  with  optimism.  But  there  are  con- 
stantly at  work  great  forces  which  affect  the  business  community.  In  manv 
other  lands,  even  today,  we  find  that  the  businessman  is  low  man  on  the 
totem  pole.  For  instance,  in  such  lands  as  Korea,  until  the  mid-twentieth 
century  at  least,  the  most  highly  regarded  men  were  the  poets,  closely 
followed  by  the  educators.  Second  from  the  bottom  on  the  Korean  scale 
came  the  businessman.  In  the  only  lower  group  were  the  prostitutes. 

In  many  countries  in  Europe,  a  man  without  a  doctor's  degree  is  often 
looked  down  upon  in  the  community  of  intellectuals.  Yet  a  doctor's 
degree  may  not  necessarily  be  a  criterion  for  intelligence  or  competence. 
It  might  be  a  criterion  for  persistence.  It  could  be  a  criterion  for  "educa- 
tional escapism." 

The  cycle  of  ups  and  downs  of  the  businessman  has  been  repeated 
again  and  again  as  nations  have  risen  and  fallen.  An  understanding  of 
what  business  is  about  and  what  the  managerial  task  is  ^vill  help  us  to 
understand  better  the  forces  that  influence  us  as  managers  in  our  o^vn 
day  and  age.  Had  we  followed  the  creed  of  the  Hindu,  "business"  and 
"management"  would  be  virtually  unknown  words.  They  would  brnig 
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up  unknown  problems.  Yet  the  magnificent  standard  of  living  which 
business  and  management  have  brought  to  America  is  proof,  in  and  of 
itself,  that  we  must  have  something.  That,  I  personally  believe,  means 
more  than  profit  for  profit's  sake.  Although  profits  may  have  played  their 
part,  the  management  and  business  challenges  which  led  to  these  profits 
played  a  bigger  role  in  the  end  result. 

Today,  we  are  faced  with  a  mighty  challenge.  It  is  a  challenge  of 
leadership.  Shall  managers  slip  back  once  again  to  become  the  Roman 
"cheats"  of  yesteryear,  or  shall  managers  become  motivators  of  new 
thought? 

Where  is  leadership  to  come  from  if  it  is  not  to  come  from  the  man- 
ager? The  government  cannot  lead;  it  can  only  follow  the  will  of  the 
majority.  Unions  cannot  lead.  The  union  leaders  can  only  push  for  their 
special  interests  to  hold  onto  their  own  union  managerial  positions;  they 
cannot  take  into  account  the  standards  or  interests  of  the  community  as 
a  whole. 

It  follows,  then,  that  only  the  managers  of  businesses  can  truly  lead. 
But  this  leadership  must  come  from  enlightened  management  and  man- 
agers, not  from  the  archaic  thinking  of  yesterday. 

THE  ERA  OF  SMALL  BUSINESS  , 

Most  of  the  history  of  business  in  the  United  States,  as  well  as  in  the 
rest  of  the  world,  is  truly  the  history  of  the  small  businessman.  We  first 
think  of  him  in  the  classic  tradition  of  the  American  frontier.  He  was 
the  man  with  his  "shop"  in  the  backyard  of  his  home. 

A  few  years  ago  the  General  Electric  Company,  in  seeking  to  educate 
its  middle  managers  and  foremen  in  the  economic  facts  of  life,  produced 
a  sound  slide  strip  called  "The  Story  of  Caleb  Cabot,"  an  early  and 
fictitious  ironmonger  who  made  pots  and  pans. 

It  is  an  altogether  delightful  fable  which  tells  of  the  growth  of  Ameri- 
can business  in  easy-to-understand  one-syllable  words. 

It  begins  with  Caleb  buying  his  raw  materials  from  a  one-man  supplier 
and  then  fashioning  them  by  hand  into  the  kind  of  pots  and  pans  his 
neighbors  wanted  to  purchase.  At  that  point,  he  was  the  "manufacturer." 
After  a  goodly  supply  was  on  hand,  he  then  knocked  on  his  neighbors' 
doors  and  sold  his  wares.  So  he  was  the  "salesman"  too. 

But  after  a  time,  he  found  it  was  necessary  to  go  to  the  surrounding 
communities  to  sell  his  goods.  He  had  to  hire  an  assistant  to  help  him 
make  the  pots  and  pans,  so  that  he  could  spend  more  time  enlarging  his 
market.  So,  suddenly,  he  was  a  "manager"  because  he  had  an  employee. 

Pretty  soon  thereafter  he  found  that  he  had  to  expand  his  market  even 
further.  Thus  entered  the  peddler  with  the  traditional  pack  on  his  back 
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following  the  deer  and  Indian  trails  into  the  forests.  And  here  was  "dis- 
tribution." 

Since  the  peddlers  handled  the  goods  of  many  "manufacturers,"  sooner 
or  later  they  reported  to  him  that  a  competitor  had  produced  two-handled 
pots  which  the  frontier  women  liked  better.  Caleb  studied  these  closely 
and  even  improved  on  them,  and  then  we  had  "research." 

In  the  meantime,  as  the  business  prospered,  more  and  more  people 
were  hired,  and  costs  went  up.  So  Caleb  borrowed  money  and  bought 
crude  machines  which  would  cut  down  on  his  labor  costs.  And,  of  a  sud- 
den, "finance"  and  "engineering"  entered  the  picture.  And  "construction," 
too,  as  he  expanded  his  facilities. 

He  also  equipped  his  peddlers  with  signs  to  put  in  taverns  which  pro- 
claimed "Caleb  Cabot  Pots  and  Pans-Best  of  Quality  at  Lowest  Prices." 
Here  was  "advertising."  But  since  the  tavern  of  our  early  day  was  also 
the  community  center,  tavernkeepers  began  to  buy  the  pots  and  pans 
outright  and  sell  them  across  the  tavern  bar.  They  were  our  first  "dealers," 
or  "retailers." 

And  so  the  story  continues,  embracing  the  whole  of  early  Americana. 
Reading  it  today,  it  sounds  almost  quaint,  this  simple  story  of  Caleb 
Cabot;  but  it  started  something  whose  end  no  man  can  foresee. 

RETAILING — FROM  SMALLNESS  TO  BIGNESS 

Since  my  own  personal  background  is  in  retailing  rather  than  manu- 
facturing, it  would  be  amiss  if  I  did  not  comment  upon  the  marked 
differences  which  took  place  as  the  retail  store  grew  from  the  corner  drug- 
store or  grocery  store  to  the  giant  supermarkets  of  todav. 

Retailing  has  just  come  into  its  greatest  period  of  gro^vth.  Some  of  our 
largest  chains,  while  on  the  "big  board"  on  the  stock  market,  are  often 
still  found  to  be  family-controlled.  And  many  of  the  medium-sized  chains 
are  entirely  the  property  of  one  family,  with  no  stock  owned  by  others 
than  those  in  the  "family."' 

It  is  hard  to  understand  why  the  great  growth  of  retailing  followed  so 
far  behind  that  of  manufacturing  industries.  In  method,  until  the  thirties, 
most  retailing  was  in  the  Caleb  Cabot  stage  of  development.  Of  course, 
the  great  population  shift  to  the  suburbs,  the  improvement  of  marketing 
and  distribution  techniques,  and  many  other  factors  plaved  a  role  in 
bringing  about  change.  When  markets  were  concentrated  in  the  center 
of  cities  and  transportation  was  slow  and  uneven,  there  ^vas  hardlv  the 
necessity  for  the  great  markets  of  today. 

But  I  am  inclined  to  believe  that  the  greatest  single  factor  forcing  the 
growth  of  supermarkets  was  the  immense  social  change  which  took  place 
during  and  immediately  following  the  depression  years.  Greater  wealth, 
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spread  over  a  greater  population,  demanded  more  convenience  and  all 
the  rest  of  the  things  which  have  paralleled  retailing  growth. 

Today  we  have  hundreds  of  gleaming  supermarkets  for  food.  But  this 
is  only  the  bare  beginning.  The  supermarkets  are  already  branching  out 
into  many  lines  other  than  food.  Our  own  chain,  which  only  recently  be- 
came a  two-city  organization,  has  just  as  much  space  devoted  to  the  mar- 
keting and  selling  of  apparel  as  to  food.  We  have  another  division,  just  as 
large,  which  sells  drugs,  medicines,  and  all  variety  items  that  might  be 
found  in  any  first-rate  drugstore.  And  we  have  complete  coffee  shops 
(cafeterias)  in  many  of  our  stores. 

Other  chains  are  doing  this,  too.  Only  space  and  real-estate  requirements 
in  the  larger  metropolitan  areas  are  preventing  faster  growth.  But 
the  trend  is  on  its  way.  The  day  of  the  one-stop  supermarket  is  already 
here.  -  -  - 


THE  GROWTH  OF  THE  CAPITALIST 

In  industry,  the  Caleb  Cabot  type  of  operation  quickly  gave  way  to 
"big  business."  Hundreds  of  thousands  of  small  businesses  were  bought 
out  and  combined  to  form  giant  corporations,  the  ownership  of  which 
was  concentrated  in  the  hands  of  a  relatively  small  group. 

The  capitalist  formerly  retained  the  management  of  the  many  small 
enterprises  he  acquired.  He  wasn't  worried  about  management  techniques; 
he  was  worried  only  about  profits  made.  We  need  not  belabor  history  to 
find  the  era  of  great  investment.  The  Harrimans,  the  Goulds,  the  Hills, 
and  others  have  left  us  a  lurid  history  in  railroading  alone  and  a  legacy  of 
more  than  enough  material  for  many  controversial  books.  The  sheer 
power  of  their  money  seemed  to  spell  the  success  of  the  firms  which  they 
controlled. 

But  somehow,  all  this  power  and  wealth  concentrated  in  the  hands  of 
a  few  wasn't  quite  enough  to  get  the  American  Dream  into  high  gear. 
The  capitalist,  as  we  know  him,  was  a  man  with  money.  He  has  been 
depicted  in  cartoons,  since  the  time  of  Lincoln,  as  sitting  on  his  money- 
bags looking  sourly  and  challengingly  at  anyone  who  happened  to  pass 
by,  were  he  king,  president,  or  commoner. 

By  the  1890s,  the  capitalist  had  become  the  very  epitome  of  all  that 
was  to  be  deplored.  He  was  the  Scrooge  of  the  era.  He  owned  controlling 
interest  in  many  of  the  enterprises  well  known  and  publicly  owned  today. 
He  was  pictured  as  the  male  counterpart  of  Marie  Antoinette,  who 
shrugged  and  said,  "Let  them  eat  cake."  There  was,  supposedly,  no  feel- 
ing of  public  service  in  the  capitalist.  (Though  Carnegie,  once  his  fortune 
was  secure,  spent  his  latter  days  giving  away  what  he  had  made,  and  many 
others  after  him  followed  suit!)  At  least,  as  the  times  depict  him  and  as 
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history  has  written  about  him,  he  was  the  wolf  in  sheep's  clothing,  the 
mortgage  forecloser,  the  unfeeling  profiteer. 

This  is  not  true,  of  course.  The  capitalist  was  merely  a  stage  in  the 
evolution  of  the  manager.  He  is  probably  more  to  be  pitied  than  scorned. 
Although  a  far  cry  from  the  homespun  Caleb  Cabot,  he  laid  the  founda- 
tions for  many  modern  developments.  His  world  was  the  world  of  finance. 
His  world  was  the  world  of  growth.  But  most  important,  his  world  was  the 
world  of  yesterday.  That  is  the  important  thing  to  recognize  when  we 
consider  the  capitalist— yesterday. 

The  capitalist  probably  understood  Kublai  Khan  best  of  all,  because 
in  a  thousand  Xanadus  he  did  build  his  stately  "pleasure  domes."  It  was 
the  vogue  of  the  time.  And  in  deserted  mansions  now  being  torn  down  for 
taxes  or  occasionally  being  converted  to  museums,  we  can  still  hear  his 
long-gone  whispers. 

Need  we  say  more  about  the  capitalist?  No  doubt,  he  would  think  of 
today's  "organization  man"  or  "the  man  in  the  gray  flannel  suit  '  as  some- 
thing insipid  indeed.  He  may  be  right,  of  course,  but  there  ^\ill  be  no 
second  chance  to  prove  it. 

THE  ROLE  OF  THE  ENTREPRENEUR 

When  we  think  of  the  role  of  the  entrepreneur,  our  dictionary  definition 
has  him  as  "a  person  who  assumes  the  risk  and  management  of  a  business." 
This  definition  is  somewhat  pale  if  popular  conceptions  are  any  cri- 
teria. 

What  is  an  entrepreneur  really?  Saint  or  sinner?  Brilliant  or  merelv 
daring?  A  genius  or  a  fraud?  I  suppose  he  is  none  of  these  things  and  all 
these  things. 

The  classical  example  when  we  think  of  the  name  entrepreneur  is 
Henry  Ford. 

No  more  controversial  business  figure  has  come  along  to  furnish  our 
own  and  future  generations  with  pro  and  con  opinions  on  his  manv 
abilities.  Probably,  most  evaluations  will  center  on  the  ^vhole,  rather  than 
on  different  periods  or  times,  of  his  life.  To  understand  his  genius  fully, 
I  think  his  life  must  be  viewed  in  separate  parts.  There  was  the  young 
man,  the  middle-years  man,  and  the  man  in  his  declining  years. 

Those  who  point  to  him  as  a  poor  manager  often  seem  to  overlook  an 
obvious  fact.  When  the  time  came  when  more  specialized  managerial 
skills  were  needed,  Ford  had  grown  old.  Would  he  not  have  mastered 
"the  managing  of  managers"  had  he  been  younger? 

Let  us  take  a  look  at  R.  L.  Bruckberger's  ^  appraisal  of  Henry  Ford 

1  R.  L.  Bruckberger,  Image  of  America,  trans,  by  C.  G.  Paulding  and  Mrgilia  Peter- 
son, The  Viking  Press,  Inc.,  New  York,  1959. 
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and  then  investigate  the  views  of  Peter  Drucker.-  Here  was  a  man,  some- 
what homespun,  who  started  without  capital,  cast  firmly  in  the  mold  of 
the  American  ideal.  The  so-called  capitalist  had  begun  to  fade  from  the 
picture.  His  interest  had  been  almost  totally  financial.  Ford  was  a  man 
whose  interest  did  not  seem  to  be  financial,  and  many  an  anecdote  is  told 
of  his  keeping  waiting  and  breaking  appointments  with  such  financial 
giants  of  the  day  as  J.  P.  Morgan  and  Jay  Gould.  In  fact,  it  is  common 
knowledge  that  many  New  York  financiers  tried  to  get  to  know  Ford.  He 
would  have  nothing  to  do  with  them.  As  a  new-era  manager  of  his  time, 
he  spurned  the  business  gods  of  yesterday. 

Henry  Ford  was  certainly  the  very  embodiment  of  the  word  entrepre- 
neur. He  created  not  only  an  automobile,  but  a  whole  new  way  of  life  in 
America. 

Ford's  idea  was  quite  basic.  He  felt,  in  my  opinion,  that  he  had  to  pay 
high  enough  wages  so  that  all  his  employees  could  buy  "tin  lizzies."  This 
had  a  startling  impact  on  American  thinking  of  the  day,  namely,  that  the 
worker  was  probably  the  biggest  consumer  of  all  in  the  long  run.  (It  was 
on  this  premise  that  supermarkets  actually  got  their  later  start  too.) 

So  when  Ford  proposed  to  a  startled  world  that  he  was  going  to  pay 
the  sum  of  $5  a  day,  the  capitalist  began  to  shake  in  his  boots.  All  we 
have  to  do  is  to  look  at  the  great  controversy  between  Ford  and  the 
Dodge  brothers.  I  will  quote  a  little  of  the  famous  trial  here  just  for 
elucidation  of  what  Ford  meant  by  his  one-man  revolution. 

The  Dodge  brothers,  early  investors  in  the  Ford  Company,  had  mean- 
while founded  an  automobile  corporation  of  their  own.  But  they  were 
still  stockholders  in  Ford.  They  brought  a  suit  against  him  because  of  a 
dividend  cut  Ford  made  arbitrarily.  The  question  apparently  at  stake 
was  the  relationship  between  management  and  stockholders.  Who  was 
to  have  the  final  say? 

The  opposing  arguments  went  something  like  this:  Toward  what  was 
all  business  directed?  The  Dodge  brothers,  who  stood  for  traditional 
capitalism,  claimed  that  business  was  essentially  and  principally  aimed 
at  a  profit  and  therefore  at  higher  and  higher  dividends.  They  willingly 
conceded  that  Ford's  methods  had  yielded  excellent  profits,  but  con- 
tended they  were  not  getting  back  what  they  considered  "a  fair  per- 
centage of  profit"  on  their  investment. 

Henry  Ford  took  a  different  view.  He  stated  openly  that  he  thought  a 
business  was  first  and  foremost  a  public  servant.  Of  his  own  company 
policy  he  said  that  it  had  enabled  a  larger  number  of  people  to  buy  and 
enjoy  the  use  of  a  car  and  that  it  had  provided  an  ever-increasing  number 
of  men  with  employment  at  good  wages.   He   added   that  profits  were 

2  p.  F.  Drucker,  The  Practice  of  Management,  Harper  &  Brothers,  Inc.,  New  York, 
1954- 
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merely  what  enabled  him  to  keep  the  factory  going,  to  carry  out  his  plans 
of  expansion,  and  to  maintain  his  company's  independence. 
But  the  big  contention  came  when  Ford  stated  in  court: 

Let  me  say  right  here  that  I  do  not  believe  that  we  should  make  such  an  awful 
profit  on  our  cars;  a  reasonable  profit  is  right,  but  not  too  much.  So  it  has  been 
my  policy  to  force  the  price  of  the  car  down  as  fast  as  production  would  permit 
and  give  the  benefits  to  users  and  laborers  with  the  resulting,  surprisinglv 
enormous  benefits  to  ourselves. 

The  Dodge  brothers  did  not  care  for  this  at  all,  and  neither  did  other 
leading  capitalists.  To  quote  from  the  trial: 

LAWYER  STEVENSON  (for  the  plaintiffs):   Now,  I  will  ask  you  again,  do  you  still 

think  that  those  profits  [Ford  profits]  were  awful  profits? 
ford:  We  don't  seem  to  be  able  to  keep  the  profits  down. 
LAWYER  STEVENSON:  Are  you  trying  to  keep  profits  down?  \Vhat  is  the  Ford  Motor 

Company  organized  for  except  profits,  will  you  tell  me,  Mr.  Ford? 
ford:  Organized  to  do  as  much  good  as  we  can,  everywhere,  for  everybodv  con- 

cerned-to  make  money  and  use  it,  give  employment,  and  send  out  the  car 

where  people  can  use  it-and  incidentally  to  make  money. 
LAWYER  STEVENSON:  Incidentally,  make  money? 
ford:  Yes,  sir. 
LAWYER  STEVENSON:  But  your  controlling  feature  is  to  employ  a  great  armv  of 

men  at  high  wages,  to  reduce  the  selling  price  of  your  car.  so  a  lot  of  people 

can  buy  it  at  a  cheap  price  and  give  everybody  a  car  that  wants  one. 
ford:  If  you  give  all  that,  the  money  will  fall  into  your  hands;  you  can't  get  out 

of  it. 


's  uni- 


R.  L.  Bruckberger,  in  Image  of  America,^  advises  all  the  world' 
versities  to  teach  young  people  Ford's  knowledge  of  political  economv 
and  to  learn  this  remarkable  dialogue  by  heart.  Bruckberger  states  "that 
it  [Ford's  testimony]  is  just  as  important  in  economics  as  the  Declaration 
of  Independence  is  in  politics."  He  goes  on:  "Like  the  Declaration  of  In- 
dependence, it  marks  a  kind  of  Copernican  Revolution.  Business  no 
longer  was  revolving  around  money.  Money  was  only  one  of  the  planets 
revolving  around  business.  Business  itself  exists  to  serve  mankind,  just  as 
medicine  exists  to  serve  mankind.  Indeed,  this  fantastic  dialogue  should 
be  looked  upon  as  the  businessman's  Hippocratic  oath." 

Was  not  Ford,  at  this  stage  in  his  career,  far,  far  ahead  of  his  tunes? 
Had  he  not  reached  far  into  our  own  times  and  in  many  ways  penetrated 
the  years  beyond  our  present-day  thinking?  Was  he  not  saying  that  man- 
agement is,  after  all,  a  trusteeship?  I  believe  he  was. 

3  Of),  cit. 
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To  be  sure,  Ford  lost  his  case  in  court.  But  as  Bruckberger  says,  "In 
the  court  of  pubHc  opinion,  Ford  won  his  case  forever." 

The  Case  of  Entrepreneur  ship  versus  Management 

Since  Ford  is  generally  recognized  as  the  epitome  of  all  entrepreneurs, 
we  should  examine  his  history  and  what  he  did  more  carefully.  Also, 
what  he  did  not  do  is  just  as  important. 

First  of  all.  Ford  is  credited  with  the  revolutionary  economic  theory 
that,  if  you  can  sell  in  volume  enough  and  if  you  can  be  of  service  enough, 
the  profits  will  take  care  of  themselves. 

Peter  Drucker,  who  is  one  of  the  nation's  leading  corporate  consultants, 
chides  Henry  Ford  in  his  latter  years  for  no  small  degree  of  managerial 
incompetence.  Perhaps  he  is  right  in  this.  Certainly,  Ford  was  not  a  great 
manager  as  we  understand  the  term  today.  But  he  was  an  entrepreneur 
and  a  philosopher.  These  people  we  shall  always  need  with  us. 

Drucker,  in  his  Practice  of  Management,'^  discusses  at  some  length 
Henry  Ford's  attempt  to  do  without  managers.  He  cites  Ford's  "secret 
police"  methods.  In  his  latter  days,  many  men  were  engaged  to  spy  on  all 
Ford  executives  to  inform  Henry  of  any  attempt  on  the  part  of  one  of 
them  to  make  a  decision.  But  it  should  not  be  overlooked  that  Henry 
Ford  was  a  product  of  his  own  times.  Most  of  his  shortcomings,  it  seems 
to  me,  can  be  traced  to  this  and  to  his  advancing  age.  As  all  of  us  do,  he 
had  trouble  adjusting  to  social  change.  Drucker  states  quite  simply,  and 
I  quote:  "Certainly  it  was  the  absence  of  a  management  that  caused  the 
fall  of  the  Ford  Motor  Company.  Even  at  its  lowest  point— just  before 
World  War  II— it  still  had  a  strong  distributive  and  service  organization. 
The  automobile  industry  believes  that  Ford's  financial  resources  after  15 
years  of  losses  were  fully  equal  to  those  of  General  Motors  even  though 
Ford  sales  were  hardly  more  than  one-third  those  of  General  Motors,  .  .  . 
but  Ford  had  few  managers  except  in  sales.  .  .  ." 

What  Drucker  does  not  point  out  clearly  is  that  Ford  was  not  a  man- 
ager. He  never  pretended  to  be.  He  was  an  entrepreneur.  He  was  a 
creator.  When  it  became  necessary  to  manage,  he  knew  how  to  do  it  only 
"by  the  seat  of  his  pants."  And  his  pants  were  made  many  years  before, 
in  a  different  age. 

That  is  why  definitions  are  so  very  important.  We  must  understand 
that  the  entrepreneur,  basically,  is  not  trained  for  managing  per  se.  To 
be  totally  successful  as  a  manager,  the  entrepreneur  of  the  future  (and  we 
shall  have  them)  will  have  to  learn  to  delegate  much  of  his  work  to  others. 
I  think  that  he  probably  will.  We  have  long  found  that  some  people 
can  manage  others  well.  We  also  find  that  some  people  can't  even  man- 

4  Op.  cit. 
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age  themselves.  A  good  manager  must  be  able  to  control  a  fine  team  of 
spirited  competitors.  This  takes  more  than  entrepreneurship.  And  it  takes 
more  than  merely  technical  competence  or  mastery  of  techniques. 

There  are  but  a  few  entrepreneurs  born  in  every  generation,  so  we 
should  not  spend  too  much  time  talking  about  them.  But  let  us  not  mix 
up  entrepreneurship  with  management.  The  former  is  a  thing  of  instinct. 
The  latter  is  sorting  out  known  facts,  and  then  making  decisions  based 
on  the  facts,  even  though  the  facts  may  be  human  and  charged  with 

emotion. 

And  just  because  the  Ford  Motor  Company  almost  failed  does  not  mean 
that  any  entrepreneur-led  company  will  fail.  Some  are  unusually  success- 
ful while  the  entrepreneur  is  alive  and  then  continue  to  grow  when  the 
entrepreneur  disappears.  But  if  the  entrepreneurship  has  not  been  sound, 
this  is  not  likely  to  happen. 

BASIC  FACTORS  FORCING  A  CHANGE  IN  BUSINESS  METHODS 

We  have  seen  that  the  capitalist,  in  the  classical  concept,  has  largely 
passed  from  the  American  scene.  The  entrepreneur,  too,  although  he 
still  exists  and  will  continue  to  exist,  is  certainly  not  typical  of  the  present- 
day  managers  of  business.  That  today's  leader  of  industry  is  different  from 
the  leaders  of  industry  fifty,  seventy,  or  a  hundred  years  ago  is  a  certainty, 
but  what  is  he  like?  And  why  has  he  changed? 

Social  Changes 

Our  educational  system,  although  under  fire  by  many  educators,  has 
nevertheless  changed  us  into  a  more  sophisticated  people.  The  member 
of  today's  younger  generation  who  has  not  graduated  from  high  school 
is  the  exception  rather  than  the  rule.  And  a  young  man  with  a  college 
degree  is  by  no  means  the  rarity  that  he  once  was.  The  United  States 
is  a  literate  country.  We  are  a  long  way  from  the  rural  America  of  a 
hundred  years  ago.  The  teen-ager  of  yesteryear  may  have  kno^ni  more 
precisely  where  Miami,  Florida,  is  located  geographically,  but  he  had 
little  chance  to  get  there.  The  teen-ager  of  today,  on  the  other  hand,  will 
probably  spend  some  time  there  as  he  goes  through  life.  Even  if  he  does 
not  know  where  he  is  geographically,  he  will  probably  understand  it 
better  than  the  youngster  who  formerly  merely  read  about  it  in  a  book. 

The  average  housewife  probably  hasn't  the  faintest  notion  of  where 
Prague,  Athens,  Warsaw,  or  Canberra  is;  but  she  and  her  husband  can 
travel  to  any  of  them  in  a  few  hours  in  a  gleaming  jet-and  a  long-term 
payment  plan. 

At  one  time  our  society  seemed  to  be  fairly  rigidly  divided  into  an 
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upper  class,  a  middle  class,  and  a  lower  class.  This  stratification,  how- 
ever, does  not  seem  to  be  as  clearly  defined  as  it  once  was.  For  good  or 
for  evil,  in  this  country  all  people  eat  just  about  alike,  drive  about  the 
same  types  of  automobiles,  and  hold  mortgages  on  houses  just  about  alike 
in  proportion  to  income.  A  man  making  $10,000  a  year  may  own  a  house 
worth  $20,000;  another  making  $20,000  a  year  may  own  a  house  worth 
$40,000.  It  is  well  to  remember  that  these  are  often  mortgaged  to  the  hilt. 
Whether  or  not  this  is  good  will  not  be  answered  in  our  time  or  in  the 
near  future. 

We  are  in  a  period  of  revolution.  It  may  be  a  continuation  of  the 
American  Revolution  which  began  almost  two  centuries  ago,  or  as  Bruck- 
berger  says,  it  may  be  the  second  American  Revolution.  In  his  Image  of 
America,  Bruckberger  says:  ^ 

For  more  than  diree  centuries  now,  while  Europe  has  been  slowly  disintegrat- 
ing, a  society  has  been  in  the  making  in  America,  based  on  the  same  religious, 
political  and  cultural  principles  that  once  built  Europe.  And  now,  once  again, 
these  principles  are  being  put  to  the  test.  .  .  .  America,  I'm  convinced,  has 
found  answers  to  some  of  the  problems  that  most  torment  Europe's  conscience, 
and  found  them  with  no  disavowal  of  the  European  heritage.  .  .  .  The  great 
revolution  of  modern  times,  the  only  one  that  has  essentially  changed  forms  of 
society,  was  carried  out,  not  by  Russia,  but  by  America,  without  fanfare,  quietly, 
patiently,  and  laboriously,  as  a  field  is  plowed  furrow  by  furrow.  I  consider  1914 
a  momentous  year  in  history,  but  not  because  it  evokes  the  tocsin  and  the  war. 
For  me,  1914  will  always  be  the  year  in  which  Henry  Ford,  by  establishing  the 
8-hour  day  and  more  than  doubling  wages  at  one  stroke,  finally  freed  the  worker 
from  "proletarian"  servitude  and  lifted  him  above  the  "minimum  subsistence 
wage"  in  which  capitalism  had  thought  to  imprison  him. 

It  seems  to  me  that  the  effect  of  this  "great  revolution  of  modern  times" 
is  a  more  uniform  way  of  life  for  all  the  people  of  the  United  States.  One 
observer  of  the  American  business  scene  ^  lists  the  following  seven  factors 
which  he  feels  have  caused  this  trend  toward  uniformity: 

1.  The  mass  production  and  distribution  of  goods 

2.  The  spread  of  education 

3.  The  universality  of  travel 

4.  The  mass-communication  media 

5.  The  disappearance  of  the  servant  class 

6.  The  disappearance  of  "Society" 

7.  The  trend  toward  informality 

5  Op.  cit. 

^  H.  Gardiner  Symonds,  "The  New  American  Capitalism,"  in  Dan  H.  Fenn,  Jr.,  ed.. 
Management's  Mission  in  a  New  Society,  McGraw-Hill  Book  Company,  Inc.,  New  York, 
1959- 
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In  short,  the  manager  today  is  in  many  ways  in  the  same  boat  as  the 
man  who  works  for  him.  If  we  miss  this  point,  then  we  miss  what  history 
has  taught  us.  Perhaps  we  are  participating  in  a  greater  democratic 
process  than  has  ever  been  known.  We  all  accept  the  fact  that  man  was 
not  created  equal  except  in  the  sight  of  God,  but  I  believe  we  are  ap- 
proaching the  day  when  man's  relative  abilities  alone  will  determine  his 
place  in  society. 

The  Emergence  of  the  Specialist 

The  first  of  the  true  management  specialists  actually  emerged  about 
the  time  we  went  from  hand-tooled  production  into  true  mass  production. 
Thus  we  can  say  that  the  growth  of  the  specialist  has  largely  come  about 
in  this  century,  although  evidences  of  specialization  were  obvious  even 
before  the  Victorian  era. 

Almost  everyone  knows  the  story  of  Frederick  \V.  Tavlor  and  some 
of  the  earlier  practitioners  of  work  measurement.  Taylor  pioneered  the 
use  of  time  study  as  a  means  of  determining  "a  fair  day's  work."" 
Taylor's  work  in  time  study  was  followed  by  that  of  Frank  and  Lillian 
Gilbreth,  who  originated  what  has  come  to  be  known  as  the  science  of 
motion  study.  These  early  practitioners  were  dedicated  people  ^vho 
sought  ever-better  ways  and  means  of  producing  more  goods  at  less  cost. 
From  these  beginnings,  one  of  the  specialists  in  the  production  activity, 
the  industrial  engineer,  evolved. 

When  we  found  that  goods  could  be  produced  in  quantity  for  less  cost, 
it  was  then  up  to  the  sellers  of  the  products  to  match  mass-production 
techniques  with  techniques  of  mass  distribution.  This  they  have  managed 
to  do.  The  trend  is  still  continuing  today,  with  ne^v  improvements  con- 
stantly being  made  in  both  the  sales  and  production  fields. 

With  advances  in  the  techniques  of  selling,  specialists  in  the  sales  ac- 
tivity began  to  emerge.  One  such  specialist  activity  is,  of  course,  the 
advertising  function.  Equally  great  strides  have  been  made  in  the  area 
of  market  research.  Almost  every  company  of  any  size  has  a  specialist  ^dio 
not  only  searches  for  new  ways  and  means  to  sell  his  company's  products 
but  at  the  same  time  uncovers  new  customers  as  well.  The  idea  of  making 
selling  a  "service"  has  largely  stemmed  from  the  specialist  in  market 
research. 

Specialists  have  similarly  evolved  in  other  activity  areas.  Indeed,  it  is 
the  need  for  and  emergence  of  specialists  which  have  made  the  task  of 
managing  so  complex.  The  following  common  position  titles,  all  of  them 
managerial  in  essence,  were  virtually  unknown  fifty  years  ago.  The 
president  of  a  company  may  have  little  contact  with  some  of  them, 
though  all  perform  functions  invaluable  to  the  success  of  the  enterprise. 
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Director,  Market  Research  Methods  Engineer 

Merchandising  Manager  Director,  Quality  Control 

Sales  Promotion  Director  Manager,  Industrial  Relations 

Public  Relations  Director  Research  Director 

Controller  Salary  and  Wage  Administra- 
Manager,  Systems  and  Proce-  tor 

dtires  Communications  Director 

Accounting  Office  Supervisor  Training  Director 

Traffic  Supervisor  Director,  Operations  Research 

These  are  but  a  few  of  the  newer  specialist  functions  which  have  to  be 
performed.  Just  the  mention  of  these  jobs  and  their  titles  indicates  the 
degree  of  specialization  in  industry  today. 

THE  PROFESSIONAL  MANAGER 

The  change  in  business  methods  brought  about  by  social  change  and 
the  increasing  degree  of  specialization  has,  in  part  at  least,  fostered  a 
degree  of  professionalism  in  management.  Perhaps  it  is  not  accurate 
to  say  that  management  is  truly  professional  at  this  time,  but  there 
is  a  definite  trend  toward  professionalism. 

One  indication  of  this  trend  can  be  found  by  investigating  the  back- 
grounds of  the  individuals  who  have  been  chosen  to  head  some  of  our 
major  firms.  At  one  time  it  was  felt  that  only  a  man  who  had  lived  his 
entire  working  life  in  a  particular  industry— transportation,  basic  steel, 
or  retailing,  for  example-had  the  necessary  qualifications  to  head  a 
company  in  that  industry.  This  is  no  longer  the  case.  There  are  many 
well-known  examples  of  military  men,  bankers,  lawyers,  and  others, 
who  have  been  made  presidents  and  chairmen  of  large  concerns  in 
industries  with  which  they  have  had  little  or  no  prior  contact.  People 
of  this  type  have  been  chosen  because  it  is  now  recognized  that  there 
is  something  more  to  being  a  chief  executive  than  knowledge  of  the 
business.  That  something  is  the  ability  to  plan,  decide,  organize,  and 
motivate— in  short,  the  ability  to  manage. 

This  trend  toward  professionalism  is  not  limited  to  the  chief  executive; 
it  extends  to  at  least  the  next  lower  echelon  of  management.  The  heads 
of  the  various  activity  areas  exhibit  a  definite  degree  of  professionalism. 
It  is  no  longer  the  rule,  for  example,  to  make  the  "star  salesman"  the 
head  of  the  sales  or  marketing  activity.  Selling,  per  se,  is  but  one  function 
of  the  marketing  activity,  and  excellence  in  carrying  out  this  function, 
or  any  of  the  other  functions,  is  no  guarantee  of  a  man's  ability  to  direct 
the  over-all  activity.  In  other  words,  the  manager  of  an  activity  area— be 
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it  sales,  production,  or  whatever-must  be  more  than  a  "superspecialist." 
He  must  be  a  generalist. 

Obviously,  the  chief  executive  must  be  even  more  of  a  generalist.  Al- 
though the  head  of  an  activity  area  must  think  in  terms  of  the  total 
activity  and  must  be  cognizant  of  the  interrelationship  of  his  and  other 
activities,  he  is  still  one-activity-oriented.  Further,  he  performs  his  job 
in  an  environment  and  within  a  framework  of  policies  and  objectives 
that  were  not  created  by  him.  Not  so  the  chief  executive.  Even  though 
the  president  may  have  come  up  through  sales,  he  cannot  be  sales- 
oriented.  He  must  think  in  terms  of  over-all  corporate  objectives.  And 
it  is  he  who  must  develop  these  objectives  and  make  the  major  policies. 

The  Manager  as  a  Trustee 

A  very  important  indication  of  the  trend  toward  professionalism  in 
management  is  the  fact  that  fewer  and  fewer  chief  executives  dominate 
the  ownership  of  the  companies  for  which  they  work.  Management  has 
become  too  complex  for  mere  ownership  or  the  possession  of  stock  to 
substitute  for  sound  management  decision  making.  Owning  or  being 
related  to  the  owner  of  a  major  part  of  a  business  is  no  longer  con- 
sidered to  be  the  prime  qualification  of  a  manager.  Managers  now 
manage  by  the  authority  of  knowledge  rather  than  by  the  authoritv  of 

ownership. 

Managing  has  grown  from  mere  ownership  and  trial  and  error  to  a 
position  of  vast  responsibility.  The  true  professional  manager  has  come 
to  regard  himself  more  as  a  "trustee"  than  a  "boss."  Indeed,  the  trulv 
professional  manager  feels  a  trustee's  responsibility  for  guarding  the 
interests  of  those  who  have  placed  their  trust  in  him.  These  include 
(1)  the  owners  of  the  business,  (2)  the  employees,  (3)  the  customers,  and 
(4)  the  general  public. 

The  professional  manager  must  take  his  trustee  responsibilities  seriously 
and  do  his  best  to  serve  the  interests  of  the  groups  he  represents.  This  is 
much  more  difficult  than  serving  merely  his  own  interest,  and  it  is  one 
of  the  reasons  for  the  growing  complexity  of  the  task  of  managing. 

Managing  is  honorable  work;  it  is  challenging  and  fascinating.  But 
more  important,  it  is  work  of  vast  responsibility.  If  our  wav  of  life  is 
to  survive,  if  there  is  to  be  an  American  Dream  to  think  and  talk 
about,  there  must  be  men  who  are  willing  to  make  the  sacrifice  ot  then 
time  and  effort  to  become  "professional  managers"  in  the  true  sense  ot 
the  word. 
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Robert  C.  Hood  has  become  well  known  in  American  industry  as  one 
of  a  small  group  of  United  States  businessmen  working  actively  to 
discover  and  define  the  new  role  of  business  in  a  rapidly  changing 
society.  "The  survival  of  business,"  in  Mr.  Hood's  words,  "depends  upon 
its  ability  to  recognize  the  forces  that  are  making  vital  changes  in  its 
traditional  role  .  .  .  its  ability  to  relate  effectively  to  other  social  in- 
stitutions .  .  .  its  ability  to  make  a  really  meaningful  contribution." 

As  president  of  the  Ansul  Chemical  Company,  Robert  Hood  has 
worked  closely  with  the  academic  community  in  the  application  of 
organizational  theory  and  the  findings  of  social  science  research  to  the 
solution  of  common  business  problems.  His  work  in  such  areas  as  cost 
concern,  supervisor  selection,  management  development,  executive 
training,  and  corporate  identity  has  led  to  many  speaking  engage- 
ments and  his  involvement  in  a  number  of  management  and  educa- 
tional organizations. 

As  an  official  government  representative,  Mr.  Hood  has  visited  many 
European  countries,  including  Russia,  to  study  and  instruct  in  the  field 
of  organizational  practice.  In  19^4  he  was  a  member  of  a  special  train- 
ing mission  to  Austria  sponsored  by  the  Foreign  Operations  Adminis- 
tration of  the  State  Department.  In  ip^6  he  was  a  delegate  to  the 
International  Human  Relations  Conference  in  Rome.  In  recent  years 
Robert  Hood  has  been  active  in  the  educational  and  training  work  of 
the  Young  Presidents'  Organization.  He  has  served  as  a  director  of  the 
organization,  ivas  program  chairman  of  the  7957  national  convention, 
and  has  conducted  a  series  of  clinics  on  improvement  of  meetings  for 
YPO  members. 

Robert  Hood  has  been  chairman  of  the  advisory  committee  of  the 
National  Training  Laboratories.  He  is  a  trustee  of  the  Midwest  Re- 
search Institute  and  a  member  of  the  board  of  the  Brain  Research 
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Foundation.  He  has  also  served  on  the  hoard  of  the  Business  Relations 
Committee  of  the  Chamber  of  Commerce  of  the  United  States. 

He  has  spoken  at  a  number  of  development  conferences— Wayne 
University,  Cornell,  New  York  University,  Oklahoma  A  i-  M,  the  Uni- 
versity of  Wisconsin-and  before  such  business  groups  as  the  American 
Management  Association,  Society  for  Advancement  of  Management, 
and  the  Chamber  of  Commerce  of  the  United  States. 

Mr.  Hood  joined  the  Ansul  Chemical  Company  in  19^9  and  worked 
successively  as  an  accountant,  sales  correspondent,  founder  and  editor 
of  the  company  newspaper,  advertising  manager,  secretary,  and  vice 
president.  He  was  elected  president  in  1949  at  the  age  of  thirty-two. 
In  his  home  town  of  Marinette,  Wisconsin,  Mr.  Hood  is  a  member  of 
the  City  Planning  Commission,  a  director  of  the  First  National  Bank, 
past  president  of  the  Chamber  of  Commerce,  and  a  former  commodore 
of  the  Yacht  Club. 

Married  and  the  father  of  three  daughters,  he  is  an  active  participant 
in  sailing,  golf,  tennis,  bow-and-arrow  hunting-and  enjoys  music  and 
literature.  He  was  born  in  Marinette,  attended  the  University  of  Wis- 
consin, and  served  three  years  with  the  U.S.  Coast  Guard  during  World 
War  n  as  a  gunnery  officer  in  the  South  Pacific. 
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CHAPTER     4 

The  Art  of  Managing 


No  single  chapter  on  the  art  of  managing  can  cover  every  facet  of  this 
extremely  complex  subject.  I  could  not  begin  to  put  into  this  limited 
space  all  that  I  have  learned  in  my  years  as  a  manager,  nor  would  I  be 
wise  to  try  to  do  so.  The  skills  required  and  the  methods  employed 
in  managing  vary  greatly  with  the  situation,  the  individual  manager, 
the  organization,  and  the  forces  at  work  in  our  society.  ^Vhat  produces 
positive  results  in  one  instance  may  lead  to  disaster  in  another;  or  the 
methods  used  by  one  manager  may  be  totally  inappropriate  tor  an- 
other manager  to  use.  To  be  sure,  managing  is  a  science  as  .veil  as  an 
art  but  it  must  be  recognized  that  methods  of  managing  are  m  a  state 
of  dynamic  evolution.  Management  theory  is  constantly  changing  under 
the  impact  of  the  findings  of  social  science  research,  technological  de- 
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velopments,  social  forces,  the  world  situation,  and  economic  variables. 
The  methods  and  skills  which  solve  the  problems  of  today  may  be 
inadequate  to  cope  with  the  problems  of  tomorrow. 

I  believe  that  the  best  approach  to  a  discussion  of  the  art  of  managing 
may  be  to  present,  as  best  I  can,  a  few  ideas  which  over  the  years  have 
been  helpful  to  me.  Essentially,  these  are  conceptual  ideas  which  have 
helped  me,  personally,  to  put  my  job  in  a  more  adequate  perspective. 
My  hope  is  that  these  ideas  may  be  a  stimulus  to  a  few  readers.  The 
best  manager  is  very  often  one  who  plants  the  seed  of  an  idea  in  the 
mind  of  a  subordinate  or  into  a  work  situation  and  carefully  avoids 
providing  a  detailed  road  map.  With  a  complete  plan,  program,  or 
technique  spelled  out  down  to  the  last  detail,  the  thought  processes  of  the 
subordinate  tend  to  stop,  and  he  becomes  an  automaton  as  he  proceeds 
with  the  implementation.  With  only  an  idea  to  work  with,  he  finds 
himself  thinking,  creating,  and  applying  the  idea  to  a  situation  with 
which  he  is  much  more  familiar  than  I  am.  The  same  principle  may 
apply  when  an  author  attempts  to  relate  to  a  reader. 

In  the  succeeding  pages,  I  attempt  to  examine  the  manager's  job, 
to  position  him  in  his  organization  and  in  our  total  society,  and  to  aid 
him  toward  an  insight  and  an  understanding  of  himself  as  an  individual. 
Then  I  outline  some  of  the  ideas  which  have  become  a  part  of  my  own 
philosophy  of  managing. 

A  PERSPECTIVE  VIEW  OF  THE  MANAGERS  JOB 

The  very  first  thing  the  thoughtful  manager  should  do  is  to  attempt  to 
understand  the  functional  nature  of  his  management  job  and  its  reason 
for  existing. 

Every  organization  has  its  objectives,  its  goals.  In  working  toward 
the  accomplishment  of  these  goals,  there  is  a  need  for  the  performance 
of  many  different  functions.  These  functions  are  performed  and  con- 
trolled by  people.  The  effectiveness  with  which  the  functions  are 
integrated  and  coordinated  generally  determines  the  success  of  the  or- 
ganization—and this  is  essentially  our  challenge  as  managers.  Our  job 
is  to  integrate  and  coordinate  functions  so  that  the  over-all  objectives 
of  the  organization  are  met. 

There  are  critical  junction  points  where  these  functions  come  together 
and  overlap  in  the  organization.  Here  is  where  we,  as  managers,  play 
our  role,  do  our  job.  If  we  can  think  of  the  manager  as  a  "link"  between 
functions,  our  role  becomes  much  clearer. 

However,  the  effective  manager  does  much  more  at  these  junction 
points  than  merely  join  functions  together,  or  hold  hands  to  ensure  a 
smooth  flow  of  work  activity.  He  feeds  into  the  junction  point  additives 
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that  only  he  can  provide.  These  may  take  the  form  of  actual  decisions, 
or  they  may  be  indicated  directions  or  suggestions.  You  will  note  in 
Figure  4-1  that  there  is  an  attempt  made  to  represent  the  junction  point 
where  functions  come  together  as  a  sphere.  The  purpose  is  to  point  out 
that  functions  should  not  be  joined  together  on  a  plane;  the  junction 
point  should  be  surrounded  with  an  atmosphere  of  understanding.  The 
effective  manager  enriches  the  junction  point  with  a  broad  understanding 
of  the  needs  and  demands  of  the  organization  and  of  our  society.  He 
brings  to  bear  at  this  critical  junction  an  understanding,  also,  of  the 
needs  of  the  work  groups  and  of  the  individuals  involved. 

There  is  a  great  difference  between  seeing  that  sales  and  manufacturing 
"get  together"  and  seeing  that  at  the  point  where  they  do  get  together, 
the  decisions  and  directions  are  considered  in  the  light  of  the  needs  and 
demands  of  other  functions  in  the  organization,  of  the  organizations 
objectives,  and  of  the  broad  forces  at  work  in  society. 
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Fig.  4-1.  The  role  of  the  manager  in  directing  the  activities  of  his  organization. 


I  Stated  that  only  the  manager  is  in  a  position  to  provide  these  addi- 
tives, this  understanding.  I  certainly  don't  mean  to  imply  that  all  people 
below  the  top  echelon  are  lacking  in  understanding  or  unable  to  vie^N'  a 
situation  with  perspective.  However,  the  top  manager,  bv  the  nature  of 
his  position,  is  permitted  and  obligated  to  perform  this  function  m  the 
organization.  Work  groups  and  the  individuals  .vho  compose  them,  also 
by  the  nature  of  their  jobs,  are  restricted  to  more  specific  and  narro^ser 
objectives-objectives  which  have  the  effect  of  inhibiting  perspective. 

In  considering  that  the  manager  plays  his  critical  role  at  these  junction 
points,  it  becomes  apparent  that  the  important  functions  he  performs 
are  not  so  much  continuous  as  sporadic  or  intermittent.  He  becomes 
involved  here,  there-wherever  functions  overlap-in  the  time  span  of 
work  activity.  The  way  he  becomes  involved,  the  kind  of  understanding 
he  feeds  into  these  junction  points,  determines  his  effectiveness. 

Because  of  the  vital  importance  of  the  manager's  role  to  the  accom- 
plishment of  the  organization's  objectives,  let  us  examine  more  caretulh 
some  of  the  dynamic  forces  he  should  understand,  some  of  the  things 
on  which  he  should  attain  a  perspective. 
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The  Concept  of  Social  Spheres 

Consider  the  influences  which  bear  on  a  manager's  role,  and  require 
his  understanding,  as  a  series  of  "social  spheres."  First  there  is  the 
sphere  of  the  individual,  then,  progressively  larger  and  extending  out- 
ward, the  sphere  of  the  work  group,  the  organization,  and  society  in 
general.  This  concept  is  portrayed  graphically  in  Figure  4-2.  Each  of 
these  spheres  is  a  complex  of  needs  and  demands  based  on  physical 
and  emotional  factors,  social  and  economic  forces,  and  historical  back- 
ground. 


Fig.  4-2.  The  influence  of  social  spheres  on  the  manager. 

The  manager's  role  is  to  understand  and  interpret  the  influences  of 
these  spheres.  At  the  point  where  the  manager  becomes  involved  in  a 
problem— at  the  critical  junction  points  where  his  decision  or  his  direction 
is  required— he  must  feed  this  understanding  in.  Here  is  where  these 
complex  influences  must  be  balanced  and  must  serve  as  a  guide  to  his 
action. 

Individual  Needs.  The  needs  of  the  individual  are  personal  and  ex- 
tremely complex,  and  they  seem  to  be  organized  on  a  series  of  levels, 
in  order  of  importance.  These  range  from  the  basic  and  most  impor- 
tant survival  needs  on  up  to  the  least  satisfied  needs  for  contribution 
and  dedication  to  others.  The  needs  of  the  individual  and  the  require- 
ments for  their  satisfaction  are  (1)  survival  needs,  satisfied  by  food, 
shelter,  clothing,  air,  and  rest;  (2)  security  needs,  requiring  treatment 
in  the  fairest  possible  way;  (3)  social  needs,  which  can  be  satisfied  by 
belonging,  association,  acceptance,  and  friendship;  (4)  selj  needs,  or 
personality  needs,  which  can  be  met  by  realizing  self-confidence,  inde- 
pendence,   achievement,    competence,    status,    recognition,    appreciation. 
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and  respect;   (5)  contribution  needs,  implying  the  development  of  the 
sel£-for-others  concept. 

When  a  need  is  satisfied,  it  is  no  longer  a  prime  motivator  of  behavior, 
and  the  next  higher  level  of  needs  becomes  the  prime  motivator.  These 
needs  can  be  illustrated  in  the  form  of  a  pyramid,  as  shown  in  Figure  4-3. 

A 

CONTRIBUTION 


Fig.  4-3.  The  basic  organization  of  an  individual's  needs. 

All  unsatisfied  needs  are  motivators  of  behavior  to  an  extent,  with  the 
lower-level  needs  taking  precedence  until  satisfied.  Furthermore,  when  a 
previously  satisfied  need  is  no  longer  being  met,  it  becomes  critical  in 
importance.  Now  it  is  significant  to  point  out  that  the  pvramid  diagram 
(Figure  4-3)  is  the  base  at  which  all  individuals  start  out,  in  the  classical 
sense.  However,  under  the  impact  of  our  modern-day  society,  the  pvramid 
assumes  some  radically  different  shapes.  For  example,  here  in  America, 
and  especially  in  American  industry,  the  survival  needs  are  generally 
quite  well  satisfied  and  are  seldom  a  prime  motivator  of  behavior.  More 
often  than  not,  the  people  the  manager  works  with  are  concerned  .vith 
security,  social,  or  self  needs. 

To  the  manager,  himself,  the  level-of-needs  diagram  might  look  like 
the  inverted  pyramid  in  Figure  4-4.  By  virtue  of  his  position,  the  phvsio- 
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Fig.  4-4.  Organization  of  the  manager's  needs. 


logical,  security,  and  social  needs  are  well  taken  care  of.  In  fact,  almost 
everyone  who  has  progressed  through  our  educational  system  has  rela- 
tively little  difficulty  in  meeting  these  first  three  levels  of  needs.  Ho.vever. 
the  fourth  level  is  the  point  at  which  most  people  find  themselves.  A\  e 
are    striving    for    insight,    personality    realization,    and    self-knowledge. 
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Only  by  attaining  a  degree  of  this  can  we,  as  managers,  begin  to  work 
effectively  toward  the  realization  of  our  contribution  needs— the  self- 
for-others  concept. 

As  managers  we  are  more  keenly  aware  of  this  fifth  and  highest-level 
need  because  of  the  nature  of  our  jobs.  Because  it  is  always  difficult  to 
see  the  other  person's  situation,  we  may  be  inclined  to  assume  that 
others  are  concerned  with  the  same  needs  that  we  are  concerned  with. 
We  must  realize  in  working  with  others  in  the  organization  that  this 
is  seldom  the  case. 

Another  thing  that  occasionally  frustrates  and  confuses  managers  in 
working  with  individuals  is  the  seeming  inconsistency  of  their  needs. 
One  day  we  may  feel  we  are  making  progress  in  helping  an  individual 
meet  some  of  the  higher-level  needs.  The  next  day  we  may  find  the 
individual  concerned  with  a  lower-level  need— security,  for  example. 
Under  these  circumstances,  it  is  a  good  thing  to  recognize  that  the 
manager  and  the  organization  are  seldom,  if  ever,  in  a  position  to 
satisfy  all  an  individual's  needs.  The  organization  or  the  work  situation 
is  not  necessarily  the  individual's  central  life  interest.  The  extent  to 
which  his  needs  are  satisfied  is  influenced  by  his  home  situation,  family, 
civic,  spiritual,  and  recreational  interests.  The  intelligent  manager  should 
understand  the  kinds  of  needs  that  motivate  people;  he  should  attempt  to 
develop  a  skill  in  recognizing  these  needs  in  the  people  he  works  with; 
and  he  should  also  face  up  to  the  fact  that  he  probably  cannot,  either 
personally  or  through  his  organization,  satisfy  all  these  needs. 

Organization  Needs.  The  needs  and  demands  of  the  organization  are 
basically  economic. 

Any  business  organization  in  our  economy  must  produce  goods  and/or 
services  and  market  them  at  a  profit.  These  basic  needs  appear  to  place 
on  us,  as  managers,  the  following  specific  responsibilities:  (i)  to  provide 
for  the  survival  of  the  business  through  development  of  products,  markets, 
and  profits;  (2)  to  make  most  effective  use  of  the  organization's  resources- 
human,  material,  and  capital;  and  (3)  to  provide  an  adequate  succession 
of  qualified  people  for  the  organization. 

Work-group  Needs.  The  needs  and  demands  of  the  work  group  combine 
those  of  the  individual  and  those  of  the  organization  and  lie  somewhere 
in  between. 

Many  managers  as  they  go  about  performing  their  roles,  I  believe,  have 
a  tendency  to  see  problems  as  either  organization  problems  or  individual 
problems.  More  often  than  not,  they  are  group  problems.  The  work  group 
as  a  social  sphere  is  the  one  which  the  manager  is  called  upon  most 
frequently  to  deal  with.  In  every  group  there  are  psychological  factors 
present  which  are  subtle,  often  hidden,  but  still  very  real.  They  can 
obviously  be  a  serious  block  to  preventing  the  group  from  meeting  its 
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objectives  Whether  the  work  group  consists  of  a  division,  a  department, 
or  two  people  working  together  on  a  project,  these  factors  may  be  at 
work  in  varying  degrees  at  any  time.  Let's  look  at  them:  (i)  vested  interest, 
a  tendency  to  protect  the  status  quo  of  a  particular  special  interest;  (2) 
personal  likes  and  dislikes,  reacting  to  a  person's  ideas  and  actions  the 
Tame  way  we  react  to  the  person  himself;  (3)  eonfiict  between  individual 
.oals  and  group  goals;  (4)  lack  of  interest  in  the  task;  (5)  status  needs  of 
the  individual,  his  need  to  be  liked  or  respected  often  more  important 
than  his  concern  for  getting  the  job  done. 

For  example,  we  are  told  that  people  react  differently  to  "high-status 
people  and  ■'low-status"  people.  In  industry,  high  status  might  be  the 
manager  himself  or  the  leader  of  the  work  group.  Low  status  might  be  a 
foreman,  if  the  people  measuring  status  happen  to  be  middle  manage- 
ment. Furthermore,  high-status  people  are  listened  to  more  carefullv, 
their  opinions  are  respected  by  others,  and  they  tend  to  take  part  vigor- 
ously in  any  discussion,  as  a  direct  outgrowth  of  the  high  regard  and 
respect  others  display  toward  them.  Just  the  opposite  holds  true  for  low- 
stauis  people.  Their  opinions  aren't  heard  or  heeded,  and  consequentlv 
they  take  increasingly  less  interest  in  the  work  of  the  group. 

Society  Needs.  Our  total  society-its  needs,  its  demands,  the  forces  at 
work-profoundly  influences  the  manager's  role.  Throughout  history, 
society  has  always  searched  out  and  enumerated  areas  of  responsibility 
and  roles  of  action  for  its  institutions  to  play.  The  spotlight  of  public 
attention  has  revolved  like  a  beacon  and  focused  sharplv  at  one  time  or 
another  on  the  institutions  of  education,  government,  the  militarv.  the 
church,  and  so  on.  Since  the  early  thirties,  the  institutions  of  business 
and  industry  have  been  emphasized  over  most  of  the  others  in  the  public  s 

"""Thrpublic  attention  profoundly  influences  the  manager's  role.  He  has 
had  to  adjust  to  it,  and  in  many  cases  this  has  been  a  dramatic  change  for 
him    The  earlier  conception  of  the  business  institution  was  that  it  was 
largely  a  private  affair.  This  was  theoretically  justified  in  a  laissez-taire 
policy  which  had  the  primary  effect  of  keeping  public  attention  unfocused 
on  business.  The  initial  reaction  of  many  business  leaders  to  this  public 
attention  was  to  inveigh  against  it  and  hope  for  a  return  to  obscuritv. 
However,   in  recent  years,  most  business   leaders   have   recognized   the 
relative  permanence  of  public  attention  on  the  business  institution,  and 
they  have  done  a  great  deal  of  soul  searching  in  attempting  to    onnu  ate 
their  institutional  responsibilities.  It  is  evident  that  the  present-day  indus- 
trial organization  must  spend  more  time  and  greater  effort  relating  itself 
to  the  total  social  scene  of  which  it  is  a  part.  The  person  responsible  for 
the  organization-the  manager-must  not  only  find  his  organization  s  place 
in  a  dynamic  economy  and  a  changing  social  scene,  but  he  must  assume 


THE  ART  OF  MANAGING  99 

a  leadership  role  for  the  total  institution  of  business.  To  do  this  he  must 
attempt  to  understand  that  social  scene. 

In  the  long  run,  there  is  no  place  for  the  narrow  specialist  in  a  man- 
agerial position.  The  manager  must  be  a  person  of  broad  and  varied 
interests,  experiences,  and  horizons.  He  must  not  only  know  his  own 
business  and  all  the  significant  facets  of  its  operations,  but  also  be  con- 
cerned with  and  involved  in  the  world  beyond  his  own  organization.  To 
put  it  another  way,  an  understanding  of  Shakespeare  may,  in  the  final 
analysis,  be  just  as  important  a  managerial  attribute  as  a  familiarity  with 
accounting  and  engineering.  The  influence  of  history,  trends  in  sociology, 
economics,  philosophy,  and  the  currents  of  world  politics  profoundly 
afi:ect  the  business  organization.  The  manager  must  be  aware  of  what  is 
going  on  and  has  gone  on  in  the  world  around  him.  He  must  recognize 
the  significant  interrelation  between  the  various  institutions  of  our  society. 
He  is  really  the  only  one  who  is  in  a  position  to  interpret  these  things  in 
relation  to  the  goals  of  his  organization.  This  leadership  role  is  forced 
upon  him. 

Society  has  not  made  it  easy  for  the  businessman  to  assume  this  leader- 
ship role.  In  recent  years  particularly,  public  opinion  has  cast  the  man- 
ager in  a  unique  and  at  times  confusing  role.  He  stands  squarely  between 
the  scientist,  on  the  one  hand,  and  the  politician,  on  the  other.  Perhaps 
Figure  4-5  will  clarify  the  manager's  role  in  society. 

The  scientist  is  a  producer  of  knowledge.  In  the  classical  sense,  the 
businessman  is  a  producer  of  wealth— of  goods  and  services.  The  poli- 
tician's role  is  that  of  a  redistributor  of  wealth.  Let  me  further  clarify 
these  statements.  As  a  producer  of  knowledge,  the  scientist  is  concerned 
with  truth  (or  knowledge)  and,  as  such,  is  basically  amoral.  Society  does 
not  expect  him  to  be  concerned  with  the  implications  of  his  discoveries. 
In  fact,  society  rather  resents  the  scientist  who  is  concerned.  At  the  other 
pole,  the  politician  is  essentially  moral.  He  is  expected  by  society  to  be 
concerned  with  people  and  their  problems.  The  businessman,  in  this 
process,  becomes  a  transfer  agent.  Amorally,  he  takes  scientific  knowledge 
and  transfers  it  into  goods  and  services.  At  the  same  time  that  he  is  doing 
this,  however,  he  must  keep  in  mind  the  moral  implications— the  effect 
of  his  actions  on  society.  Therefore  he  is  both  moral  and  amoral.  The 
conflict  and  the  confusion  come  in  society's  attitude  toward  the  business- 
man-transfer agent.  It  is  never  certain  whether  he  is  operating  morally  or 
amorally,  and  hence  his  involvement  or  suspected  involvement,  in  either 
science  or  politics,  is  both  resented  and  restricted. 

This  attitude  on  the  part  of  society  can  be  a  confusing  and  frustrating 
thing  to  the  businessman.  However,  I  believe  that  the  intelligent  man- 
ager will  accept  this  as  a  reality  of  the  social  environment  and  recognize 
the  influence  it  exerts  on  him  as  an  individual  and  on  his  organization.  At 
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the  same  time,  by  recognizing  the  moral  and  amoral  nature  of  many 
problems,  he  may  begin  to  find  it  easier  to  define  problems,  and  hence 
easier  to  solve  them.  There  are  many  problems  where  the  possible  solu- 
tions have  conflicting  moral  and  amoral  implications,  and  merely  identi- 
fying this  fact  is  extremely  helpful  in  resolving  the  proper  course  of 
action. 


SCIENTIST 

Producer  of 

knowledge 


Amoral  - 
concerned  only 
with  truth  (or 
knowledge) 


BUSINESSMAN 
Producer  of  wealth 


Transfer  agent - 
he  produces  wealth 
by  converting  know- 
ledge into  goods 
and  services 

Moral-    Amoral - 
concerned  with 
truth  (knowledge), 
also  effect  of 
knowledge  on 
people 


Redistributor  of 
wealth 


Mora  I - 
concerned  with 
people  and  their 
problems 


Fig.  4-5.  The  manager's  role  in  society. 

Balancing  f^eeds.  Understanding,  considering,  and  interpreting  these 
four  social  spheres-.oc^Xy,  the  organization,  the  xoork  group    and  the 

:^,.-.,./-isV  manager's  job.  He  must  bring  the  clearest  P-^le  unde. 
standing  of  these  spheres  and  their  influences  to  bear  a  the  jtmct  on 
points.  When  the  needs  are  effectively  interpreted  and  ''"""-'^;^;'- 
emerge  as  decisions  or  directions.  I  use  the  term  balancng  as  one  of  the 
important  skills  required  of  the  manager.  Let  me  clarify  this. 

Tn  the  past  fifty  years,  two  fundamental  and  different  management 

methods  have  been  employed.   The   ''--"fi---;,^?-;^'"    4^^.11 
placed  emphasis  on  meeting  the  organization's  needs  foi  efflClenc^   and 
profit.  It  was  concerned  primarily  with  '■things,"  and  this  -Fe--- 
extreme  Following  World  War  II,  management  emphasis  tende^l  to  s.ung 

o  the  other  extreme,  that  of  meeting  the  individual's  needs.  The  sn.ng 
emphasis  on  "human  relations,"  the  developments  m  bnsiness-laboi  legis- 

aTon  testify  to  this.  In  each  instance,  one  emphasis  was  at  the  expense  of 
the  othe     Today  there  are  indications  that  the  pendulum,  luiMUg  s.uug 
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from  one  extreme  (thing-centered)  to  the  other  (people-centered),  will 
begin  to  move  to  a  point  somewhere  between  the  poles  of  scientific  man- 
agement and  the  human-relations  approach.  The  effective  manager  is 
required  to  use  the  best  features  of  both  approaches— and  this  calls  upon 
his  "balancing"  skill  and  his  understanding.  This  is  a  good  example  of 
the  moral-amoral  conflicts  involved  in  many  problems  that  we  mentioned. 
Here  the  moral  approach,  exemplified  by  the  human-relations  aspect, 
must  be  resolved  with  the  amoral,  or  scientific. 

Importance  of  Timing 

No  perspective  view  of  the  manager's  job  could  be  adequate  without 
reference  to  the  critical  importance  of  timing.  It  is  perhaps  the  single 
most  important  factor  that  determines  a  manager's  success.  He  can  bring 
to  his  job  energy,  skills,  insight,  enthusiasm— he  can  formulate  the  best 
plans— but  if  he  is  out  of  phase  in  his  timing,  he  will  fail.  A  dynamic 
organization,  working  toward  the  achievement  of  an  objective,  is  a  deli- 
cate, sensitive  machine.  Its  work  flow  is  like  an  electric  current,  where 
sequence  and  timing  must  be  perfect.  The  manager  must  develop  a 
sensitivity— almost  an  instinct— as  to  when  to  take  action,  how  to  gauge 
people's  feelings  and  actions,  when  and  to  what  extent  to  inject  himself 
into  a  situation.  There  is  no  rule  of  thumb  that  the  manager  can  follow 
to  ensure  proper  timing— no  simple  way  to  develop  sensitivity  to  it.  How- 
ever, through  understanding  the  needs  and  demands  of  the  social  spheres, 
through  developing  his  personal  skills  and  with  the  experience  of  working 
with  his  organization,  the  manager  can  approach  a  sensitive  awareness 
which  will  enable  him  to  get  his  job  done  efi:ectively. 

In  review,  the  manager  is  a  link  between  functions.  He  plays  his  role 
at  the  junction  points  where  functions  of  the  organization  come  together 
and  overlap,  feeding  in  a  broad  understanding  of  the  needs  and  demands 
of  the  individual,  the  work  group,  the  organization,  and  society.  He  must 
understand  these  needs,  balance  them,  and  concern  himself  with  the 
vitally  important  matter  of  timing. 

MANAGING  YOURSELF 

Before  he  can  manage  others  effectively,  the  manager  must  first  become 
skilled  in  managing  himself.  He  must  recognize  that  his  physical  and  psy- 
chological make-up  affects  his  perception  of  every  situation. 

Socrates,  several  thousand  years  ago,  embodied  this  idea  in  his  famous 
words  "Know  thyself."  Since  then  civilized  man  has  been  struggling  with 
the  implications  and  applications  of  this  powerful  concept.  As  managers, 
knowing  ourselves  is  particularly  important  because  our  interpretation  of 
and  reaction  to  things  are  markedly  influenced  by  our  physical  make-up 
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(health,  metabolism)  and  our  psychological  make-up  (feelings,  needs,  atti- 
tudes, experiences).  For  example,  a  person  who  is  color-blind  does  not 
see  certain  things  that  a  person  with  normal  color  vision  sees;  this  is  the 
influence  of  physical  make-up.  Or  a  manager  sees  union  activities  in  a 
different  way  than  does  the  union  steward;  this  is  the  influence  of  job 
responsibility,  or  psychological  make-up.  To  be  effective  as  managers,  we 
must  strive  to  see  things  as  clearly,  as  realistically  as  possible.  \Ve  must  be 
able  to  understand  and  interpret  the  needs  of  the  individual,  the  ^vork 
group,  the  organization,  and  society  on  a  basis  of  reality. 

Let's  examine  some  of  the  ways  the  manager  can  work  toward  the  at- 
tainment of  this  clarity  of  perception,  in  other  words,  how  he  can  become 
effective  at  managing  himself. 

Self-inventory 

It  is  axiomatic  that  in  managing  other  people,  you  must  kno^v  what 
you  have  to  work  with.  This  includes  knowing  their  strengths,  weaknesses, 
skills,  and  abilities.  This  holds  true  in  managing  oneself;  the  manager 
must  have  a  realistic  idea  of  his  own  capacities  and  limitations.  I  am  not 
advocating  psychoanalysis  for  the  manager,  but  a  realistic  self-evaluation 
is  a  healthy  starting  point  for  better  self-management.  As  managers,  we 
should  know  our  skills,  our  physical  condition,  when  we  work  best,  what 
irritates  us,  why  we  like  and  dislike  certain  things  and  people,  and  ho^v 
we  react  in  different  groups.  If  we  are  aware  of  this  need,  it  is  possible 
to  get  a  great  deal  of  help  from  friends  and  associates  in  our  on-going 
situation.  We  may  be  able  objectively  to  test  and  check  out  our  self 

impressions. 

With  an  awareness  of  ourselves,  we  can  understand  others  more  easily. 
At  the  same  time,  we  can  consciously  work  to  overcome  our  limitations 
and  we  can  seek  support  and  help  for  our  actions  in  areas  which  we 
recognize  as  weak.  We  can  better  tolerate  frustration,  and  in  many  cases, 
we  can  filter  out  the  effects  of  our  own  feelings. 

For  example,  I  have  found  that  I  do  my  best  work  in  the  afternoon  and 
evening.  Consequently,  I  have  my  most  important  appointments  scheduled 
for  the  afternoon,  and  I  tackle  the  most  critical  problems  in  the  afternoon 
and  evening.  This  sounds  quite  elementary,  but  in  many  cases  knowing 
yourself  and  your  capabilities  boils  down  to  rather  simple  things. 

Personal  Goals 

When  a  manager  has  a  reasonable  idea  of  his  own  strengths  and  ^veak- 
nesses,  he  knows  the  nature  of  the  material  he  has  to  work  with.  ^Vhat  to 
do  with  the  material  is  the  next  question.  Some  people  live  on  a  seemmglv 
unorganized  day-to-day  basis  with  little  apparent  direction.  HoAsever. 
when  a  realistic  target  or  goal  is  set,  the  direction  becomes  clear  and  the 
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problem  becomes  one  of  implementation.  Thus  it  is  essential  in  self-man- 
agement to  spell  out  targets  or  aspirations  and  attach  target  dates  to  them. 
These  long-  and  short-range  personal  goals  can  then  be  used  as  a  yardstick 
with  which  to  measure  progress.  After  a  short  period  of  time,  it  becomes 
apparent  whether  or  not  the  evaluation  of  personal  limitations  and 
capacities  is  realistic. 

When  setting  personal  goals,  the  manager  will  often  limit  them  to  the 
job.  This,  I  believe,  is  a  mistake.  The  importance  to  the  manager  of 
family,  civic  and  spiritual  activities,  recreation,  and  the  like,  cannot  be 
overstressed.  Personal  goals  should  pertain  to  the  "whole"  man,  not  just 
the  "work  part"  of  the  man. 

Individually,  we  realize  how  difficult  it  is  to  state  a  philosophy  clearly. 
Our  philosophy  of  living  generally  has  many  facets  and  ramifications  and 
is  continually  evolving.  Understanding  of  it  generally  emerges  from  ob- 
serving the  principles  that  guide  it  and  the  objectives  it  is  striving  to 
reach.  However,  every  individual  does  have  his  own  set  of  values  and 
objectives.  Perhaps  they  are  not  clearly  defined,  but  they  exist.  Coming 
to  grips  with  and  clarifying  a  personal  philosophy  is  not  easy— it  is  not 
done  at  one  sitting— but  if  it  is  done,  it  can  be  a  tremendous  source  of 
strength  to  the  manager  and  can  help  him  immeasurably  when  he  faces 
critical  decisions. 

Knowing  yourself  is  the  great  challenge  and  the  first  step.  Using  that 
knowledge  is  the  second  and  vitally  important  step.  Use  it— because  knowl- 
edge is  of  no  value  until  put  into  action.  At  the  same  time,  most  of  us 
find  that  in  action  we  learn  to  know  ourselves  better.  So  the  matter  of 
knowing  yourself  is  a  constantly  evolving,  changing  thing— a  continuing 
challenge. 

Impact  on  Others 

As  a  manager,  it  is  necessary  to  develop  an  awareness  of  the  impact  of 
your  actions  on  others.  People  react  to  a  top  manager  in  two  basic  ways. 
They  react  to  him  as  an  individual,  and  they  react  to  his  power  position 
within  the  organization.  The  latter  reaction  is  invariably  stronger.  By 
virtue  of  the  manager's  position,  people  will  listen  to  him  closely,  will 
be  inclined  to  agree  with  his  views  more  frequently,  will  try  to  win  his 
respect,  and  will  try  to  present  their  better  qualities  and  call  attention 
to  their  accomplishments.  They  will  also  tend  to  hold  back  certain  in- 
formation and  will  often  be  fearful  or  defensive.  These  typical  reactions 
to  the  top  manager's  position  often  limit  the  objectivity  of  the  incoming 
data  he  receives.  In  many  instances,  these  reactions  are  inevitable.  They 
are  facts  of  life.  But  when  a  manager  is  aware  of  them,  he  can  interpret 
data  in  the  light  of  this  awareness,  and  he  can  use  the  data  more  ob- 
jectively. 
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The  manager  should  also  recognize  that  many  personal  actions  and 
attitudes  on  his  part,  which  in  others  might  pass  relatively  unnoticed, 
are  carefully  observed  and  weighed  by  his  subordinates.  Offhand  remarks, 
nonverbal  behavior  such  as  remoteness  or  overinvolvement,  are  matters 
of  great  concern  to  the  people  he  works  with.  The  subordinates  will  often 
find  themselves  asking,  "What  did  he  really  mean  by  that?" 

It  is  easy  to  see  that  the  manager  is  always  "on  the  spot"  in  his  work 
situation.  He  can  react,  and  many  managers  do,  in  one  of  two  basic  wavs. 
He  can  accept  these  reactions  on  the  part  of  people  as  inevitable  and 
unavoidable,  and  he  can  forge  ahead  with  little  concern  for  them.  His 
justification  for  this  attitude  can  be  that  these  are  reactions  inherent  ni 
his  position  and  that  he  cannot  let  them  get  in  his  way  as  he  attempts 
to  do  his  job.  Or  he  can  become  overly  concerned.  He  can  compensate, 
consider  all  his  actions  carefully  and  cautiously,  and,  in  effect,  become 
quite  an  artificial  person  in  his  dealings  with  others.  I  believe  that  neither 
of  these  attitudes  constitutes  his  proper  course  of  action.  He  should  be 
aware  of  the  impact  of  his  actions  on  others  and  should  strive  to  overcome 
the  kinds  of  behavior  which  his  experience  shows  have  caused  problems 
in  his  relations  with  people.  And  yet,  when  the  moment  of  truth  arrives, 
he  must  act  with  courage  and  conviction  in  the  manner  which  he  kno^vs, 
within  himself,  to  be  right.  One  of  the  most  recurring,  and  at  times  most 
valid,  criticisms  of  the  human-relations  approach  is  that  it  can  tend  to 
compromise  conviction,  to  water  down  courage.  The  best  of  human-rela- 
tions theory  leads  to  awareness,  and  awareness  leads  to  an  understanding 
which  helps  the  manager  to  be  his  own  man. 

Maintaining  Physical  and  Emotional  Health 

As  an  individual  ascends  the  ladder  of  management  responsibilitv.  pav. 
prestige,  and  the  other  trappings  and  rewards  of  management  increase. 
With  these  symbols,  the  manager  has  also  earned  greater  freedom  m  the 
use  of  his  time;  or  to  put  it  another  way,  he  has  less  specific  direction.  At 
the  same  time,  greater  strains  are  placed  upon  the  manager's  phvsical  and 
emotional  health;  greater  demands  are  made  upon  him.  In  order  to  plav 
his  role  effectively,  it  is  mandatory  for  him  to  maintain  his  physical  and 
emotional  health.  He  has  a  real  responsibility  to  do  this-a  responsibilitv 
not  only  to  himself  and  to  his  family,  but  to  his  organization  and  to 

society. 

Let's  examine  some  of  these  management  pressures  and  some  possible 

ways  of  dealing  with  them. 

Perhaps  the  most  important  problem  facing  the  manager  is  the  tre- 
mendous demand  upon  his  time.  There  seems  to  be  a  series  of  lavers  ot 
demands.  One  is  within  the  organization  itself.  The  manager  is  called 
upon  to  speak  to,  meet  with,  and  deal  with  many,  many  people  each  day. 
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He  is  overwhelmed  with  problems  great  and  small  which  require  or  seem 
to  require  his  attention  and  his  time.  Merely  reading  reports  and  corre- 
spondence could  take  up  all  his  time  if  he  permitted  it  to  do  so.  This 
situation  can  be  complicated  if  the  top  manager  has  not  been  able  to 
shake  the  habits  he  has  learned  while  coming  through  the  management 
ranks.  With  the  increase  in  responsibility,  it  is  virtually  impossible  for 
him  to  deal  with  details  as  he  has  in  the  past.  The  manager  who  tries 
invariably  ends  up  frustrated,  overworked,  and  failing  in  his  job. 

At  another  level,  there  are  time  demands  somewhat  above  the  routine 
operations  of  the  organization.  There  are  pressures  on  the  manager  to 
read  voluminous  quantities  of  management  literature.  The  conscientious 
manager  feels  strong  obligations  to  keep  abreast  of  management  theory, 
economic  trends,  and  technical  developments.  The  manager  is  also  the 
premier  social  representative  of  his  organization.  As  such,  he  is  expected 
to  speak  with,  play  golf  with,  drink  cocktails  with,  and  generally  spend 
time  with  many  outside  people  who  are  important  to  the  organization. 

At  still  another  level,  there  are  community  demands.  At  the  local,  state, 
and  even  national  levels,  the  top  manager  is  often  bombarded  with  re- 
quests to  speak,  to  prepare  articles,  and  to  engage  in  fund  raising,  political 
activity,  and  civic  projects. 

Facing  these  pressures,  the  manager  realizes  that  it  is  not  humanly 
possible  for  him  to  satisfy  all  these  time  demands.  Time  is  his  most  perish- 
able asset,  so  he  must  use  discretion— he  must  be  selective  about  the  use 
of  his  time.  I  am  sure  there  is  no  rule  of  thumb  as  to  how  a  manager 
resolves  this  situation.  It  becomes  a  very  personal  matter.  However,  I 
have  established  a  criterion  which  seems  to  work  for  me,  personally.  I  try 
to  evaluate  these  demands  in  light  of  the  question,  "Is  this  a  place  where 
I  can  make  a  significant  difference?"  When  judged  by  this  standard,  my 
own  problems  become  less  complicated.  I  am  able  to  delegate  many  oper- 
ational details,  personal  contacts,  and  social  obligations.  I  am  able  to 
arrange  for  a  great  deal  of  the  management  literature,  reports,  and 
correspondence  to  be  screened  for  me.  I  am  able  to  turn  down,  in  good 
conscience,  many  of  the  speaking,  writing,  and  fund-raising  requests.  The 
criterion  is  always  "Where  can  I  make  a  difference?" 

There  is  another  dimension  to  the  maintenance  of  physical  and  emo- 
tional health.  After  blocking  out  the  amount  of  time  he  is  willing  and 
able  to  devote  to  the  organization  and  the  community,  the  wise  manager 
will  provide  a  certain  amount  of  time  for  himself— a  certain  amount  of 
"free"  time.  The  manner  in  which  he  uses  this  time  can  be  vitally  im- 
portant. Used  properly,  it  can  serve  to  recharge  his  "battery,"  or  renew 
his  energy  supply.  It  can  also  be  used  to  reorient  his  perspective  and  en- 
able him  to  bring  back  to  the  organization  the  drive  and  enthusiasm  so 
critically  needed  in  his  job.  When  considering  the  use  of  this  free  time, 
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we  might  think  o£  it  as  time  for  recreation-a  word  which  seems  to  have 
taken  on  some  new  connotations  in  our  present-day  society.  I  beheve  it 
is  important  to  reexamine  the  word  and  its  true  meaning.  AVhen  we  thmk 
of  it  as  recreating-a  refreshment  of  strength  and  spirits  after  toil-we 
begin  to  obtain  a  better  perspective.  Whether  this  means  sitting  in  iso- 
lation and  smoking  a  pipe  or  taking  the  family  on  an  outing  is  really 
insignificant.  Battery  charging  is  a  very  personal  thing. 

Learning  How  to  Learn 

This  is  perhaps  the  most  puzzling  and  most  elusive  of  the  self-manage- 
ment skills.  We  have  all  been  told  at  one  time  or  another  that  the  purpose 
of  formal  education  is  not  so  much  to  impart  knowledge  as  it  is  to  teach 
us  "how  to  learn."  Learning  how  to  learn  is  a  challenge  that  is  with  all 
of  us  long  after  we  have  left  the  formal  institutions  of  learning.  It  is  a 
particularly  vital  problem  to  the  manager  whose  position  and  responsibil- 
ities constantly  demand  the  development  of  new  skills  and  techniques, 
the  mastery  of  new  fields  of  knowledge. 

I  have  personally  found  no  short  cut  to  effective  learning.  I  don  t  kno^s- 
if  there  is  one.  However,  I  have  found  that  each  learning  experience  as  it 
comes  along,  and  as  I  work  on  it,  tends  to  help  me  develop  a  self-disciplme 
and  an  attitude  which  are  invariably  helpful  in  the  next  learning  experi- 
ence Right  now  I  am  at  a  point  where  I  actively  seek  out  ne.v  areas  of 
learning,  areas  which  in  many  cases  are  far  afield  from  organization 
problems.  This  not  only  supports  some  of  my  own  "battery  charging 
requirements,  but  I  believe  is  helpful  training  for  learning  experiences  m 
fields  more  related  to  business  problems.  For  example,  I  have  been  quite 
interested  in  sailing  for  a  number  of  years.  Recently,  I  decided  to  attempt 
to  master  celestial  navigation.  It  was  not  an  easy  thing  for  me  to  do.  but 
I  feel  that  the  self-discipline  I  was  forced  to  impose  on  myself  as  I 
struggled  through  the  textbooks  was  a  very  healthy  and  potentially  valu- 
able thing.  .  Ill 

Learning  experiences  in  fields  far  removed  from  business  are  valuable 
in  that  they  help  toward  a  real  understanding  of  the  great  interrelation 
between  the  various  fields  of  human  knowledge.  They  tend  to  help  the 
manager  maintain  and  further  develop  an  awareness  of  the  influence  ot 
the  different  spheres  of  society  on  himself  and  his  organization. 

There  is  another  advantage  to  ranging  far  afield  as  we  attempt  to  mas- 
ter a  subject.  We  have  an  opportunity  to  "learn  in  depth,"  to  learn  b\ 
ourselves.  As  managers  we  have  relatively  few  opportunities  to  do  this. 
Within  our  organizations,  we  seldom  have  the  time  to  learn  in  depth. 
The  ready  availability  of  experts  and  various  resources  tends  to  keep  most 
of  our  learning  on  the  horizontal  plane.  Our  ability  to  learn  m  depth 
becomes  rusty,  and  this  tends  to  deter  us  from  investigating  and  learning 
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in  new  fields.  This,  we  have  said,  is  a  vitally  important  obligation  of  the 
manager.  This  skill,  this  ability  to  learn  in  depth,  is  a  valuable  thing- 
something  we  cannot  afford  to  lose.  Therefore  our  ventures  into  new  fields 
of  knowledge  far  removed  from  business  can  help  us  maintain  the  depth- 
learning  skill— can  help  keep  us  sharp. 

I  believe  that  the  man  who  is  constantly  trying  to  understand  more 
about  the  total  social  scene,  the  man  who  seeks  out  challenges  in  new 
fields  of  knowledge,  the  person  with  intellectual  curiosity,  will  have  no 
problems  with  emotional  health.  He  will  be  in  touch  with  reality. 

In  review,  learning  the  skill  of  managing  oneself  is  a  prerequisite  for 
effectively  managing  others  in  an  on-going  situation.  It  involves  getting 
better  acquainted  with  yourself;  defining,  as  best  you  can,  your  personal 
goals,  principles,  and  objectives;  becoming  aware  of  the  impact  of  your 
actions  and  position  on  others;  learning  how  to  maintain  your  physical 
and  emotional  health;  and  learning  "how  to  learn." 

PRINCIPLES 

I  have  spent  a  great  deal  of  time  discussing  the  nature  of  the  manager's 
job  and  the  matter  of  self-management.  This  may,  at  times,  have  seemed 
somewhat  alien  to  the  "art  of  managing."  I  sincerely  believe,  however, 
that  only  when  a  manager  has  positioned  himself  in  our  total  society  and 
in  his  organization— only  after  he  has  considered  the  challenge  of  self- 
management— can  he  go  about  establishing  the  kinds  of  methods  and 
attitudes  within  the  organization  which  will  produce  results.  Only  with 
this  understanding  can  he  effectively  approach  the  specific  problems  of 
managing. 

.  In  the  following  pages,  I  have  tried  to  outline  some  of  the  principles 
which  have  become  meaningful  to  our  company.  Over  the  years,  these 
principles  have  been  the  foundation  of  our  management  philosophy  and 
have  been  employed  in  many  diverse  ways  in  our  operations.  In  addition, 
I  have  attempted  to  illustrate  the  application  of  these  principles  in  a 
number  of  situations  which  are  common  to  business  in  general. 

People  Support  What  They  Help  Create 

Far  and  away  the  most  powerful  concept  in  our  management  philosophy 
is  the  idea  that  people  support  what  they  help  create.  Obviously,  an 
organization's  objectives  must  be  achieved  through  people.  Research  in 
the  social  sciences,  coupled  with  business  experience,  indicates  that  when 
people  are  involved  in  creating  (for  example,  objective  setting  or  problem 
solving),  they  are  not  only  motivated  but  better  qualified  to  help  imple- 
ment, through  action,  what  they  have  helped  create.  In  our  own  organ- 
ization, we  have  found  that  involving  the  people  who  will  carry  out  the 
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assignments  leads  to  more  realistic  definitions  of  tasks  and  more  effective 
implementation,  or  "getting  the  job  done." 

The  application  of  this  principle  tends  to  create  in  people  a  greater 
interdependence  and  maturity-helps  unleash  their  full  creative  poten- 
tial. Also,  if  a  block  arises  requiring  a  change  in  plans,  people  are  more 
flexible.  They  can  overcome  these  obstacles  and  proceed  with  the  task 
because  they  have  been  involved  in  the  decision-making  process.  As  a 
result,  they  have  developed  a  framework  of  understanding.  The  under- 
standing enables  them  to  substitute  an  alternative  course  and  proceed 

with  action. 

In  this  process  of  involvement,  many  of  the  individual's  social  and  per- 
sonality needs  are  met,  while  at  the  same  time  he  is  contributing  to  the 
objectives  of  the  organization.  People's  social  needs,  you  will  recall,  in- 
clude needs  for  belonging,  association,  and  acceptance.  These  can  be  met, 
at  least  in  part,  by  the  dynamic  meeting  process  of  participative  problem 
solving.  The  higher-order  ''self  needs"  include  needs  for  self-confidence, 
independence,  achievement,  competence,  recognition,  respect,  and  ap- 
preciation. The  creative  process  hinges  primarily  upon  meeting  these 
needs,  because  only  when  they  are  reasonably  well  met  can  the  individual 
break  out  of  his  box  and  free  himself  to  be  really  creative.  AVhen  a  person 
is  involved,  when  his  opinions  are  asked  for,  he  finds  that  he  becomes 
significant  in  decisions.  Also,  when  his  opinions  are  valued,  he  feels  a 
degree  of  responsibility.  He  is  part  of  the  decision. 

The  Continuum  of  Participation.  The  application  of  the  principle  that 
people  support  what  they  help  create  can  be  a  dynamic  influence  withm 
an  organization,  provided  that  the  principle  is  understood  and  applied 
intelligently.  I  say  that  it  must  be  applied  intelligently  because  there  is 
a  real  trap  here.  Only  the  people  affected  by  a  decision  or  problem  should 
be  involved.  Our  own  experience  at  Ansul  has  indicated  that  involving 
people  in  tasks  or  problems  that  do  not  affect  them  can  be  frustrating  and 
in  some  cases  disastrous.  The  manager  must  carefully  examme  and  recog- 
nize the  problems  which  center  around  the  continuum  of  involvement  or 
participation.  There  are  some  situations  that  the  manager  must  handle 
alone  There  are  others  where  he  must  involve  other  people  m  varying 
degrees  Finally,  there  are  problems  that  he  will  turn  over  entirely  to 
other  people,  and  thereafter  he  will  accept  their  decisions.  This  concept 
is  presented  graphically  in  Figure  4-6.  Selecting  the  appropriate  degi^e 
of  involvement  is  of  critical  importance.  This  can  be  determmed  bv 
weighing  the  nature  of  the  situation,  the  number  of  people  involved,  and 
the  possible  consequences. 

In  any  case,  the  manager  should  recognize  that  by  involving  other 
people,  by  participating  with  them  in  decision  making  and  problem 
solving,  he  is  not  abdicating  his  responsibility.  He  is  at  all  times  respon- 
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On  any  given  problem,  the  manager  may  say  to  his  subordinates: 
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Fig.  4-6.  Graphic  representation  of  the  degree  of  participation  of  the  subordinate. 

sible  for  the  soundness  of  the  decisions  made  and  the  goals  set  by  sub- 
ordinates. 

The  foregoing  discussion  is  in  support  of  the  idea  that  the  manager 
who  manages  least,  manages  best— a  bold  paradox  which  makes  sense 
when  the  top  manager's  real  function  is  examined.  We  have  said  that  the 
manager's  role  is  to  translate  needs  and  demands  into  action.  When  in- 
coming needs  and  demands  are  kept  in  harmonious  balance,  and  when 
people  within  the  organization  have  an  emotional  investment  in  the 
implementing  of  objectives,  the  manager  is  freed  of  many  supervisory 
responsibilities.  He  can  concentrate  on  interpreting  data  and  setting 
broader  and  longer-range  objectives.  His  job  in  this  context  then  becomes 
one  of  instilling  in  his  people  an  emotional  investment,  the  desire  to 
implement  successfully  the  organization's  objectives. 

Decisions  Should  Be  Made  at  the  Lowest  Possible  Level 

A  corollary  to  the  principle  that  people  support  what  they  help  create 
is  the  idea  that  decisions  should  be  made  at  the  lowest  possible  level.  In 
most  organizations,  too  many  decisions  are  made  at  the  top.  This  happens 
because  of  our  present-day  formal  organizational  concepts.  It  happens 
because  of  the  manager's  tendency  to  become  overinvolved  in  the  nuts 
and  bolts  of  organization  functions.  A  decision  made  at  the  top  often  is 
made  without  the  full  utilization  of  valuable  human  resources.  It  is  often 
made  in  the  absence  of  pertinent  data  which  should  be  applied  at  the 
decision  point.  Effective  decision  making  or  problem  solving  can  be  done 
at  a  lower  level  than  is  generally  recognized  and  accepted.  Top  managers 
should  consider  the  possibility  of  having  decisions  made  as  low  as  possible 
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^N-ithin  the  hierarchv.  Obviouslv,  the  decisions  must  be  consistent  ^vith 
the  needs  of  the  organization. 

^Vhen  the  manager  faces  the  problem  of  where  to  establish  the  point  of 
decision,  he  might  use  the  following  criteria  to  guide  him: 

1.  Corporate  philosophy 

2.  Feasibility 

3.  Implications 

4.  Timing 

If  the  decision  does  not  require  the  manager's  interpretation  of  the  above 
four  criteria,  it  can  be  made  at  a  lower  level.  It  is  surprising  how  mam- 
decisions  can  be  moved  do^vn^vard  Avithin  the  organizational  hierarchv. 
Applving  this  principle  can  have  many  salutary  effects: 

1.  It  trains  and  develops  people  in  the  decision-making  process. 

2.  It  frees  management  from  involvement  in  decisions  ^s'hich  can  be 
better  made  at  another  level.  It  gives  the  manager  time  to  concentrate  on 
more  difficult  and  longer-range  problems. 

There  is  a  trap  in  this  principle,  too.  It  is  mandatorv  that  management 
does  not  let  people  get  the  idea  that  thev  must  be  involved  in  everv 
decision.  In  applving  the  principle  of  pushing  decisions  doAsm  to  the 
lowest  possible  level,  die  manager  ^vill  find  that  his  success  depends  upon 
intelligentlv  understanding  the  criteria  ^vhich  affect  decisions.  In  our 
own  experience  at  Ansul,  ^VG  have  had  managers,  engineers,  and  profes- 
sional people  ^vho  ^vere  verv  disturbed  because  thev  ^s-ere  involved  in 
some  problem-solving  processes  and  not  in  others.  ^Vhen  this  has  occurred. 
we  have  dealt  ^v'ith  it  bv  clarifving  the  criteria  affecting  decisions. 

Creative  Approach  to  Problem  Solving.  In  the  final  analvsis.  the  man- 
ager's job  comes  do^vn  to  solving  problems-making  decisions-even  if  his 
onlv  decision  is  to  allow  someone  else  to  make  the  decision.  No  amount 
of  self-awareness,  understanding  of  society,  participation,  or  the  mam- 
other  things  Ave  have  discussed  previouslv  are  of  value  if  a  decision  is  not 
made  and  made  at  the  right  time. 

Hence,  a  manager  must  concern  himself  Avith  problem  solving  and 
decision  making  and  the  manner  in  Avhich  thev  are  approached  in  his 
organization. 

I  believe  that  the  scientific  approach  to  problem  solving  is  a  good 
starting  point  in  discussing  this  subject.  In  the  technical  world,  this 
"scientific  approach"  is  Avell  knoAvn.  There  are  five  steps:  (1)  the  problem 
is  identified;  (2)  data  are  gathered:  (3)  solutions  are  advanced:  (4)  a  choice 
or  decision  is  made;  and^  (5)  the  decision  is  implemented.  A  sixth  step, 
in  some  cases,  provides  for  evaluation  of  results  at  a  certain  point  or 

points. 

Although  universallv  employed  and  acclaimed  in  the  technical  fields, 
this  method  is  not  ahvays  used  or  even  thought  of  in  approaching  human- 
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relations  problems.  Personally,  I  have  found  it  an  excellent  approach  in 
dealing  with  "people  problems." 

Accepting  this  basic  problem-solving  framework,  people  called  upon 
to  solve  a  porblem  will  identify  it  and  gather  data.  The  greatest  challenge 
to  creativity  comes  in  advancing  solutions  and  making  decisions.  At  this 
point,  we  in  our  organization  have  found  two  principles  which  when 
employed  seem  to  produce  positive  results.  The  first  is  the  idea  that  man- 
agement must  be  creative  rather  than  adaptive. 

Creating  rather  than  adapting  is  a  thought-provoking  challenge  when 
examined  in  relation  to  the  solution  of  "people  problems."  When  we  stop 
to  consider  that  all  people  problems  are  different  simply  because  all 
people  are  different,  we  can  understand  why  a  solution  that  worked  yes- 
terday may  not  necessarily  work  today.  When  a  manager  is  called  upon 
to  solve  a  problem,  he  is,  in  fact,  being  called  upon  to  think.  He  is  being 
asked  to  create  rather  than  just  imitate.  He  is  being  asked  to  work  out  a 
solution  of  his  own,  not  to  follow  a  pattern  worked  out  by  someone  else. 

If  a  manager  allows  himself  and  his  organization  to  adapt  and  imitate, 
he  may  be  able  to  move  along  and  keep  pace  with  the  economic  and  social 
streams.  But  there  are  tides  in  these  streams,  and  he  will  not  only  rise 
with  them,  but  will  also  fall  with  them.  He  has  in  effect  lost  control  of 
his  own  and  his  organization's  destiny.  If  he  recognizes  that  he,  his  or- 
ganization, and  his  problems  are  different,  and  if  he  is  not  willing  to 
fall  with  the  tides,  he  will  strive  for  creativity.  He  will  evaluate  every 
problem  solution  in  the  light  of  creativity  or  adaptability. 

There  are  in  our  society  people  whose  major  function  is  the  mainte- 
nance of  the  institutions  of  society.  We  could  call  them  "social  oilers." 
They  are  primarily  interested  in  seeing  that  things  proceed  smoothly  in 
the  direction  set.  They  maintain  and  improve,  but  do  not  innovate.  There 
are  also  in  our  society  creative  people.  Society  obviously  has  a  real  need 
for  "social  oilers,"  and  business  has  a  need  for  managers  of  the  "social- 
oiler"  temperament.  However,  I  believe  that  it  has  a  much  greater  need 
for  creativity.  Earlier,  I  mentioned  the  sharp  focus  of  public  attention  on 
the  institution  of  business.  It  requires  no  crystal  ball  to  see  that  under  the 
impact  of  a  mushrooming  population  and  startling  technological  develop- 
ments, the  years  ahead  will  be  fraught  with  social  and  economic  change. 
I  believe  that  business  will  be,  in  fact  is,  called  upon  to  take  the  lead  in 
producing  creative  solutions  to  these  tremendous  problems.  As  managers, 
we  have  more  than  an  ideological  responsibility;  we  have  a  practical 
survival  need  confronting  us.  We  must  be  creative  rather  than  adaptive. 

Use  Resources  Effectively 

Regardless  of  organizational  levels,  those  resources  necessary  to  solve 
any  problem  should  be  utilized.  This  is  the  second  principle  we  apply  in 
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problem  solving,  and  it  sounds  simple  and  obvious  enough.  However, 
resources-the  best  resources-are  often  found  in  strange  places. 

Information  vital  to  problem  solving  is  not  always  in  the  possession 
of  top  management,  or  middle  management,  or  even  in  the  organization. 
In  most  instances,  the  man  who  knows  the  most  about  a  particular  job- 
the  expert-is  the  man  who  is  actually  doing  the  job.  In  addition,  the 
expert  is  usually  the  man  who  ends  up  carrying  out  the  new  task  or 
implementing  the  decision.  Here,  we  end  up  back  at  the  principle  that 
people  support  what  they  help  create. 

The  manager  must  create  an  atmosphere  where  resources  are  employed. 
He  must  constantly  encourage  people  to  obtain  information  and  help 
from  others,  regardless  of  hierarchal  levels,  who  can  contribute  to  the 
problem  solution.  Perhaps  the  best  way  he  can  create  this  atmosphere  is 
to  start  with  himself.  He  must  evaluate  the  problems  he  is  called  upon  to 
solve  and  then  consider  what  resources  he  can  bring  in  to  contribute  in- 
formation, experience,  and  creativity. 

In  small  and  medium-sized  organizations,  it  is  often  not  economical 
to  maintain  certain  kinds  of  experts  on  the  full-time  payroll.  However, 
this  does  not  alleviate  the  need  for  some  of  these  expert  staff  services  in 
problem  solving.  At  Ansul  we  have  used  outside  resources  on  job  evalua- 
tion, training  problems,  engineering  problems,  and  management  prob- 
lems. We  have  learned  that  besides  providing  vitally  needed  technical 
views  and  information,  these  resources  have  been  valuable  indirectlv  as 
sources  for  new  ideas  in  other  areas.  They  have  often  contributed  more 
objective  views  of  our  organization  and  our  operations,  and  they  have 
been  instrumental  in  developing  our  own  managers. 

APPLYING  THE  PRINCIPLES 

We  have  attempted  to  apply  the  afore-mentioned  principles  creativelv 
to  a  variety  of  situations  within  our  own  organization.  As  problems  have 
arisen  in  diverse  areas,  we  have  evaluated  them  in  light  of  these  questions: 
Have  we  brought  the  proper  resources  to  bear  on  the  problem?  Have  ^ve 
brought  the  decision  down  to  the  lowest  possible  level?  Are  we  being 
creative  rather  than  adaptive?  And  finally,  have  we  kept  in  mind  the 
underlying  principle  that  people  support  what  they  help  create?  In  applv- 
ing  these  principles,  we  have  in  most  cases  seen  startling  and  positive 
results. 

Setting  Objectives 

Setting  objectives  for  an  organization  is  a  logical  and  increasinglv 
widely  accepted  management  technique.  Stated  and  specific  objectives  for 
the  total  organization,  its  divisions,  departments,  sections,  and  individual 
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managers,  are  a  practical  way  of  assuring  unity  of  purpose  and  providing 
a  means  by  which  to  measure  performance. 

We  asked  ourselves  what  implications  the  foregoing  principles  had  on 
the  problem  of  objective  setting— and  came  up  with  some  interesting 
answers.  In  the  first  place,  there  is  often  an  inclination  on  the  part  of 
management  to  set  objectives  for  the  organization  and  its  various  func- 
tions arbitrarily.  But  this  approach  is  contrary  to  the  idea  of  involvement 
or  participation.  It  does  not  make  use  of  many  valuable  resources  and  is 
essentially  an  adaptive,  rather  than  a  creative,  solution  to  the  problem. 

We  have  tried  to  bring  the  setting  of  objectives  down  to  the  level  of  the 
people  who  are  really  involved  in  meeting  the  objectives.  Top  manage- 
ment must  set  broad  objectives  for  the  organization  in  the  areas  of  profit, 
human-relations  attitudes,  and  the  like.  Starting  with  these  general  cor- 
porate goals,  individual  managers  are  asked  to  create  their  own  objectives. 
They  are  given  freedom  to  create,  elaborate,  and  build  the  objectives  for 
their  particular  departments.  They  are  asked  to  become  involved.  The 
objectives  are  built  from  the  bottom,  and  when  they  finally  reach  the 
top,  they  often  take  a  different  form  than  management  might  normally 
expect. 

Because  people  are  involved  in  setting  goals,  they  seem  to  evidence 
more  enthusiasm  and  creativity  in  meeting  those  goals.  Because  they  are 
the  experts  on  their  own  particular  operations,  the  goals  tend  to  be  more 
realistic.  In  the  years  since  we  started  this  approach,  the  results  have  been 
excellent.  We  have  come  amazingly  close  to  meeting  our  objectives.  Where 
we  might  have  fallen  short,  the  contributing  factors  have  been  more 
easily  spotlighted  and  rectified. 

Foreman  Selection 

Selecting  a  foreman  is  a  common  and  seemingly  mundane  problem  in 
industry.  But  when  we  stop  to  consider  the  importance  of  the  foreman, 
the  fact  that  he  is  the  vital  link  between  management  and  production 
workers,  the  importance  of  selecting  the  right  man  becomes  critical.  More 
often  than  not,  the  man  who  gets  the  job  (i)  has  seniority,  (2)  is  the  boss's 
pet,  or  (3)  is  the  department's  best  producer.  None  of  these  attributes 
particularly  qualifies  a  man  to  be  a  good  foreman. 

So,  in  light  of  our  management  principles,  how  do  we  approach  the 
problem  of  foreman  selection?  In  the  first  place,  with  management  doing 
the  selecting  alone,  we  were  obviously  bypassing  some  valuable  resources. 
Management  certainly  has  a  stake  in  the  problem  and  has  to  be  involved. 
However,  the  people  working  for  the  foreman  have  a  big  stake  too,  so 
we  felt  they  had  to  be  involved.  In  addition,  other  foremen  had  a  great 
deal  of  information  and  experience  to  contribute,  so  we  felt  that  all 
these  resources  must  be  brought  into   the   problem.   There  is   another 
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factor,  that  people  support  what  they  help  create.  Because  the  foreman's 
success  is  so  dependent  upon  the  enthusiasm,  motivation,  and  cooperation 
of  the  people  he  supervises,  the  latter  certainly  should  have  some  voice  in 

selection. 

With  this  background,  we  employed  a  technique  developed  by  the  Air 
Force  and  used  to  select  bomber  crew  chiefs.  We  asked  all  hourly  workers 
to  help  us  in  developing  a  set  of  criteria  for  foremen.  AVe  also  asked  other 
foremen  in  the  company  to  do  this.  At  the  same  time,  management  pre- 
pared a  list  of  qualities  it  considered  important.  Meeting  together,  man- 
agement, other  foremen,  and  representatives  of  the  hourly  employees 
consolidated  these  lists  and  came  up  with  agreed  criteria  for  the  foreman's 

job.  , 

The  next  step  was  to  ask  the  hourly  employees  to  suggest,  from  among 
their  fellow  workers,  people  who  best  met  the  agreed-upon  criteria.  The 
results  were  surprising!  In  light  of  the  qualifications  required,  manv 
people  immediately  eliminated  themselves.  There  were  cases  where  one 
man's  name  was  consistently  suggested;  in  some  cases  it  was  a  man  whom 
management  had  never  considered  as  foreman  material.  In  the  years  smce 
this  system  has  been  employed,  where  vacancies  have  occurred,  manage- 
ment has  reserved  the  right  to  make  the  final  selections.  In  every  case  to 
date,  however,  the  man  selected  has  been  a  prominent  choice  of  his 
fellow  workers.  More  important,  the  men  selected  under  this  svstem  have 
without  exception  turned  out  to  be  excellent  foremen.  Their  departments 
have  been  characterized  by  high  morale  and  outstanding  productivitv. 

In  this  case,  we  used  the  necessary  resources  and  created  a  situation 
where  the  people  affected  were  involved  in  the  problem  and  its  solution. 
People  support  what  they  help  create. 

Cost  Concern 

Management  obviously  has  a  continuing  obligation  to  control  costs: 
and  costs  in  our  organization,  and  in  every  other  organization  that  I  have 
ever  heard  of,  have  a  way  of  getting  out  of  line  periodically. 

What  are  the  implications  of  these  principles  in  searching  for  ^savs  to 
control  costs?  When  management  launches  a  cost-reduction  program,  the 
approach  is  often  arbitrary  and  essentially  adaptive.  Selected  items  are 
eliminated  until  the  necessary  savings  are  theoretically  provided  for.  Or 
perhaps  there  is  an  arbitrary  percentage  cut  of  all  budgets.  In  both  cases. 
the  people  who  make  the  difference-those  who  actually  spend  the  moncv 
-are  not  involved  in  the  decisions.  The  best  resources,  the  people  who 
know  how  and  where  the  money  is  spent,  are  not  employed  in  arriving 

at  the  decision. 

The  application  of  our  management  principles  has  led  to  the  develop- 
ment of  another  approach-co^i  concern. 


THE  ART  OF  MANAGING  115 

Our  first  move  was  to  call  together  a  group  of  forty  key  managers  and 
department  heads.  These  people  were  the  ones  actually  spending  the 
money.  We  explained  the  problem  to  them,  opened  the  books,  and  showed 
them  our  financial  position.  We  pointed  out  that  under  present  condi- 
tions we  were  not  meeting  our  profit  objectives.  We  asked  them  to  share 
this  problem,  to  help  us  cope  with  the  situation. 

This  cost-concern  group  discussed  the  problem  at  length  and  advanced 
a  number  of  suggestions.  Out  of  the  group,  a  smaller  committee  was  ap- 
pointed to  put  these  suggestions  into  workable  form.  We  started  coming 
up  with  policies  and  procedures  on  a  variety  of  matters.  Long-distance 
phone  bills  were  out  of  line,  they  decided,  so  they  established  a  system 
whereby  every  person  placing  a  long-distance  call  would  receive  a  report 
from  the  switchboard  after  each  call,  listing  the  charges.  Travel  was  an- 
other area  of  concern;  they  developed  travel  policies  which  provided  for 
the  elimination  of  extra-fare  transportation,  maximum-rate  hotel  accom- 
modations, and  the  like. 

Now,  actually,  the  money  saved  by  these  measures  represented  a  rela- 
tively small  sum.  However,  the  important  point  is  that  an  atmosphere  of 
cost  concern  was  created.  An  attitude  was  adopted  which  began  to  pay  off 
in  more  important  ways.  Managers  considered  carefully  before  spending 
money,  and  all  manner  of  savings  began  to  show  up  throughout  the 
organization.  This  did  not  happen  overnight.  It  took  aproximately  four 
months  for  this  attitude  to  penetrate  through  the  organization  and  begin 
to  take  effect.  However,  at  this  point  the  upward  trend  of  costs  was 
reversed,  and  the  cost  curve  gradually  started  down.  Since  then,  with  only 
a  few  periodic  exceptions,  our  costs  have  been  under  reasonable  control. 

Again,  the  use  of  resources  was  a  significant  factor.  The  people  who 
knew  where  the  money  was  being  spent  and  how  were  the  ones  who  had 
to  be  involved  in  solving  the  problem.  The  decisions  on  costs  were  made 
at  the  lowest  possible  level— by  those  who  spent  the  money.  And  finally, 
the  most  powerful  concept  of  all  was  at  work— people  support  what  they 
help  create. 


SUMMARY 

There  have  been  many  instances  where  the  foregoing  principles  have 
been  applied  in  our  organization  and  have  produced  positive  results.  We 
have  been  guided  by  them  in  the  organization  of  our  packaging  and  ad- 
vertising functions.  We  have  developed  procedures  based  on  these  prin- 
ciples to  handle  product  planning,  sales  forecasting,  marketing  strategy, 
and  many  other  functions.  We  fully  expect  that  there  will  be  many  other 
applications  for  them  as  we  face  the  challenging  problems  that  lie  ahead 
of  us. 
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We  firmly  believe  in  the  idea  of  bringing  resources-from  within  or  out- 
side the  organization-to  the  solution  of  a  problem;  the  idea  of  decision 
making  at  the  lowest  possible  level;  the  stimulating  concept  of  creativity 
rather  than  adaptability.  Underlying  it  all  is  what  we  believe  to  be  a 
basic  principle  that  people  support  what  they  help  create. 

We  believe  that  the  ideas  themselves  have  degrees  of  universalitv.  The 
manner  in  which  they  are  applied  in  any  organization  will  vary.  It  is  for 
this  reason  that  I  have  intentionally  avoided  spelling  out  in  detail  some 
of  the  programs  and  methods  we  have  developed. 

We  managers  are  faced  with  the  continual  job  of  getting  results.  In 
working  toward  these  aims,  I  believe  we  must  spend  more  time: 

Obtaining  a  clearer  perspective  of  our  role  as  managers,  both  in  our 
company  and  in  our  society 

Increasing  our  ability  to  understand  ourselves 
Accomplishing  results  with  and  through  people,  we  gain  strength  and 
understanding  from  the  guiding  principle  that  people  support  what  they 
help  create. 


Henning  W.  Prentis,  Jr. 

FORMER  CHAIRMAN  OF  THE  BOARD 
ARMSTRONG  CORK  COMPANY 
LANCASTER,   PENNSYLVANIA 


On  Oct.  29,  1959,  not  long  after  writing  his 
contribution  to  this  Handbook,  Henning  W. 
Prentis,  Jr.,  died  at  his  home  in  Lancaster, 
Pennsylvania.  He  was  seventy-five  years  old. 
With  his  death  the  business  community  and 
the  nation  as  a  whole  lost  a  truly  outstand- 
ing leader. 

Henning  Webb  Prentis,  Jr.,  was  born  in  St.  Louis,  Missouri,  on  July 
II,  1884.  He  attended  public  schools  there  and  then  entered  the  Uni- 
versity of  Missouri.  After  obtaining  his  B.A.  degree,  he  served  as  sec- 
retary to  the  president  of  the  University  of  Missouri  from  10,03  until 
190^.  Folloiving  this,  he  became  secretary  of  the  University  of  Cincin- 
nati for  two  years.  In  ic,oy,  he  received  his  M.A.  degree  from  the  Uni- 
versity of  Cincinnati.  A  short  time  later  he  joined  the  Armstrong  Cork 
Company  and  was  continuously  associated  with  the  company  until  his 
death. 

Mr.  Prentis  served  as  assistant  to  the  manager  of  the  Insulation  Di- 
vision of  Armstrong  Cork  in  Pittsburgh,  Pennsylvania,  until  1911,  when 
he  was  appointed  manager  of  the  company's  first  advertising  depart- 
ment. In  1920,  he  was  transferred  to  Lancaster,  Pennsylvania,  and  ap- 
pointed general  sales  manager  of  the  Floor  Division  of  Armstrong  Cork. 
He  was  elected  a  member  of  the  board  of  directors  and  one  of  its  vice 
presidents  in  May,  1926,  and  three  years  later  was  promoted  to  the  first 
vice  presidency.  Mr.  Prentis  served  as  president  of  the  company  from 
March,  1934,  until  April,  19^0,  when  he  was  elected  chairman  of  the 
board. 

In  addition  to  heading  the  Armstrong  Cork  Company,  Mr.  Prentis 
also  served  as  a  director  of  the  Mellon  National  Bank  and  Trust  Com- 
pajiy  of  Pittsburgh,  the  Borden  Company,  the  Atlantic  Refining  Com- 
pany, and  ALCO  Products  Incorporated. 
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Mr.  Prentis'  business  career  is  in  itself  noteworthy,  but  it  does  not 
even  begin  to  tell  the  story  of  his  true  greatness.  He  gave  so  unstint- 
ingly  of  his  time  to  a  variety  of  business  and  management  organizations, 
educational  institutions,  and  public  service  activities  that  several  pages 
would  be  required  merely  to  list  the  endeavors  in  which  he  has  par- 
ticipated and  in  which  he  has  held  offices  of  importance.  Unfortunately, 
space  does  not  permit  such  a  listing.  Among  other  offices,  however,  Mr. 
Prentis  was  a  former  president,  chairman,  and  director  of  the  Na- 
tional Association  of  Manufacturers;  a  trustee  of  several  colleges  and 
universities;  a  director  of  the  Council  for  Financial  Aid  to  Education; 
and  a  member  of  the  Research  Board  for  National  Security. 

Mr.  Prentis  received  a  host  of  awards  and  honors  for  his  outstanding 
contributions  to  business  and  to  the  community.  Honorary  degrees 
were  conferred  upon  him  by  fifteen  colleges  and  universities,  and  he 
was  made  an  officer  of  the  Legion  of  Honor  of  France.  He  was  the  1934 
recipient  of  the  Taylor  Key  Award  from  the  Society  for  Advancement 
of  Management,  and,  in  1936,  he  received  the  Henry  Laurence  Gantt 
Gold  Medal  Award.  He  was  also  given  the  NAM  Man  of  the  Year 
medal  in  1933,  a  Freedom's  Foundation  Medal  in  1931,  and  a  Gold 
Medal  of  the  Pennsylvania  Society  of  New  York  for  "distinguished 
achievement"  in  1933- 

Mr.  Prentis'  career  is  indeed  worthy  of  emulation,  not  only  by  the 
aspiring  young  businessman,  but  also  by  those  who  have  already  at- 
tained a  top  management  position. 

April,  i960 


CHAPTER    5 

The  Task  of  Managing 


The  task  o£  managing  is  essentially  one  o£  teaching.  Teaching  people 
to  work  together  is  organization.  Teaching  people  to  make  goods  is 
manufacturing.  Teaching  people  to  want  goods  is  advertising.  Teaching 
people  to  buy  goods  is  selling.  Teaching  people  to  understand  the  opera- 
tions o£  an  enterprise  is  public  relations. 

No  matter  how  good  the  teacher,  however,  he  must  have  good  human 
material  to  work  with  if  his  efforts  are  to  be  successful.  So  the  first  task 
of  managing  is  the  selection  and  training  of  good  men  and  .vomen  tor  line 
and  staff  jobs.  After  all,  one's  competitors  have  in  general  the  same  kind 
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of  bricks,  mortar,  machinery,  and  raw  materials  as  one's  own  enterprise. 
Whether  an  enterprise  gains  position  in  the  competitive  race  or  falls  back 
depends  in  the  last  analysis  on  one  thing  only,  namely,  the  quality  of 
brains  that  are  available  and  the  way  those  brains  are  trained  to  be  used 
effectively  at  the  right  time.  As  someone  has  said,  "Of  the  four  M's  in 
business— money,  materials,  machinery,  and  men— the  last  factor— men- 
is  the  most  important." 


BUILDING  AN  ORGANIZATION 

The  process  of  building  an  organization  of  superior  individuals  is  a 
long  and  tedious  one.  It  takes  years  to  accomplish.  In  the  case  of  the 
Armstrong  Cork  Company,  we  began  about  the  time  of  World  War  I  to 
select  a  group  of  able  young  college  graduates  twice  a  year  to  train  for 
positions  in  our  organization.  The  result  has  been  management  in  depth 
—three  or  four  well-qualified  executives  available  for  every  important 
position  in  the  organization.  While  this  is  unquestionably  the  company's 
greatest  asset,  it  cannot  be  shown  in  dollars  on  the  balance  sheet. 

Securing  Competent  People 

To  secure  and  hold  superior  men  is,  of  course,  a  real  problem.  At  the 
time  our  system  of  securing  these  men  from  college  campuses  by  a  syste- 
matic method  of  recruitment  was  inaugurated,  it  was  considered  a  radical 
idea.  Indeed,  we  may  have  been  one  of  the  first  American  corporations  to 
follow  such  a  plan.  While  the  concept  has  generally  been  attributed  to  me, 
it  was  actually  conceived  by  an  early  associate,  J.  E.  Quigley,  one  of  the 
most  stimulating  leaders  with  whom  I  have  ever  had  the  privilege  of 
working.  His  conversations  with  me  and  with  other  members  of  our 
organization  led  us  to  decide  later,  in  the  face  of  some  real  opposition 
from  older  officials  in  the  company,  to  try  the  idea— to  go  out  and  get 
young  men,  select  them  carefully,  and  train  them  meticulously.  Although 
we  recognized  that  this  was  a  much  longer  process  than  trying  to  hire 
experienced  men,  we  nevertheless  felt  that  the  end  result  would  be  a 
more  cohesive  organization.  The  decision  was  unquestionably  sound, 
since  it  has  given  us  not  only  a  cohesive,  aggressive  organization  but,  as 
already  mentioned,  one  that  is  richly  endowed  with  management  in  depth. 

Importance  of  the  Liberal  Arts.  It  is  worth  mentioning  here  that  we  did 
not  in  those  early  days  concentrate  our  recruiting  efforts  on  technical  and 
engineering  institutions.  Instead,  we  chose  many  of  our  young  men  from 
the  campuses  of  liberal  arts  colleges.  There  has  been  much  emphasis,  and 
properly  so,  on  the  importance  of  scientific  and  technical  training.  At  the 
same  time,  we  should  not  lose  sight  of  the  fact  that  a  liberal  arts  educa- 
tion,  properly   imparted,    provides    an   ideal    foundation    for    the    well- 
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rounded,  civic-minded,  socially  responsible  business  executive.  Our  free- 
dom in  America  rests  on  the  teachings  embodied  in  the  so-called  liberal 
arts-  the  Greek  idea  of  what  constitutes  a  good  life;  the  Roman  concept 
of  civic  virtue  based  on  a  government  of  laws,  not  of  men;  the  teachings 
of  the  great  British  and  French  political  philosophers  of  the  seventeenth 
and  eighteenth  centuries;  and  the  Christian  principle  of  the  dignitv  of 
the  individual  soul  in  the  eyes  of  a  sovereign  God. 

Ever  since  the  Civil  War,  we  have  been  so  engrossed  with  material 
things  that  we  have  more  or  less  compelled  our  institutions  of  higher 
learning  to  concentrate  on  scientific  and  economic  subjects  directlv  con- 
cerned with  making  a  living,  forgetting  that  dealing  with  the  concrete 
does  not  always  lead  to  knowledge  of  the  abstract.  Thus  we  have  un- 
wittingly cut  ourselves  off  from  the  philosophic  sources  from  which  our 
liberty  in  America  derives.  Essential  as  specialization  is  to  the  operation 
of  modern  industry,  it  is  unfortunately  self-defeating  in  the  field  of  citizen- 
ship in  a  republic.  To  be  an  intelligent  citizen  in  a  free  society  requires 
a  broad  knowledge  of  history,  economics,  sociology,  politics,  and  religion, 
together  with  a  deep  sense  of  social  responsibility. 

Concomitantly,  the  same  qualifications,  coupled  with  constructive  imag- 
ination, resourcefulness,  and  vision,  are  essential  in  the  higher  echelons  of 
business  management.  It  is  for  these  reasons  that  we  have  concentrated 
so  largely  on  the  liberal  arts  colleges  in  seeking  the  capable  men  our 
organization  needs. 

There  is  no  assurance,  of  course,  that  the  graduates  of  either  liberal  arts 
colleges  or  technical  and  scientific  institutions  will  automaticallv  be  the 
type  of  men  that  business  needs  for  management.  A  college  education 
today  is  available  to  many  who  have  neither  the  mental  capacity  nor  the 
will  to  learn-both  so  essential  to  making  the  most  of  the  educational 
opportunities  offered.  Thus  the  task  of  management  in  solving  the  prob- 
lem of  careful  selection  becomes  even  more  important. 

Techniques  of  Selection.  There  are  many  conflicting  vie.vs  about  how 
best  to  select  capable  individuals.  Many  place  their  reliance  upon  batteries 
of  intelligence  and  psychological  tests.  We  at  Armstrong  have  never  done 
this  and  it  may  well  be  that  we  have  guessed  wrong  m  some  instances 
where  tests  might  have  steered  us  on  the  right  course.  Nevertheless,  our 
record  of  success  would  tend  to  indicate  that  there  is  a  good  deal  of  merit 
in  the  approach  we  have  followed.  Our  primary  emphasis  has  alwavs 
been  placed  upon  a  man's  academic  record,  the  extent  of  his  participation 
in  extracurricular  activities,  and  most  importantly  of  all,  upon  the  results 
of  multiple  interviews  by  members  of  our  organization. 

Our  college  recruiters,  who  are  capable  specialists  in  this  field,  visit  the 
campuses  regularly  and  talk  individually  with  outstanding  graduates-to- 
be   The  few  who  meet  our  special  requirements  are  then  invited  to  the 
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home  offices  for  further  interviewing  by  not  one  but  many  men  in  our 
organization.  Generally  speaking,  an  applicant  must  create  a  favorable 
impression  upon  all  who  interview  him  before  he  is  offered  a  position. 
There  are  exceptions,  of  course,  but  our  general  experience  has  shown 
that  when  serious  differences  of  opinion  exist  among  the  interviewers  as 
to  the  candidate's  qualifications,  the  chances  are  the  man  will  not  perform 
well  if  offered  a  position. 

In  the  earliest  days  of  this  recruiting  program,  I  visited  college  cam- 
puses myself  and  handled  the  initial  screening  process,  but  within  a  few 
years  this  task  became  so  engrossing  that  it  had  to  be  handled  by  special- 
ists. Every  man,  of  course,  develops  his  own  techniques  for  interviewing 
promising  young  men  in  order  to  penetrate  the  outward  shells  which 
cloak  their  real  personalities.  Certainly  one  of  the  tasks  of  managing  is  to 
develop  and  perfect  an  interviewing  technique. 

My  own  system  is  to  ask  questions  in  rapid-fire  sequence  that  test  the 
young  man's  knowledge  of  where  he  has  been,  where  he  is  at  present,  and 
where  he  intends  to  go.  This  tests  not  only  his  sense  of  destiny,  if  we  may 
call  it  that,  but  also  the  speed  of  his  reactions.  It  is  my  deep  conviction 
that  if  an  individual  does  not  have  a  firm  grasp  of  his  personal  past,  pres- 
ent, and  future,  he  may  well  be  lacking  in  drive,  deficient  in  the  capacity 
to  plan,  and  unaware  that  choices  are  available  to  him.  Although  this 
system  worked  well  for  many  years,  I  discovered  later  that  it  was  losing 
some  of  its  effectiveness  because  of  the  careful  planning  of  my  associates. 
Our  recruiters,  upon  securing  what  they  felt  to  be  likely  candidates,  would 
carefully  drill  them  in  answers  to  the  kind  of  questions  I  would  be  likely 
to  ask,  so  that  when  I  finally  got  a  chance  to  talk  with  the  young  men, 
they  knew  all  the  answers  and  their  reaction  time  was  exceedingly  fast. 
One  of  the  tasks  of  managing  is  to  perceive  when  such  things  take  place 
and  to  change  interviewing  techniques  accordingly. 

It  is  not  possible,  however,  to  hold  all  the  capable  young  men  taken 
into  an  organization.  We  have  lost  some  good  men  as  the  years  have 
passed.  The  only  way  to  have  a  perfectly  stable  organization  is  to  have 
one  made  up  of  mediocrities  whom  no  competitor  would  want.  But  when 
a  group  of  thoroughbreds  is  assembled,  some  are  bound  to  run  off  now 
and  then.  The  figures  show,  however,  that  of  1,474  men  we  trained  during 
the  twenty-year  period  from  1938  to  1958,  58  per  cent  were  still  in  our 
employ  at  the  end  of  1958. 

Approach  to  Training 

Selecting  capable  men  is  only  a  first  step  in  the  task  of  building  an 
organization.  The  training  of  these  men  is  equally  important  and  cer- 
tainly a  much  longer  and  more  exacting  task.  The  first  consideration  in 
approaching  this  problem  is  to  develop  a  well-organized  and  thorough 
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training  course.  This  involves  careful  delineation  of  the  special  knowledge 
and  skills  required  by  the  organization  and  the  building  of  special  courses 
to  impart  that  knowledge.  We  have  always  felt,  however,  that  training 
courses  must  do  far  more  than  merely  impart  technical  knowledge.  They 
should  also  generate  a  sense  of  tradition,  build  faith  in  what  the  company 
stands  for,  and  help  the  young  manager  gain  perspective  about  his  role 

in  business. 

It  has  been  said  that  tradition  is  the  connective  tissue  which  binds  the 
present  with  the  past.  If  we  do  not  know  something,  at  least,  of  the 
tradition  of  the  business  organization  of  which  we  are  a  part,  we  become  a 
series  of  unconnected,  uncoordinated,  uncohesive  units.  For  the  Arm- 
strong Cork  Company,  we  expect  our  training  to  help  young  people  estab- 
lish in  their  hearts  and  minds  a  sense  of  responsibility  for  maintaining 
proper  relations  with  employees,  customers,  stockholders,  suppliers,  gov- 
ernment, and  all  the  other  groups  with  whom  we  deal.  If  we  fail  to  do 
this,  the  spirit  of  the  company  cannot  be  preserved. 

Hence,  there  is  no  more  important  task  for  the  manager,  busy  as  he  is 
with  tactical  problems,  than  to  indoctrinate  his  young  people  with  the 
traditions  on  which  his  company  rests  and  on  which  it  has  attained  ^diat- 
ever  measure  of  success  has  been  achieved.  Every  organization  has  weak 
spots,  but  it  also  has  strong  points,  and  the  task  of  the  manager  is  to  see 
that  while  he  is  correcting  the  weak  ones-something  he  should  never  fail 
to  be  about-he  should  at  the  same  time  give  his  younger  people  that 
sense  of  quiet  confidence  which  springs  from  a  knowledge  of  ^diat  has 
transpired  in  the  past.  While  tradition  is  vitally  important,  it  must  ahvavs 
be  coupled  with  the  willingness  to  plunge  into  the  unknown.  An  organ- 
ization hidebound  by  tradition,  of  course,  is  in  an  advanced  stage  of  drv 
rot.  Yet,  without  a  knowledge  of  tradition,  it  is  not  possible  to  make  the 
sound  progress  that  should  be  achieved. 

Importance  of  Corporate  Personality.  This  concept  of  tradition  becomes 
even  more  meaningful  and  understandable  when  it  is  coupled  m  training 
programs  with  the  idea  of  the  individual  becoming  a  part  of  the  corporate 
personality  of  the  business.  Corporate  personality  is  a  very  elusive  thmg- 
intangible  but  very  real.  . 

If  you  go  into  a  store  to  buy  a  pair  of  shoes  and  you  are  received 
courteously,  you  see  the  stock  in  good  condition,  your  order  is  handled 
efficiently,  you  are  fitted  well,  as  you  go  out  you  may  not  stop  to  anahze 
it  but  you  have  a  feeling  that  here's  an  outfit  that  is  going  for.s^ard.  \ou 
go  into  another  store  where  the  stock  is  disarranged,  you  are  treated 
courteously  but  in  an  offhand  fashion,  and  you  may  say  to  yourself  that 
here's  an  outfit  that  has  seen  its  best  days  and  is  simply,  resting  on  its 
oars.  Or  you  may  go  into  a  store  where  the  service  is  so  poor  that  it  is 
definitely  going  backward. 
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Now  what  is  it  that  creates  such  impressions?  Whatever  it  may  be,  it  is 
made  up  of  many  sources.  This  is  what  is  meant  by  the  corporate  per- 
sonality of  a  business.  Corporate  personality  is  made  up  of  how  letters 
are  written,  how  advertising  is  printed,  the  sort  of  illustrations  used,  the 
housekeeping  of  buildings,  offices,  and  factories,  the  way  the  telephone  is 
answered,  the  sort  of  men  representing  the  firm,  the  way  goods  are  labeled, 
shipped,  and  invoiced,  the  character  of  its  correspondence.  Everything 
that  has  anything  to  do  with  a  business  is  all  a  part  of  its  corporate  per- 
sonality. 

Thus  each  individual  in  the  business  organization  has  a  responsibility 
of  helping  make  and  maintain  the  personality  of  his  corporation  on  the 
right  basis.  And  this  idea  must  be  planted  and  thoroughly  cultivated  in 
the  training  program.  The  individual  will  grasp  the  idea  only  when  he 
understands  fully  what  the  corporation  stands  for  and  has  a  knowledge  of 
its  historical  traditions.  Our  formal  training  of  young  people  has  always 
continued  for  longer  periods  of  time  than  necessary  merely  to  impart  the 
technical  knowledge  required.  This  has  been  done  in  order  to  impart  this 
sense  of  tradition— to  build  real  faith  in  what  the  company  stands  for— 
and  to  generate  a  sense  of  responsibility  for  maintaining  the  right  cor- 
porate personality. 

Personal  Leadership  Training.  The  task  of  managing,  however,  goes  far 
beyond  the  development  of  formal,  well-organized  training.  Actually,  of 
far  greater  importance  is  the  personal  leadership  and  training  that  busi- 
ness executives  must  give  to  their  subordinates.  Every  study  that  has  been 
made  in  the  area  of  management  development  has  shown  the  importance 
of  this  aspect  of  training.  We  learn  by  emulation  a  great  deal  of  our 
business  knowledge  and  our  managerial  skill. 

For  example,  some  time  ago,  our  personnel  department  made  a  study 
of  the  factors  which  contributed  most  to  the  personal  development  of 
Armstrong's  top  managers.  Twenty-one  of  our  ablest  executives  were 
interviewed  and  asked  to  state  and  evaluate  the  factors  that  had  helped 
most  in  their  growth  as  business  managers.  Without  exception,  each  of 
these  men  put  the  personal  leadership  of  a  superior— at  some  time  in  his 
career— as  the  principal  factor  contributing  to  his  success. 

It  is  the  task  of  a  manager  to  strive  to  set  a  good  example  for  those 
under  him  and  devote  himself  consciously  to  the  task  of  their  training 
and  development.  It  is  most  unfortunate  that  in  the  study  I  have  just 
mentioned  these  executives  could  not  say  that  each  and  every  manager 
under  whom  they  had  worked  made  a  major  contribution  to  their  de- 
velopment. Of  course,  we  would  have  achieved  perfection  in  one  of  the 
most  important  tasks  of  managing  if  this  had  been  true. 

In  my  own  case,  I  can  recall  quite  vividly  the  training  and  inspiration 
gained  from  those  men  in  the  organization  under  whom  I  worked.  As  a 
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very  young  man  in  the  company,  I  was  privileged,  during  walks  to  the 
office  of  an  early  morning,  to  enter  into  conversations  with  C.  D.  Arm- 
strong, son  of  the  founder,  and  with  other  top  executives  of  the  firm. 
Those  conversations  were  vitally  important  to  me.  Many  comments  were 
made  and  ideas  advanced  that  stimulated  my  own  thinking  and  started 
trends  of  thought  in  my  mind. 

Every  business  manager  who  attains  success  has  stored  in  his  mmd  a 
wealth  of  information  that  can  be  of  great  value  to  the  younger  men  m 
his  organization.  If  he  passes  on  without  imparting  that  knowledge  to 
others,  his  business  has  suffered  a  most  serious  loss.  It  should  be  his  task, 
indeed  his  responsibility,  to  impart  that  information-that  knowledge- 
that  distilled  essence  of  managerial  skill-on  a  planned  and  continuous 
basis  to  the  younger  men  in  the  organization.  He  should  not  allow  it  to  be 
done   more   or   less   erratically   in   an   unorganized,   haphazard   fashion. 
Although  some  of  this  information  will  take  root  and  much  of  it,  perhaps, 
will  not,  this  does  not  minimize  the  necessity  of  his  making  an  organized 
effort  to  do  the  job.  Many  managers  have  found  it  worthwhile  to  put 
down  in  black  and  white  their  thoughts  and  ideas  concerning  the  task  of 
managing  so  that  this  information  is  not  lost  but  available  in  permanent 
form  to  their  successors.  In  a  real  sense,  that  is  the  basic  idea  of  this  whole 
volume-to   provide  an  opportunity  for  experienced  managers   to   pass 
along  their  knowledge  to  younger  men  who  have  the  responsibility  of 
carrying  forward  the  traditions  of  business  strength  and  gro^vth  m  the 

years  ahead. 

Training  a  Follow-up.  Specifically,  the  manager  has  the  task  of  seeing 
to  it  that  he  has  trained  at  least  one  other  person  as  a  follo^v-up,  ^vho  ^vill 
be  better  if  possible  than  he  is  at  the  particular  job  to  which  he  is  as- 
signed Granted  that  no  manager  can  impart  his  managing  skills  and 
knowledge  and  understanding  of  the  business  to  everyone  under  him.  he 
at  least  can  see  to  it  that  the  one  or  two  men  immediately  below  him  are 
trained  to  the  utmost  of  his  ability.  In  my  own  career,  whatever  suc- 
cess I  may  have  achieved  is  due  not  so  much  to  my  o^vn  performance  but 
rather  to  my  extraordinary  good  fortune  in  getting  a  group  of  men  as- 
sociated with  me  who  have  acted  as  a  life  raft  under  me.  It  has  been  then- 
success,  their  efficiency  and  capability  that  have  buoyed  me  up  and  cata- 
pulted me  into  responsibilities  never  dreamed  of  in  the  early  days  of  mv 

career.  . 

By  the  same  token,  any  executive  who  not  only  fails  to  recognize  the 
fact  that  his  success  depends  upon  the  skill,  ability,  and  energv  of  those 
under  him,  but  also  fears  the  budding  ability  of  his  subordinates,  is 
di^^ing  his  own  grave.  There  was  a  day  in  American  ■  business  when 
executives  who  had  this  attitude  were  rather  plentiful.  Fortunately, 
there  are  not  many  of  this  type  left,  but  one  task  of  managing  is  to  com- 
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bat  this  attitude  wherever  it  is  found.  If  any  manager  discovers  in  his 
operation  an  individual,  man  or  woman,  who  has  this  narrow  charac- 
teristic—this compound  of  jealousy  and  fear— who  is  afraid  of  the  successes 
of  someone  else  associated  with  him,  the  manager  can  render  no  greater 
service  than  to  strike  at  the  root  of  that  feeling  before  it  has  a  chance 
to  develop  into  a  fixed  habit.  A  manager  with  this  narrow  attitude  is 
not  competent  to  lead  others.  As  mentioned  earlier,  all  the  other  three 
elements  in  business,  that  is,  money,  material,  and  machinery,  can  be 
present  in  abundance,  but  unless  competent  men  are  directing  their  use, 
a  business  enterprise  cannot  prosper. 

Perhaps  the  vital  importance  of  personal  leadership  in  training  others 
can  be  illustrated  indirectly  by  an  experience  common  to  all  top  execu- 
tives. Upon  attaining  the  top  position,  they  are  at  once  aware  of  the 
extreme  loneliness  of  the  position.  No  longer  do  they  have  a  superior 
to  turn  to  for  guidance  and  help.  I  vividly  recall  the  feeling  when  I  was 
made  president  of  the  Armstrong  Cork  Company  in  1934  and  discovered 
that  there  was  no  longer  any  shoulder  left  for  me  to  lean  on.  In  whatever 
post  a  man  labors,  he  never  ceases  to  crave  sources  from  which  to  seek 
help  and  assistance.  Everybody  likes  leadership  of  the  right  kind.  The 
manager  must  recognize  this  desire  in  those  who  report  to  him. 

Leading  versus  Driving.  There  are,  of  course,  different  ways  of  apply- 
ing leadership.  Years  ago  there  was  a  great  deal  of  driving  and  not  much 
of  leading.  The  development  of  the  techniques  of  leadership— learning 
how  to  inspire  a  man  to  give  the  best  that  is  in  him  instead  of  ordering 
him  to  do  a  specific  task— has  been  one  of  the  great  managerial  advances 
in  recent  decades.  Yet  there  are  no  hard  and  fast  rules  to  guide  the 
manager  here.  Much  depends  on  the  individual.  Sometimes  driving  is 
the  best  way— the  only  way— to  get  needed  action  on  time.  Each  manager 
knows— or  should  know— the  men  in  his  own  organization,  those  who  will 
respond  best  to  leading  and  those  who,  on  occasion,  may  require  some 
driving.  But  the  best  manager  is  a  leader  rather  than  a  driver.  I  came 
to  the  conclusion,  years  ago,  that  a  man  may  be  tolerated  if  he  can 
be  motivated  by  85  per  cent  leadership  and  15  per  cent  drive.  If  he 
needs  to  be  driven  more  than  15  per  cent  of  the  time,  however,  one  might 
as  well  look  for  a  new  man. 

Obviously,  to  be  a  good  manager  in  the  area  of  personal  training,  an 
executive  must  be  aware  of  the  motives  that  activate  modern  man.  Some 
years  ago.  Dr.  Robert  L.  Thorndike,  the  famous  psychologist  at  Columbia 
University,  defined  these  forces  as  follows: 

Next  to  hunger,  sex,  physical  safety,  and  intolerance  of  bodily  pain,  come  five 
other  forces  in  our  present  American  and  social  life:  {a)  the  satisfyingness  of 
activity,  mental  or  physical,  at  which  one  can  succeed;  {b)  the  satisfyingness  of 
mastery;  (c)  the  satisfyingness  of  submission  to  the  right  kind  of  leadership;   {d) 
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the  satisfyingness  of  company  and  cheerfulness;  and  {e)  the  satisfyingness  of  that 
feeling  that  one  is  somebody  of  consequence-the  sense  of  approval. 

By  the  "satisfyingness  o£  mastery,"  Dr.  Thorndike  means  that  every- 
one, whether  he  works  with  his  head  or  with  his  hands,  likes  to  feel  that 
he  is  a  real  craftsman  and  not  merely  a  saw-and-hammer  carpenter,  in 
other  words,  that  one  has  really  mastered  his  vocation  and  is  the  captain 
of  his  own  fate.  And  in  the  area  we  are  discussing  here,  namely,  the 
responsibility  of  the  manager  to  train  his  subordinates  and  set  a  good 
example  for  them,  we  are  appealing  to  "the  satisfyingness  of  submission 
to  the  right  kind  of  leadership." 

For  good  management  and  good  results,  "the  satisfyingness  of  compam 
and  cheerfulness"  cannot  be  overemphasized.  After  all,  the  man  who  is 
unhappy  in  his  work  or  dissatisfied  with  his  environment  or  his  associates 
cannot  function  with  maximum  efficiency.  The  good  manager,  therefore, 
will  make  every  effort  to  create  the  necessary  physical  conditions  under 
which  a  man  can  give  his  best. 

But  of  all  the  five  forces  which  Dr.  Thorndike  lists  as  necessarv  m 
motivating  modern  man,  the  fifth  factor,  "the  satisfyingness  of  that  feeling 
that  one  is  somebody  of  significance-the  sense  of  approval,"  is  the  most 
important  in  our  industrial  age.  It  is  the  task  of  the  good  manager  to 
understand  this  and  to  make  his  men  feel  that  they  are  a  part  of  a 
living,  functioning  organization  to  which  they  are  truly  important.  The 
realization  of  this  objective  will  add  immeasurably  to  the  zest  and  effi- 
ciency with  which  men  tackle  the  tasks  to  which  they  are  assigned. 

Setting  the  Organizational  Atmosphere 

So  much  for  selection  and  training,  both  formal  and  individualized.  In 
my  early  days  in  management,  I  used  to  think  the  only  task  a  manager 
had  was  to  lay  plans  and  execute  them,  but  I  soon  found  out  that  there 
is  another  function  of  a  good  manager  that  is  equally  important,  namely, 
the  creation  of  an  atmosphere  of  sympathetic  understandmg  among  his 
associates,  which  will  ensure  the  carrying  out  of  his  cherished  programs. 
So  let  us  now  consider  the  task  of  managing  from  the  standponit  of 
setting  the  right  atmosphere  in  the  organization-the  kind  of  atmosphere 
that  will  encourage  the  full  development  of  men  to  their  maxmium 
potentials.  Certainly  one  of  the  first  tasks  in  this  area  is  to  devise  sound 
salary  compensation  policies,  sound  policies  for  the  promotion  of  indi- 
viduals on  their  merit  and  performance  records,  and  sound  programs 
to  provide  for  their  reasonable  economic  security.  These  things  are 
basic,  of  course,  and  while  they  are  generally  recognized,  there  are 
occasions  when  their  full  significance  is  overlooked  or  not  given  suf- 
ficient recognition. 
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Yet  the  manager  who  understands  human  psychology  will  realize  that 
a  pay  check  alone  never  satisfied  anyone.  All  men,  being  tarred  with  the 
same  stick,  want  a  chance  to  give  expression  to  their  creative  instinct.  In 
the  last  analysis,  money,  important  as  it  is,  leads  only  to  multiplication. 
When  I  graduated  from  college  in  1903  I  started  to  work  for  I50  a  month. 
I  paid  $3.50  a  v/eek  for  my  meals  and  $8  a  month  for  my  room  and  had 
more  money  then— or  thought  I  did— than  at  any  time  since.  In  those  days 
I  had  two  pairs  of  shoes,  one  for  Sunday  and  one  for  weekdays;  today  I 
have  perhaps  a  dozen  pairs.  But  these  dozen  pairs  of  shoes  of  different 
styles  and  colors  can  still  be  worn  only  a  single  pair  at  a  time.  There  are, 
I  suppose,  a  half  dozen  beds  in  my  home;  but  I  can  sleep  only  in  one  bed 
at  a  time.  And  I  can  wear  only  one  suit  of  clothes  at  a  time.  So  after  one 
reaches  a  certain  point,  physical  things  are  merely  multiplication.  If  a 
man  relies  only  on  physical  things  to  give  him  happiness,  he  will  find  as 
he  gets  older  that  his  life  is  a  pretty  empty  proposition.  Hence,  to  be 
content,  our  employees  must  feel  the  satisfaction  and  the  thrill  of  being 
active  participants  in  the  enterprise  as  a  whole— an  enterprise  of  which 
they  are  a  necessary  part.  It  is  a  vitally  important  task  of  managing 
to  help  employees  gain  this  satisfaction. 

Applicable  here  is  the  old  story  about  a  man  who  visited  a  cathedral 
while  it  was  under  construction  and  talked  with  three  of  the  stone- 
masons. He  asked  each  of  the  masons  what  he  was  doing.  Said  the  first, 
"I  am  working  for  |io  a  day."  Said  the  second,  "I'm  cutting  stone."  The 
third  one  replied,  "I'm  helping  to  build  this  cathedral."  Now  the  first 
mason  was  an  automaton,  the  second  an  opportunist,  and  the  third, 
quite  clearly,  an  idealist.  The  first  fellow  was  serving  time,  the  second 
was  serving  himself,  and  the  third  was  serving  society.  It  is  a  task  of 
managing  to  generate  the  feeling  of  that  third  man  in  the  hearts  of  all 
employees,  and  if  it  can  be  accomplished  successfully,  the  enterprise  will 
be  well  along  the  road  toward  achieving  its  goal. 

Practicing  Self-restraint.  Setting  the  right  atmosphere  in  the  organization 
goes  well  beyond  sound  salary,  promotion,  and  security  policies  and 
recognition  of  people  as  individuals.  It  involves  a  number  of  specific 
tasks  for  the  manager.  One  of  these— and  certainly  an  important  one- 
involves  self-restraint.  Many  executives  feel  that  they  must  do  everything 
themselves— make  every  decision,  every  investigation  of  facts,  and  have  the 
last  word  on  all  matters.  While  an  extremely  capable  man  may  operate 
effectively  in  this  manner,  he  is  not  a  manager  if  he  does  so.  He  is  wasting 
his  own  talents  on  needless  detail  and  at  the  same  time  denying  those 
under  him  an  opportunity  to  show  what  they  have  and  to  develop  their 
capacities.  Many  managers  excuse  their  failure  to  give  opportunity  to 
subordinates  by  the  rationalization  that  they  do  not  have  sufficient  time  to 
train  others  to  do  the  job;  that  it  is  easier  and  quicker  to  do  it  themselves. 
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To  be  sure,  training  takes  time.  To  be  sure,  it  involves  frustrating  ex- 
perience To  be  sure,  it  seems  occasionally  that  time  is  being  wasted.  But 
there  comes  a  time  when  the  talents  and  abilities  of  subordinates  become 
apparent,  and  the  manager  can  thank  his  lucky  stars  that  he  has  taken 
the  hours  and  days  and  weeks  required  for  thorough  trammg.  A\  hen 
that  day  arrives,  the  manager  discovers  that  he  has  multiplied  his  time 
and  talent  rather  than  wasted  them. 

For  example,  every  executive  knows  that  it  is  impossible  to  evaluate  a 
problem  until  its  components  are  known.  This  takes  a  lot  of  thinking, 
but  from  constant  practice  he  can  do  it  faster  than  his  subordmates. 
Hence  there  is  a  temptation  to  save  time  by  reviewing  with  them  only 
the  end  result  of  his  thinking  instead  of  sharing  with  members  of  the 
organization  the  actual  process  of  "thinking  out"  the  problem.  He  mav 
save  a  few  minutes  by  not  sharing,  but  the  chances  are  also  that  the 
capable  people  in  his  organization  may  never  learn  how  to  break  down 
problems  into  components.  He  will  never  have  that  buoy  of  a  "life 
raft"  under  him.  A  manager  is  working  not  only  for  himself  but  for  his 
organization  as  well  when  he  takes  the  time  to  develop  a  sound  basis  of 
relationship  with  the  men  under  him. 

As  a  manager  gets  older,  his  responsibilities  increase.  The  number 
of  people  wanting  to  see  him  and  the  number  of  things  thrown  m  his 
lap  for  decision  will  get  more  numerous.  The  only  way  he  can  preserve 
for  himself  a  longer  day  and  increase  his  usefulness  is  to  be  willing  to  take 
the  time  early  in  his  career  to  go  through  the  arduous  task  of  training 
subordinates.  Not  only  will  this  multiply  his  own  talents,  but  it  also  .vill 
help  set  a  good  organizational  atmosphere. 

Three  Categories  of  Responsibility.  In  addition  to  sharing  .dth  sub- 
ordinates his  thought  methods  and  processes,  the  manager  should  make 
a  definite  delineation  of  responsibility  and  authority  with  his  immediate 
associates.  Years  ago  when  I  was  working  closely  with  John  J.  Evans, 
who  was  then  president  of  our  company,  I  was  fortunate  enough  to  have  a 
great  deal  of  authority  and  responsibility  delegated  to  me.  The  nvo  of  us 
wanted  to  work  together  in  close  coordination,  so  we  developed  a  .v-orkmg 
arrangement  between  him  as  the  chief  executive  officer  and  me  as  his 
immediate  assistant,  which  served  us  both  well.  It  defined  three  categories 

of  authority  for  me. 

The  first  category  covered  questions  where  policies  were  clearly  estab- 
lished and  where  I  could  make  a  decision  without  consulting  him  at  all. 

The  second  category  of  authority  concerned  matters  on  which  I  kne^v 
well  what  his  views  were  so  that  I  could  take  action  myself,  but  ^vhich 
were  important  enough  for  me  to  keep  him  fully  informed  as  to  what 
actions  were  taken. 

The  third  category  included  matters  which  he  and  I  had  not  discussed 
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and  on  which  I  had  no  idea  what  his  views  would  be.  Here  it  was 
necessary  for  me  to  stop,  look,  and  listen.  In  such  cases  it  was  up  to  me 
to  study  the  question  and  make  a  recommendation  to  Mr.  Evans  for 
his  decision.  Then  a  policy  on  it  was  established,  and  if  the  same 
question  came  up  again,  it  could  be  handled  in  category  i  or  2,  as 
the  case  might  be.  This  simple  plan  of  three  categories  is  recommended 
to  all  managers  as  a  means  of  promoting  a  smooth-working  relationship 
between  them  and  their  immediate  associates. 

Three  C's  of  Good  Management.  In  addition  to  delineating  these  areas 
of  responsibility  and  authority,  a  business  manager,  in  order  to  be  a  real 
leader  and  establish  the  proper  atmosphere  within  his  organization, 
must  observe  what  we  may  call  "the  three  C's  of  business  management." 
These  three  C's  are  Common  Counsel,  Courteous  Consideration,  and 
Concede  Credit.  Let's  discuss  each  of  them  briefly. 

It  is  a  task  of  managing  to  make  as  many  problems  as  possible  a  matter 
of  common  counsel.  People  will  always  cooperate  and  collaborate  more 
effectively  in  carrying  out  a  policy  if  they  feel  they  have  had  a  voice  in 
making  it.  Many  efficient  executives  are  tempted  to  do  everything  them- 
selves, as  we  have  already  noted.  But  it  is  wiser  to  allow  associates  and 
subordinates  to  have  some  part  in  developing  a  project  and  in  reaching 
policy  decisions  so  they  will  have  a  personal  interest  in  carrying  the 
project  through  to  fruition.  "Our  plan"  is  always  better  than  "my  plan." 

There  has  been  much  written  and  said  in  recent  years  about  the  prob- 
lem of  communication  in  business  organizations.  What  possibly  could 
do  more  to  establish  good  communication  and  to  achieve  an  understand- 
ing of  the  whole  tone  and  shade  of  meaning  of  a  proposed  action  than  for 
subordinates  to  have  a  part  in  its  development,  at  firsthand?  Of  course, 
this  matter  of  common  counsel,  if  carried  too  far,  can  develop  into  "doing 
business  by  committees"  and  become  a  means  of  shouldering  off  respon- 
sibility that  should  be  assumed  by  the  manager  himself.  It  is  the  task  of 
managing  to  have  the  good  judgment  to  know  when  and  how  long  to 
consult  and  when  to  face  the  issue,  make  the  decision,  and  proceed  with 
action. 

All  too  frequently  "getting  the  boys  together"  to  reach  "complete 
agreement  before  we  go  ahead"  results  in  such  a  dilution  of  an  original 
program  that  the  idea  loses  its  sharp,  clear  structure  in  a  series  of  com- 
promises. It  would  be  nice  if  there  were  some  sort  of  blood  test  or 
physical  test  that  could  be  administered  to  a  given  scheme  to  determine 
how  far  consultation  should  be  carried  and  when  it  is  unnecessary  or 
should  be  minimized. 

Our  wives  tell  us  that  when  they  are  making  jelly,  there  comes  a 
time  in  the  cooking  process  when  the  stuff  must  be  taken  off  the  stove  or 
it  will  all  go  to  sugar.  Similarly,  there  comes  a  time  in  thinking  about  a 
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problem  or  in  consulting  with  associates  when  a  leader-i£  he  is  a  good 
manager-must  ''take  the  stuff  off  the  stove"  and  "jell  it,"  right  then  and 
there.  A  good  manager  is  in  this  respect  like  a  good  cook. 

There  are  some  artificial  extracts  that  can  be  dropped  in  to  make 
the  jelly  jell.  But  the  result  may  not  have  quite  the  flavor  the  old 
jelly  did  There  are  some  organizations  that  have  a  lot  of  consultation 
and  then  drop  the  "extracts"  in.  Thus  they  do  not  get  good,  clean-cut 
policy  that  is  dynamic,  that  someone  believes  in  and  is  willing  to  put 
through  and  prove  its  rightness.  When  things  get  too  diluted,  an  organiza- 
tion cannot  move  forward  as  it  should.  Within  these  limits,  however,  com- 
mon counsel  can  be  used  effectively   to  set  a  good  organizational   at- 

mosphere. 

The  second  C  is  Courteous  Consideration.  This  does  not  mean  mere 
politeness-like  a  pleasant  "good  morning"-but  something  that  goes  a 
lot  deeper  than  that.  Let  us  say  that  toward  the  end  of  a  trying  dav,  as 
the  manager  is  about  to  leave  his  office  to  meet  his  wife  some.vhere  for 
dinner  a  younger  man  comes  to  see  him  to  discuss  an  idea.  It  may  well 
have  taken  a  good  deal  of  courage  for  him  to  broach  his  suggestion  to  the 
manager.  Perhaps,  after  he  has  spoken  two  sentences,  the  manager  knot's 
that  the  suggestion  is  impractical  and  of  no  value.  But  if  he  brushes  off 
the  subordinate,  he  will  have  discouraged  him  and  perhaps  stifled  some- 
thing that  should  be  encouraged  for  the  future.  On  the  other  hand,  if 
the  manager  will  take  the  time  to  listen  to  the  subordinate,  give  him  un- 
divided attention,  and  then  say,  "I'm  grateful  to  you  for  coming  in 
he  will  have  demonstrated  real  interest  and  consideration  and  encouraged 
the  subordinate  to  go  on  trying  to  think  constructively.  That  is  Avhat 
is  meant  by  courteous  consideration  in  business. 

The  next  C  is  to  Concede  Credit.  Nothing  costs  a  man  so  little  and 
nothing  can  provide  more  pleasure  than  to  give  the  other  fello.v  credit 
for  something  he  has  done  well.  It  is  all  the  more  effective  to  do  it 
publicly,  if  it  is  appropriate  to  do  so.  There  is  no  way  to  Itibncate  the 
wheels  of  an  organization  like  giving  credit  where  credit  is  due.  There 
may  be  days  when  no  one  seems  to  do  anything  well-when  there  seems 
to  be  nothing  to  praise-but  most  of  the  time,  if  the  manager  will  look 
for  it  he  will  find  something  and  someone  worthy  of  favorable  comment. 
And  it  is  a  warming  experience  to  see  the  other  fellow's  face  light  up  in 
appreciation  as  the  manager  concedes  credit. 

By  the  same  token,  when  the  manager  finds  something  that  does  not 
represent  a  man's  best,  he  should  call  it  to  his  attention.  A  good  manager 
will  always  mingle  praise  with  intelligent,  constructive  criticism  and  thus 
lead  subordinates  into  areas  of  greater  potential.  All  this  goes  back  to 
a  subject  discussed  earlier-that  people  consciously  or  unconsciouslv 
emulate  to  some  degree  those  above  them  in  authority  and  responslblht^. 


THE  TASK  OF  MANAGING  131 

To  lead  people  properly,  a  good  manager  must  be  ever  mindful  of  the 
fact  that  he  lives  in  a  glass  house,  that  others  watch  him,  note  the 
subtleties  in  his  manner  and  approach,  and  take  their  cue  from  them  for 
action  and  behavior.  The  good  manager,  then,  will  decide  what  manner 
of  man  secures  the  best  results  for  his  organization  and  try  to  lead  that 
life  as  a  model  for  others  to  follow. 

Importance  of  Setting  an  Example.  For  instance,  if  hard  work  is  what 
he  expects,  then  he  himself  must  be  willing  to  put  in  the  necessary 
extra  hours.  If  he  expects  honesty  and  integrity,  he  should  never  com- 
promise the  truth  to  the  slightest  degree.  If  he  expects  patience,  con- 
sideration, and  cooperation— these  are  qualities  he  must  strive  to  include 
in  his  own  conduct  and  demeanor.  If  he  expects  his  subordinates  always 
to  give  the  best  that  is  in  them,  he  himself  must  also  have  a  passion  for 
excellence— excellence  for  its  own  sake.  If  he  believes  as  did  Disraeli,  the 
great  Prime  Minister,  that  "constancy  of  purpose  is  the  essence  of 
success,"  then  he  must  not  vacillate  from  his  announced  goals  and 
intentions. 

Two  other  practices  should  be  mentioned  here  in  connection  with 
setting  the  organizational  atmosphere.  They  are  holding  a  mirror  up  to 
a  man  so  he  can  see  his  performance  as  others  see  it,  and  facing  up  to 
the  hard  fact  that  some  men  are  not  capable. 

Fear  and  uncertainty  breed  inefficiency.  Every  member  of  an  organiza- 
tion has  the  right  to  know  how  he  is  doing— how  he  is  regarded  by 
his  supervisor  and  associates.  If  he  does  not  know,  he  may  well  spend 
countless  hours— hours  that  could  better  be  spent  in  constructive  work— in 
speculating  whether  he  is  doing  well  or  whether  there  are  certain 
capacities  in  which  he  is  deficient.  The  task  of  the  manager  here  goes 
well  beyond  constructive  criticism.  It  is  his  duty— and  sometimes  a 
most  unpleasant  duty— to  hold  a  mirror  up  to  a  man  for  whom  he  has 
the  utmost  friendliness  and  let  that  man  see  the  impression  he  is  creating 
in  the  manager's  mind  and  in  the  minds  of  associates.  Frequently  the 
impression  is  not  the  one  he  thinks  he  is  creating  or  wants  to  create. 
And  yet,  difficult  as  this  task  is,  it  is  actually  an  act  of  friendship.  A 
man's  best  friend  is  one  who  will  help  him  see  himself  as  others  see  him. 

Years  ago,  my  superior  used  to  call  me  in— quite  regularly— and  let  me 
know  the  things  I  was  doing  that  were  causing  some  resentment  among 
my  associates.  Some  of  his  comments  hurt  my  pride  at  the  time  but  I 
managed  to  get  over  it.  One  incident  is  still  quite  vivid  in  my  mind, 
and  it  serves  to  emphasize  that  a  manager  truly  lives  in  a  glass  house. 

The  office  I  had  then  opened  onto  a  corridor,  and  many  associates 
would  stick  their  heads  in  the  door  from  time  to  time  to  make  a  wise 
comment  or  two.  Ordinarily  this  was  all  right,  but  it  became  extremely 
irritating  when  it  interrupted  a   telephone  conversation  or  a   train  of 
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thought  being  dictated.  For  the  sake  of  efficiency,  I  locked  that  door 
so  that  entrance  to  the  office  could  be  gained  only  through  the  adjoining 
secretary's  office.  Immediately  the  word  got  around  that  I  was  getting 
hoity-toity  and  stuffed  shirt  because  people  had  to  go  through  two 
doors  to  reach  my  office.  The  "mirror  treatment"  helped  me  see  the  error 
of  my  ways.  The  door  was  unlocked,  and  thereafter  I  took  it  on  the  chin, 
interruptions  and  all. 

In  addition  to  holding  the  mirror  up  to  subordinates,  it  is  a  task  of 
the  manager  to  check  up  on  himself-to  determine  the  impression  he  is 
creating.  He  can  learn  this  by  inquiring  of  close  personal  associates,  by 
adroit  questioning  of  others,  and  by  careful  listening  to  the  nuances  of 
their  comments. 

Facing  Up  to  Problem  Cases.  The  second  practice-facing  up  to  the 
problem  that  some  men  are  not  capable-is  too  frequently  avoided 
by  managers.  This  is  understandable  because  one  of  the  most  difficult 
things  a  manager  faces  is  to  have  a  man  who  is  faithful,  who  is  loyal, 
but  whose  best  is  not  good  enough.  But  the  manager  is  only  compound- 
ing his  difficulties  if  he  allows  his  heart  to  run  away  with  his  head.  I 
have  done  so  on  occasion,  but  always  to  my  great  regret  and  ah\-avs 
to  the  disadvantage  of  the  man  concerned.  A  man  gains  nothing,  if 
there  is  a  cancer  in  his  arm,  face,  or  throat,  by  not  going  to  a  surgeon 
and  having  it  taken  out  while  it  is  still  small. 

Similarly,  if  a  manager  has  a  man  who,  despite  all  efforts  to  help  him, 
is  still  not  suited  to  the  task,  the  only  kind  thing  to  do  is  to  face  the 
situation  squarely;  put  it  up  to  him;  let  him  know  that  he  will  be  placed 
in  some  position  he  can  handle;  and  caution  him  against  resigning  in  a  fit 
of  temper.  But  in  any  event,  get  him  out  of  the  spot  for^diich  he  is 
not  suited.  No  good  manager  temporizes  with  situations  like  that. 

Communication  Themes.  Another  and  certainly  vital  task  of  managing 
in  the  complex  and  ever-changing  kaleidoscope  of  today's  world  is  that 
of  communication.  This  is  all-important  in  establishing  the  proper 
environment  within  a  business  organization.  Much  has  been  written  and 
said  in  recent  years  about  so-called  "employee  communications,"  and  a 
good  bit  of  the  comment  tends  to  make  communications  seem  a  complex 
and  difficult  science.  While  admittedly  the  subject  is  complex,  com- 
munications are  really  not  mystical  or  in  the  realm  of  hocus-pocus.  Harold 
Smiddy,  of  General  Electric,  maintains:  "A  great  deal  could  be  accom- 
plished if  we  would  consider  communication  in  the  light  of  this  simple, 
four-word  formula:  talk  to  the  guy."  That  may  be  an  oversimplification, 
but  the  formula  has  much  to  recommend  it.  We  sJwuId  "talk  to  the  guv," 
and  when  we  do,  we  should  tell  him  why.  In  no  other  wav  ^viU  he  be 
able  to  gain  an  understanding  of  what  the  business  is  all  about  and  ho^v 
his  own  personal  fortunes  are  related  to  it. 
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When  managers  talk  and  write  to  employees,  they  should  strive  to 
bring  about  that  broad  and  sympathetic  understanding  which  is  so 
essential  to  the  continued  progress  of  our  American  economy  of  free 
enterprise.  To  do  this,  the  manager  must  approach  matters  from  the 
employees'  point  of  view,  must  deal  in  specifics  that  are  meaningful  and 
understandable  to  them,  and  must  be  forthright  and  scrupulously  honest. 

In  this  field  of  communications,  there  are  at  least  six  basic  themes  upon 
which  the  manager  should  elaborate  and  expand  while  playing  them  over 
and  over  again  until  the  themes  become  as  familiar  to  employees  as  a 
favorite  symphony  is  to  a  music  lover.  It  is  quite  easy  to  state  these 
themes: 

1.  Productivity  is  the  key  to  plenty.  Only  by  increasing  total  output  is 
it  possible  to  increase  the  worker's  share. 

2.  Capital  is  essential  to  provide  the  tools  and  equipment  which  multi- 
ply human  effort  and  make  possible  greater  output  per  man-hour 
worked. 

3.  Profit  represents  the  "wages"  for  the  work  that  is  done  by  capital, 
without  which  savings  would  not  be  invested. 

4.  Business  of  necessity  operates  in  the  public  interest  because  of  the 
customer's  right  of  choice  in  a  free  market. 

5.  Management  is  interested  in  the  personal  welfare  and  security  of 
its  employees  and  their  dependents. 

6.  Lasting  job  security  for  everyone  connected  with  an  enterprise  de- 
pends upon  satisfied  customers. 

These  themes,  of  course,  are  stated  in  foreshortened  and  simplified 
terms.  They  are,  however,  statements  of  fact,  as  all  managers  fully  realize. 
The  task  of  a  good  manager,  then,  is  to  promote  understanding  and 
acceptance  of  these  fundamental  truths  by  his  workers,  by  his  daily  actions 
as  well  as  by  his  words. 

Getting  Accurate  Information.  Another  aspect  of  communication— fully 
as  important  as  the  "outgoing"  type  of  communications  discussed  above 
—is  often  overlooked  by  managers.  It  is  communications  up  and  down 
and  across  the  various  levels  of  management  within  an  organization. 
These  channels  of  communication  must  be  kept  open  if  the  managers 
at  every  level  of  the  organization,  and  particularly  those  at  the  top,  are 
to  have  a  clear  and  accurate  picture  of  what  is  transpiring  within  the 
organization  and  if  they  are  to  have  the  facts-the  accurate  information- 
upon  which  to  base  good  decisions. 

If  a  manager  at  any  level  of  an  organization  wants  to  know  the 
true  facts,  he  can  usually  get  them.  However,  he  can  without  trying  set 
up  a  situation  which  will  ensure  against  his  getting  truthful  information, 
merely  by  closing  his  mind  and  letting  those  with  whom  he  associates 
know  the  kind  of  information  he  wants  to  receive.  Once  he  does  this, 
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you  may  be  sure  that  the  manager  will  get  only  that  which  he  wants 

to  hear.  . 

This  aspect  of  communications  is  of  greater  importance  m  ettective 
management  than  doing  a  good  job  with  the  outgoing  communication 
on  the  six  basic  themes  mentioned  earlier.  How  to  do  it.^  There  is  no 
simple  formula  or  easy  solution.  Each  manager  will  have  to  devise  his 
own  means  of  keeping  the  channels  of  communication  open  m  his  or- 
ganization. Suffice  it  to  say  that  he  himself  must  keep  an  open  mmd  and 
must  diligently  observe  the  three  C's  we  have  previously  mentioned  as 
basic  prerequisites  to  keeping  the  communications  flowing  freely. 

Learning   to   Listen.   Further,    there   are    two   general   suggestions    to 
follow.  The  first  of  these  is  to  learn  to  listen.  So  many  managers,  imbued 
with  the   conviction  that  they  are  right  and  "know   all   the   answers, 
find  themselves  talking  in  situations  when  they  should  be  listening.  Cagey 
old    Clint    Murchison    has    stated    this    succinctly:    "You    am't    learnm 
nothing  when  you're   talkin'."   So  managers  should  address   themselves 
assiduously  to  the  task  of  gagging  themselves  when  they  should  be  listen- 
ing to  their  subordinates.  And  definitely  they  should  refrain  from  moraliz- 
ing,   preaching,    issuing  judgments,    and   making   similar    commitments 
upon  the  facts  their  subordinates  are  presenting.  Frequently,  subordinates 
"beat  about  the  bush"  before  they  get  to  the  subject  at  hand.   If  the 
manager  in  such  a  situation  delivers  a  few  moral  judgments  on  pre- 
liminary comments,  he  tends  to  intimidate  the  subordinate,  who  m  turn 
"clams  up"  and  stops  giving  reliable  information. 

Learning  to  listen  is  a  basic  art  in  human  relations  that  every  man- 
ager must  learn  and  master  if  he  is  to  be  successful.  One  simple  rule- 
learned  by  hard  experience-is  helpful  in  mastering  this  art.  It  is  that 
the  manager  should  refrain  from  asking  leading  questions-the  kind  of 
questions  that  contain  the  implied  answer  the  manager  wishes  to  hear. 
For  example,  if  he  says,  "Things  are  running  more  smoothlv  m  X 
department  since  we  made  that  change,  aren't  they?"  it  should  not  be 
surprising  if  the  subordinate  assures  him  that  things  are  indeed  running 
more  smoothly.  The  fact  of  the  matter  may  be,  however,  that  things 
are  not  running  smoothly,  that  they  are  much  more  confused  since 
the  change  was  made.  By  asking  the  question  in  this  manner,  the 
executive  precludes  getting  an  honest  answer. 

Dynamic  leaders  who  attain  the  rank  of  top  management  are  usuallv 
the  type  of  men  who  make  things  go.  Because  the  top  position  is  a  lonely 
one  as  we  have  observed,  there  is  also  a  strong  desire  to  be  reassured 
by  those  below  him  as  a  substitute  for  a  shoulder  to  lean  on.  Conse- 
quently, since  the  dynamic  manager  wants  to  make  things  go  and  at  the 
same  time  desires  to  be  reassured,  he  tends  to  ask  leading  questions 
which  will  bring  the  reassurance  that  things  are  going  well.  But  things 
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are  not  always  going  well,  so  the  asking  of  leading  questions  prevents 
him  from  learning  the  truth.  Thus,  if  the  manager  will  consciously 
refrain  from  asking  questions  of  this  type  and  instead  ask  questions  that 
cannot  be  answered  yes  or  no,  but  which  require  of  the  subordinate  the 
statement  of  a  definite  opinion  supported  by  facts,  he  will  usually  gain 
a  much  truer  picture  of  the  situation.  This  is  one  important  rule  to 
follow— even  though  a  negative  one— in  keeping  the  lines  of  communica- 
tion open. 

Importance  of  Being  Observant.  It  is  the  task  of  the  manager  also  to  be 
exceedingly  observant.  When  he  is  working  with  or  talking  with  sub- 
ordinates, he  should  watch  for  the  nuances  of  expression:  the  things  the 
one  reporting  to  him  leaves  unsaid  as  well  as  the  things  that  are  said; 
his  facial  expressions;  what  he  does  with  his  hands;  and  other  details. 
The  subtleties  conveyed  in  this  manner  will  frequently  give  the  manager 
a  tip  as  to  what  the  subordinate  is  trying  to  say,  or  would  like  to  say  if  he 
had  the  courage.  Careful  listening,  refraining  from  leading  questions, 
and  close  observation  should  help  immeasurably  in  getting  accurate  infor- 
mation up  the  line  to  the  very  top.  If  this  process  is  followed  by  the 
chief  executive  in  an  organization,  the  chances  are  that  it  also  will  be 
followed  by  managers  down  the  line  simply  as  a  matter  of  emulation. 
Thus  he  will  have  opened  the  channels  of  communication  up  and  down 
the  line— certainly  a  healthy  state  of  affairs. 

Managers  who  combine  these  talents  and  skills  have  mastered  the  key 
trait  of  good  human  relations— a  trait  which  may  be  called  "sensitive- 
ness" to  the  feelings,  aspirations,  and  desires  of  others  with  whom  they 
associate.  A  good  manager  is  a  good  herder  of  his  sheep.  This  does  not 
mean  that  he  treats  them  as  though  they  were  sheep,  but  rather  that  he 
looks  after  the  wants  and  the  needs  of  the  fellows  under  him.  The  more 
of  a  driver  a  man  is,  the  less  sensitive  he  is  to  the  needs  of  the  men 
under  him.  And  the  more  sensitive  he  is  when  he  thinks  his  own 
prerogatives  are  being  trespassed  upon  by  those  above  him,  the  less 
sensitive  he  is  to  the  needs  of  the  people  who  are  below  him.  A  major 
requirement  of  a  good  manager  is  to  be  sensitive  to  the  needs  of  those 
who  work  under  him. 

Expansion  for  Opportunity.  There  is  still  another  managerial  task  in 
setting  the  right  atmosphere  in  the  organization.  It  is  vitally  necessary 
to  pursue  a  sound,  well-integrated  program  of  expansion,  not  only  to 
assure  steady  growth  and  profitability  of  the  enterprise,  but  also  to  pro- 
vide opportunities  for  advancement  for  the  capable  young  managers 
within  the  organization.  Indeed,  a  static  organization— one  with  no 
prospects  for  sound  growth— is  one  that  will  virtually  guarantee  the 
loss  of  the  most  capable  young  men  in  it.  The  thoroughbreds  will  charge 
out  of  the  corral. 
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I£  the  manager's  goal  is  to  achieve  stabiHty  along  with  growth,  he 
should   strive   for   a   balance   in   his   product   lines   among   consumers 
durable    goods,    consumers'   nondurable   goods,    and   producers'    goods. 
It  is  difficult  to  say,  of  course,  just  what  that  balance  should  be,  since 
certain  types  of  products  have  wider  fluctuations  in  sales,  makmg  more 
profit  in  good  times  and  more  losses  in  bad.  To  make  producers'  goods, 
for  example,  requires  a  tremendous  capital  investment,  and  when  busmess 
is  slack   that  fixed  investment  is  there,  with  competitors  fightmg  all  the 
harder  for  the  business  that  remains.  At  Armstrong  we  achieved  a  better 
balance  between  durable  and  consumer  goods  by  going  into  the  glass 
business  some  twenty  years  ago,  and  ever  since,  in  considering  expansion 
opportunities,  we  have  always  weighed  not  only  the  potential  profit  of 
new  ventures,  but  also  what  contribution  they  would  make  to  the  bal- 
ance of  the  business  as  a  whole. 

As  a  business  expands,  there  will  be  opportunities  for  advancement  for 
capable  people  within  the  organization.  The  question  then  comes  up_ 
when  positions  of  relatively  greater  responsibility  are  created,  should 
these  posts  be  filled  from  inside  the  organization  or  outside.'  Certamlx  a 
policy  of  promotion  from  within  does  much  to  create  a  dvnamic  organiza- 
tional atmosphere,  and  in  general  this  is  the  policy  we  have  followed 
consistently  at  Armstrong.  This  is  the  career  concept  which  fosters  esprt 
de  corps,  good  performance,  and  the  development  of  individuals.  Onh 
in  a  few  instances,  when  the  special  skills  required  were  not  to  be  found 
in  the  organization,  have  we  gone  outside  to  engage  specia  ists. 

Yet  promotion  from  within  has  one  drawback.  It  can  result  in  inbreed- 
ing and  a  provincial,  or  narrow,  attitude.  To  guard  against  this,  we  have 
always  encouraged-indeed  urged-our  people  to  make  the  maximum  use 
of  outside  contacts,  both  in  regional  and  national  organizations  and  in 
their  local  communities.  In  addition,  we  have  used  the  services  of  out  de 
experts  to  check  our  operations  and  procedures.  It  is  a  fundamen.a  task 
of  the  manager  to  check  up  constantly,  not  only  on  his  personal  perform- 
ance as  we  mentioned  earlier,  but  also  on  the  performance  of  his  organi- 
zation by  checking  it  against  the  best  practices  in  industry. 

Thus  far  we  have  dealt  with  the  tasks  of  managing  in  the  area  of 
selecting  capable  personnel,  training  them  in  technical  skills  and  unbunig 
them  w!th  a  sense  of  tradition  and  corporate  responsibxhty  and  setting 
the  organizational  atmosphere  that  will  encourage  their  development 
and  effective  performance.  These  are  unquestionably  the  major  tasks- 
the  most  important  ones  to  successful  operation.  An  enterprise  can  be  no 
Letter  than  its  organization.  At  the  same  time,  however,  Y7"-",,""t 
finely  tuned  organization  will  not  of  itself  move  forwaxd  to.vaid  the 
goals  of  the  enterprise  without  conscious  direction  from  management 
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at  the  top.  Therefore  let  us  now  examine  some  of  the  tasks  of  managing 
in  the  field  of  operation. 


OPERATIONAL  TASKS  IN  MANAGING 

The  business  manager  has  a  basic  responsibility  to  set  goals  and 
objectives  for  the  enterprise,  both  short-range  and  long-range.  We  have 
encouraged  this  viewpoint  in  younger  men  at  Armstrong  by  following 
a  "five-year-plan"  program.  In  these  sessions,  which  are  held  annually, 
the  manager  of  a  given  commodity  is  forced  to  look  squarely  at  his 
problem  and  ask  himself,  "Where  do  I  want  this  business  to  be  four  or 
five  years  from  now?"  He  is  literally  forced  to  "think  big"-to  jar  himself 
out  of  the  daily  routine,  to  lift  his  eyes  and  mind  from  the  papers  on  his 
desk  and  look  ahead. 

Thinking  and  Planning 

To  do  this  he  discovers  he  must  think  and  plan.  His  mind  at  first 
may  be  a  blank,  but  if  he  will  get  down  in  black  and  white  the  product 
of  his  thinking,  as  he  mulls  over  the  problem,  he  will  make  steady 
progress.  His  first  thought  may  be  just  a  note  jotted  down.  Then  another 
idea  will  come,  another,  and  another.  The  first  thing  he  knows,  he  will 
begin  to  see  a  bony  structure  on  which  more  and  more  muscle  and 
meat  can  be  placed.  And  finally,  he  will  have  the  basis  for  a  good,  sound, 
consistent  plan  for  the  future. 

Types  of  Thinking.  The  importance  of  clear  thinking  on  the  part  of  the 
manager  cannot  be  overemphasized.  To  be  sure,  every  business  manager 
can  think~and  quite  clearly  on  most  occasions-but  the  executive  in 
the  top  managerial  spot  must  develop  the  art  to  the  ultimate.  Thinking, 
of  course,  is  the  hardest  kind  of  work.  Sir  Joshua  Reynolds  once  said, 
"Men  will  go  to  any  length  to  avoid  the  painful  necessity  of  thinking." 
The  man  who  knows  "how"  will  always  have  a  job;  the  man  who  knows 
"why"  will  be  his  boss.  The  manager  must  know  "why,"  and  to  know 
"why"  he  must  be  able  to  think. 

There  are  four  kinds  of  thinking.  The  first  is  what  the  psychologists 
call  reverie,  or  daydreaming.  We  just  sit  and  roll  ideas  around  in  our 
minds.  We  think  about  the  vacation  we  had  last  year,  the  fish  we  are 
going  to  catch  next  summer,  the  smart  thing  the  youngster  said  yester- 
day. We  let  our  minds  meander  along  on  any  idle  thought  that  occurs 
to  us.  We  just  daydream.  Everyone  does  this,  and  a  certain  amount  of  it 
cannot  be  avoided,  but  after  all  it  is  a  pretty  low  level  of  thinking. 

The  second  order  of  thinking  is  of  a  higher  nature:  decision  thinking, 
it  is  called.  If  someone  asks,  "Will  you  go  downtown  tonight  to  have 
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dinner  with  me?"  the  person  of  whom  the  question  is  asked  must 
disturb  himself,  no  matter  how  lazy  he  is,  to  say  "Yes"  or  "No."  And  yet 
there  are  many  people  who  cannot  make  up  their  minds  quickly  even 
about  such  simple  questions  as  this.  The  suggestion  here  is  not  necessarily 
to  make  hasty  or  reckless  decisions,  but  rather  to  train  the  mind  to  get 
the  facts  quickly,  to  go  out  on  the  springboard  over  the  pool  of  the 
future  as  far  as  the  facts  will  take  us,  and  then  be  willing  to  take  a  dive, 
even  when  we  do  not  know  exactly  how  deep  the  water  is.  A  man  who 
is  afraid  to  make  a  decision  with  promptness  after  he  has  the  facts  will 
never  amount  to  very  much  in  business.  To  be  sure,  he  is  bound  to 
make  a  certain  number  of  mistakes.  He  cannot  possibly  be  right  all  the 
time.  But  it  is  much  better  to  make  a  mistake  quickly  if  it  must  be  made 
and  get  it  over  with  than  it  is  to  hem  and  haw  around  and  be  unable 
to  reach  a  reasonably  prompt  decision. 

The  third  order  of  thinking  is  of  an  even  higher  type,  called  delibera- 
tive thinking,  or  rationalization.  If  someone  asks,  "^Vhy  are  you  a 
Republican  or  a  Democrat?"  or  "Why  do  you  attend  church?"  or  "Do 
you  believe  in  higher  education?"  deliberative  thinking  is  required  in 
order  to  arrive  at  an  answer.  The  average  person  is  lost  when  asked  such 
questions.  He  immediately  begins  to  marshal  every  fact  he  can  on  the 
pro  or  con  side  of  the  particular  problem  involved.  AVhile  this  is  a  very 
valuable  thing  to  do,  it  has  been  said  quite  truthfully  that  we  must 
beware  of  this  process  because  so  frequently  "deliberative  thinking  reallv 
amounts  merely  to  rearranging  one's  preconceived  prejudices." 

It  is  most  helpful  for  the  business  executive  to  quiz  himself  on  such 
matters.  When  he  comes  across  a  question  that  his  reading  has  suggested 
to  him,  he  should  ask  himself,  "Now  what  do  I  really  think  about 
this?"  "Do  I  really  believe  it?"  He  will  be  surprised,  when  he  stops  to 
analyze  such  questions,  that  many  ideas  firmly  imbedded  in  his  make-up 
-ideas  he  holds  with  deep  conviction-are  based  upon  extremelv  tenuous 
grounds.  He  may  hold  the  conviction  because  of  something  he  read  years 
ago,  something  a  teacher  told  him,  or  something  his  mother  or  father 
told  him,  or  he  may  just  have  picked  it  up  from  some  source  long 
since  forgotten.  Careful  analysis  may  well  show  him  that  there  is  verv 
little  solid  ground  for  the  opinion  that  he  has  so  fervently  held  for  so 
many  years.  On  the  other  hand,  he  may  find  that  he  has  very  solid 
grounds  for  it. 

There  is  nothing  that  will  help  to  develop  a  man's  mind  more  or 
that  is  more  productive  in  enabling  one  to  do  a  good  job  mentally  than 
to  do  some  real,  careful,  deliberative  thinking.  It  is  something  that  can  be 
carried  on  at  any  hour  of  the  day  or  night.  It  does  not  require  books  or 
even  pencil  and  paper,  and  the  manager  certainly  does  not  need  any 
company-only  himself.  Deliberative  thinking  is  trying  to  analyze  and 
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catalogue  and  codify.  It  is  one  of  the  most  rewarding  exercises  that  can 
be  performed  in  developing  the  ability  to  think  clearly. 

Finally,  of  course,  there  is  the  highest  type  of  thinking-creative 
thinking.  It  is  the  one  factor  that  accounts  for  all  the  progress  the 
human  race  has  ever  made.  Without  creative  thinking,  we  would  still 
be  savages  wearing  skins  in  our  cave  dwellings. 

Many  a  manager  may  well  say,  "I  can't  do  creative  thinking."  Well, 
if  he  cannot,  he  is  not  capable  of  handling  the  tasks  of  managing— and 
anyway  he  will  be  quite  wrong.  Every  manager  does  a  certain  amount  of 
creative  thinking  every  day.  My  own  experience  has  been  that  when 
something  is  thrown  at  me,  some  problem  that  seems  insoluble,  or  when 
I  am  called  on  to  talk  on  some  subject  that  I  don't  know  anything 
about,  I  begin  to  think  about  it,  and  my  mind  is  a  blank,  like  a  big,  dry 
sponge.  But  if  I  keep  thinking  about  the  matter  long  enough,  sooner  or 
later  some  ideas  will  develop.  If  you  hold  in  your  hand  a  big,  dry  sponge 
and  take  a  heavy  pitcher  of  water  and  let  the  water  drop,  drop,  drop, 
drop  on  the  sponge,  sooner  or  later  the  sponge  will  become  saturated 
and  a  little  trickle  of  water  will  drop  down  from  the  sponge  to  the  floor. 
That  is  the  way  my  mind  works.  If  I  have  the  mental  determination  and 
will  power  to  think  long  enough  about  anything,  to  read  and  use  any 
sources  of  information  available,  I  will  eventually  saturate  my  mind 
with  that  particular  subject  and  some  idea  is  bound  to  take  shape.  The 
resulting  idea  may  not  be  very  valuable,  may  not  be  very  important,  but 
at  least  it  is  possible  to  force  ideas  out  of  one's  mind  if  one  is  willing 
to  pay  the  price  to  do  it.  As  a  man  thinks,  so  is  he;  or  as  Descartes,  the 
great  mathematician,  said,  "Cogito  ergo  sum,"  the  Latin  for  "I  think, 
therefore  I  am."  In  other  words,  thinking  is  the  preeminent  characteristic 
of  the  human  being— the  attribute  that  distinguishes  man  from  brute 
creation. 

Genius— the  Product  of  Effort.  When  creative  thinking  is  discussed— and 
it  is  a  good  bit  these  days— the  impression  seems  to  be  given  that  a  man 
must  be  a  genius  to  do  any  creative  thinking.  That  is  not  true.  Genius 
is  largely  self-developed.  This  was  illustrated  vividly  in  the  biography  of 
Alexander  Hamilton,  the  man  who  had  such  a  remarkable  career  in  the 
early  days  of  this  nation.  This  man  of  dubious  birth,  who  had  developed 
a  brilliant  mind,  observed,  "Men  give  me  credit  for  some  genius.  All 
the  genius  I  have  lies  in  this:  When  I  have  a  subject  at  hand,  I  study 
it  profoundly.  Day  and  night  it  is  before  me.  I  explore  it  in  all  its  bear- 
ings. My  mind  becomes  pervaded  with  it.  Then  the  effort  which  I  have 
made  is  what  people  are  pleased  to  call  the  fruit  of  genius.  It  is  instead 
the  fruit  of  labor  and  thought."  And  so  it  is  with  the  business  manager. 
He  can  do  creative  thinking  if  he  is  willing  to  pay  the  price  in  sheer 
effort. 
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In  addition  to  the  capacity  to  think,  the  manager  must  also  develop 
the  ability  to  analyze  and  synthesize-the  ability  to  "take  apart"  and 
"put  together."  Analysis  is  the  first  process  in  trying  to  solve  any  prob- 
lem of  management.  By  breaking  a  problem  down  into  its  component 
parts  and  studying  them  individually,  it  is  possible  to  see  them  in  proper 
perspective.  The  strength  or  the  weakness  will  become  apparent.  Then 
the  manager  can  proceed  to  rearrange  the  parts  so  as  to  eliminate  the 
points  of  weakness  and  further  strengthen  the  points  that  are  already 
strong,  and  put  them  back  together  again-synthesize. 

To  analyze  and  synthesize  is  not  always  easy,  but  here,  as  in  most 
things,  practice  increases  one's  ability.  In  my  own  case,  it  was  interesting 
for  me  to  watch  myself  develop  to  the  point  where  I  could  tackle  prob- 
lems that  I  could  not  possibly  have  handled  a  few  years  earlier.  Unless 
a  manager  tries  constantly,  he  cannot  develop  this  capacity.  In  the 
business  of  taking  things  apart,  hardly  a  week  passes  that  something  does 
not  come  up  that  seems  just  about  insoluble,  like  a  greased  pole  that 
cannot  possibly  be  climbed.  But  if  the  manager  will  keep  at  it  long 
enough-keep  the  problem  constantly  before  him-gradually  he  will 
be  able  to  break  it  down  to  its  component  parts,  which  can  then  be 
grasped  and  rearranged  in  a  new  pattern  that  provides  the  solution  so 
long  sought.  It  is  the  task  of  the  manager  to  apply  his  thinking  ability 
and  his  developed  skill  in  analysis  and  synthesis  to  the  two  distinct  phases 
of  management— planning  and  control. 

Importance  of  Planning 

Planning  is  actually  the  formation  of  policies.  It  includes  three  cardinal 
points:  first,  determining  the  objectives  to  be  reached:  second,  out- 
lining the  procedure  to  attain  these  goals;  and  third,  assigning  the 
responsibility  for  carrying  out  the  various  steps  involved  in  implementing 
the  adopted  program. 

The  famous  French  general  of  World  ^Var  I,  Marshal  Foch,  is  reputed 
to  have  said,  "In  whatever  situation  you  find  yourself,  determine  first 
what  is  your  objective."  That  question,  it  seems  to  me,  should  be  asked 
in  facing  any  business  problem.  Whether  it  be  the  opening  of  a  new 
sales  territory,  the  making  of  a  new  product,  or  whatever  the  project, 
management  should  ask  itself,  "What  are  we  really  after  here?  Is  it 
something  temporary?  Will  it  have  a  permanent  advantage  for  the  busi- 
ness? Is  the  probable  result  worth  the  risk  of  the  investment  required?" 
These  questions  must  be  answered.  Only  when  the  objective  can  be  seen 
clearly  and  only  when  it  is  convincingly  established  that  the  attainment 
is  worth  the  effort  involved  should  the  decision  be  made  to  go  ahead. 
The  next  question  is  how  to  get  there.  In  this  second  phase  of 
planning,  each  step  should  be  carefully  laid  out  in  succession,  with  a 
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definite  date  set  for  the  completion  of  each  of  the  various  stages  of  the 
program. 

Assigning  the  responsibility  for  carrying  out  the  various  steps  in  the 
procedure  represents  the  third  element  of  effective  planning.  Many 
excellent  plans  have  failed  because  that  third  step  was  not  carried  out 
and  the  final  outcome  resulted  in  nothing  more  than  what  we  com- 
monly call  "passing  the  buck."  Good  management  must  not  only  define 
tasks  clearly,  but  also  imbue  all  members  of  the  organization  with  an 
over-all  sense  of  stewardship  for  the  company's  best  interest.  Then,  if  there 
is  any  question  as  to  who  is  to  handle  a  certain  job,  the  persons  involved 
will  be  interested  enough  to  discuss  it  between  themselves  or  with  their 
supervisors  in  order  to  define  responsibilities  still  further,  but  under 
no  circumstances  will  they  walk  away  and  do  nothing  about  it. 

Assigned  responsibility  must  carry  with  it  commensurate  authority 
for  action.  In  this  connection,  the  manager,  in  working  with  his  im- 
mediate associates,  will  find  the  three  categories  of  authority  and 
responsibility  mentioned  earlier  of  genuine  help.  c 

Control  in  Management 

The  second  element  in  management  is  control.  It  includes  two  factors, 
organization  structure  and  supervision.  By  organization  structure  is 
meant  the  method  used  by  a  manager  to  enable  people  to  work  more 
productively  in  groups  than  alone.  In  effective  group  action,  each  mem- 
ber has  his  particular  task  assigned  to  him,  and  the  combined  perform- 
ance of  all  members  produces  the  over-all  accomplishment.  Good 
managers  analyze  the  whole  job  from  every  angle,  and  then  break  it 
down  into  separate  components  (here  the  skill  of  analysis  comes  into 
play),  to  each  of  which  they  assign  a  member  of  the  group. 

Developing  a  Sound  Organization  Structure.  In  the  development  of  a 
clear-cut,  effective  organization,  seven  cardinal  principles  must  be 
observed.  They  are,  first,  delegate  responsibility  as  widely  as  possible; 
second,  confer  appropriate  authority  on  those  to  whom  the  responsibility 
is  delegated;  third,  define  responsibility  and  authority  for  each  of  the 
positions  involved;  fourth,  group  the  activities  which  one  individual 
is  to  supervise  in  a  way  that  is  most  natural  and  logical;  fifth,  make 
certain  that  adequate  supervision  is  arranged  for  all  essential  activities; 
sixth,  limit  the  number  of  persons  reporting  directly  to  one  manager, 
with  the  ideal  at  about  seven;  and  finally,  seventh,  coordinate  all  related 
activities. 

Effective  Direction  of  Emplotjees.  Supervision— the  second  element  in 
control— is  the  effective  direction  of  employees  along  organizational  lines. 
Through  supervision  we  can  see  to  it  that  the  organization  structure 
really  functions.  But  in  making  the  organization  machine  work  properly, 
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we  come  to  the  question  of  the  human  being.  The  success  of  any  piece 
of  work  rests,  in  the  last  analysis,  on  some  individual.  So  it  is  vital  to 
have  the  right  kind  of  men  filling  the  key  roles  in  the  organization 
structure.  We  have  already  thoroughly  explored  this  concept. 

Someone  said  years  ago  that  a  man  without  vision  requires  super^•ision. 
Thus  the  problem  of  management  is  to  develop  men  of  vision  so  that 
the   amount   of   supervision   they   need   on   their  jobs   is   reduced   to   a 

minimum. 

From  an  operational  standpoint,  one  problem  frequently  confronting 
the  manager  is  that  of  getting  action  toward  the  goal  or  goals  he  has 
established  when  certain  elements  within  the  organization  are  not 
entirely  sympathetic.  The  manager,  of  course,  can  by  virtue  of  his 
authority  demand  that  the  entire  organization  move  in  the  direction  he 
desires-and  promptly.  Under  such  circumstances,  it  is  likely  Jhat  some 
movement  will  occur,  but  it  will  not  usually  be  prompt  movement.  The 
forcing  of  objectives  on  an  organization  unwilling  to  accept  them  is  not 
an  easy  task.  Friction  and  resentment  are  generated,  and,  of  even 
greater  importance,  key  managers  who  are  extremely  opposed  to  the 
ideas  can  effectively  sabotage  the  program.  And  yet  it  is  frequentlv  the 
responsibility  of  the  top  manager  to  secure  action  toward  the  proper 
goal  even  in  the  face  of  such  redoubtable  opposition. 

Overcoming  Resistance  and  Opposition.  How  can  resistance  and  op- 
position be  overcome?  There  is  no  set  formula;  each  situation  must  be 
dealt  with  on  its  own  terms.  However,  application  of  the  principle  of 
common  counsel,  which  we  have  already  described,  can  be  of  immeasur- 
able help.  It  is  possible,  through  the  discussion  of  the  plan  in  detail  and 
the  enlisting  of  ideas  of  subordinates,  to  generate  a  measure  of  support. 
While  this  is  a  somewhat  tedious  task,  it  nevertheless  usuallv  yields 
faster  and  more  lasting  results  than  the  method  of  the  direct  application 

of  force. 

Another  practical  approach  is  to  break  down  the  major  objective  into 
smaller  sub-objectives  and  introduce  them  gradually  to  the  organization, 
a  step  at  a  time.  This  is  somewhat  akin  to  the  concept  of  cra.ding  before 
walking.  If  it  is  possible  for  the  manager  to  get  the  organization  moving 
toward  the  objective  at  a  rate  of,  say,  lo  miles  an  hour,  that  is  better 
than  standing  still.  After  the  organization  has  been  moving  along  at 
this  speed  for  some  time,  he  can  step  up  the  pace  to  15  miles  an  hour 
by  introducing  the  next  sub-objective.  Again,  after  the  organization  has 
become  accustomed  to  this  speed,  he  can  introduce  the  next  sub-objective, 
the  next  and  the  next,  stepping  up  the  speed  each  time.  By  gradual 
stages  in  this  manner,  he  can,  with  far  less  friction,  orient  the  organiza- 
tion and  get  it  moving  in  the  right  direction  at  the  proper  speed. 
Some  ''Driving"  in  "Leading:'  As  we  have  noted,  there  is  far  more 
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leading  than  driving  in  modern  business.  And  yet,  it  is  impossible  for  a 
manager  to  do  no  driving  at  all  in  the  strictest  sense  of  the  word.  He 
must  set  objectives,  and  he  must  see  clearly  how  these  objectives  are  to 
be  achieved.  The  organization  will  not  move  of  its  own  volition  toward 
these  objectives.  The  essence  of  true  leadership  is  in  finding  the  proper 
means  to  get  the  organization  moving  in  the  right  direction  at  the  right 
rate  of  speed.  Perhaps  the  difference  between  driving  and  leading 
today  is  that  the  manager  must  "drive"  without  the  organization's  being 
aware  of  it. 

Importance  of  Research  Attitude 

In  another  area  of  operations,  it  is  a  task  of  managing  to  maintain 
a  sympathetic  attitude  toward  research.  It  hardly  seems  necessary  to  offer 
this  suggestion,  since  research  has  so  pervaded  all  aspects  of  business.  And 
yet  there  are  still  many  managers  who  regard  the  various  phases  of 
research— marketing  research,  public-attitude  research,  and  similar  matters 
—simply  as  a  slow  means  of  confirming  their  own  judgments.  There  is  a 
somewhat  more  receptive  attitude  with  respect  to  product  research  since 
most  business  managers  have  come  to  realize  that  the  life  cycle  of  products 
is  becoming  increasingly  shorter  in  duration.  The  tempo  of  technology 
and  product  development  is  being  stepped  up  rapidly  in  geometric 
proportions.  There  is  not  the  slightest  doubt  but  that  research  is  a  most 
important  factor  in  determining  the  future  of  any  business. 

In  order  to  remain  profitable,  any  business  must  be  feeding  into  it 
constantly  a  certain  number  of  specialty  products  on  which  a  wider 
margin  of  profit  can  be  secured  to  replace  the  profits  that  are  lost  as 
earlier  specialties  turn  into  staples.  This  is  happening  constantly  as 
individual  products  go  through  their  life  cycle  from  initial  growth  to 
maturity,  to  saturation  of  the  market,  and  eventually  to  decline  and 
death.  As  we  have  already  mentioned,  this  cycle  is  of  exceedingly  shorter 
duration  today  than  it  was  twenty  or  thirty  years  ago. 

However,  the  idea  of  maintaining  the  research  point  of  view  goes  far 
beyond  the  use  of  formal  research  methods  and  product  research.  It  is  a 
managerial  point  of  view.  The  manager  must  be  constantly  trying  to 
develop  new  ideas  and  to  make  new  adaptations  of  old  ideas. 

This  point  of  view  goes  hand  in  hand  with  the  concept  of  creative 
thinking  that  we  have  already  discussed.  Business  managers  who  enjoy 
reputations  as  innovators  for  introducing  highly  creative  business  ideas 
insist  that  they  really  never  came  up  with  a  single  new  idea.  All  they 
did  consisted  merely  in  taking  an  idea  here,  one  over  there,  another  out 
of  a  book,  and  still  another  out  of  a  casual  conversation  and  somehow  or 
other  getting  two  ideas  to  make  a  junction.  In  this  process,  they  got  a 
new  thought,  like  two  currents  springing  together  from  the  poles  of  an 
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arc  li^ht.  In  developing  the  selling  arrangement  for  wholesale  distribution 
of  Armstrong  flooring  products-which  has  been  one  of  the  greatest 
sources  of  strength  in  this  business-everything  we  did  followed  from 
taking  ideas  from  the  fellows  who  sold  direct  and  finding  ways  and 
means  of  making  them  effective  for  wholesale  distribution.  It  was  not 
primarily  a  matter  of  new  ideas.  The  concepts  were  new  in  one  sense, 
but  they  were  all  old  ideas  used  in  a  new  way.  It  is  a  task  of  the  manager 
to  develop  this  research  point  of  view  through  conscious  practice  bv 
constantly  asking  himself  such  questions  as  "Couldn't  I  make  some 
change  here  that  would  be  advantageous?"  "Isn't  there  a  better  way  of 
doing  this?"  "Do  we  really  need  this  device  or  this  service?"  "Couldnt 
this  process  be  eliminated  and  these  other  two  combined?" 

Projit  Philosophy 

There  is  one  operational  area  closely  related  to  the  development  of 
new  specialty  products  that  poses  a  particular  problem  in  managerial 
judgment.  It  has  to  do  with  profits.  We  are  not  referring  here  to  the 
over-all  earnings  of  the  enterprise,  for  the  maintenance  of  adequate 
earnings  on  investment  is  such  a  prime  responsibility  of  management 
and  is  so  well  recognized  that  it  need  not  be  discussed  at  length.  Instead, 
we  are  considering  profit  margins  of  individual  products.  AVhen  a  new 
specialty  product  is  developed,  it  is  quite  proper  to  set  a  price  that  will 
bring  a  wide  margin  of  profit  in  order  to  recover  development  costs. 
There  is,  however,  a  delicate  sense  of  timing  involved  in  knowing  how 
long  to  maintain  the  wide  margin  and  in  knowing  when  to  reduce  it. 
In  a  competitive  economy,  any  successful  enterprise  will  attract  competi- 
tion, and  if  the  manager  attempts  to  maintain  a  wide  margin  of  profit 
for  too  long  a  period  of  time,  he  will  succeed  merely  in  setting  com- 
petitors up  in  business  and  giving  them  a  flying  start.  So,  as  a  matter  of 
practical  fact,  exorbitant  earnings  do  not  serve  the  long-range  best 
interests  of  an  individual  business.  Instead,  as  greater  profit  margins  are 
created  through  improved  efficiency  in  operation,  it  is  prudent  to  pass 
on  these  savings  to  customers  in  the  form  of  lower  prices  and  to  em- 
ployees through  higher  wages.  One  of  the  tasks  of  management  is  to 
recognize  the  interests  of  these  groups  and  serve  them  fairly.  Equitable 
distribution  of  profits,  however,  must  naturally  be  preceded  by  the 
fundamental  job  of  earning  them.  Without  profits  no  business  can 
continue  to  exist.  Hence  a  delicate  sense  of  touch  with  respect  to  pricing 
specialty  products,  coupled  with  an  innate  sense  of  timing,  will  in  the 
long  run  help  ensure  the  over-all  profitability  of  the  enterprise. 

Another  operational  task  of  managing  involves  a  basic  decision  on 
the  type  of  goods  manufactured  and  the  merchandising  policies  to  be 
followed.   Essentially  there   are   two  basic  policies  for  a  manufacturer. 
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One  is  to  make  the  greatest  possible  quantity  of  goods  that  can  be  turned 
out  cheaply  and  efficiently  and  sell  them  on  a  basis  of  price  to  that 
element  in  the  population  with  whom  price  is  always  the  dominant 
factor.  The  second  policy— which  is  equally  legitimate— is  to  turn  out  the 
best  sort  of  merchandise  that  can  be  produced  economically  and  efficiently 
and  sell  it  on  its  merits  to  that  element  in  the  population  with  whom, 
while  price  is  important,  other  elements— quality,  pattern,  and  speed 
of  turnover— are  also  given  due  consideration.  No  organization  can  be 
effective  if  it  tries  to  ride  both  of  these  policy  horses.  The  task  of  manag- 
ing is  to  adhere  firmly  to  one  policy  or  the  other  and  to  build  an  organiza- 
tion that  will  be  effective  along  whichever  course  is  selected. 

Preserving  Perspective  ' 

From  an  operational  standpoint,  one  of  the  most  difficult  problems 
that  a  manager  faces  is  in  preserving  his  perspective.  So  many  things 
cross  his  desk  that  he  cannot  dwell  long  on  any  one  question.  Problem 
upon  problem  is  brought  to  him  for  final  resolution.  And  they  are 
not  simple  problems,  for  any  point  in  dispute  brought  to  top  manage- 
ment for  decision  has  at  least  two,  and  sometimes  more,  well-defined 
and  clearly  documented  points  of  view.  The  top  manager  as  he  listens 
to  the  arguments  pro  and  con  frequently  discovers  that  he  would  have 
no  difficulty  in  rationalizing  a  decision  in  favor  of  any  of  those  presented. 
Thus  the  task  for  him  is  to  decide  which  is  the  right  one— which  is  the 
one  that  will  advance  the  objectives  of  the  business— which  is  the  one 
that  will  attain  success.  These  day-to-day  problems  of  the  manager  are 
not  idly  dismissed.  Sometimes  they  haunt  his  sleeping  hours  as  well  as 
his  waking  hours.  In  such  situations,  one  of  the  manager's  greatest 
difficulties  is  to  preserve  his  perspective.  If  he  holds  a  piece  of  paper  up 
in  front  of  his  eyes,  he  can  shut  out  the  whole  world,  but  if  he  holds 
the  paper  away  from  him,  he  can  see  the  world  behind  it.  It  is  possible 
for  him  to  get  into  a  mental  lather  over  a  problem  that  looms  large 
and  comes  steadily  closer  and  closer  to  him  until  it  tends  to  shut  out  his 
vision  entirely. 

For  this  reason  it  is  vitally  important  for  every  manager,  whether  he 
wants  to  or  not,  to  take  a  vacation  periodically.  He  should  get  away 
from  those  day-to-day  problems  that  haunt  him.  When  he  gets  to  a 
point  where  perspective  diminishes  and  the  problem  gets  closer  and  closer 
until  it  leads  to  outward  irritation,  or  at  least  inward  irritation,  then 
his  perspective— his  sense  of  judgment— becomes  warped.  He  should  put 
the  problem  aside  and  get  away  from  it. 

When  he  does  get  away  for  a  few  weeks,  he  will  discover  that  the  first 
ten  days  or  so  will  find  his  managerial  tasks  still  pretty  much  present  in 
his  imagination,   but   after  about   ten   days— as   the   Metropolitan  stage 
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looks  when  the  opera  glasses  are  reversed-his  problems  will  begin  to 
fall  back  into  proper  proportions.  As  he  sees  them  against  the  proscenium 
arch  of  the  mountains  or  the  sea,  the  problems  get  into  proper  per- 
spective. Then  when  he  returns  to  the  desk,  his  ability  to  use  and 
exercise  his  judgment  is  vastly  increased. 

There  is  no  more  earnest  or  sincere  suggestion  to  be  given  to  the 
young  manager  than  this:  When  you  get  to  thinking  of  some  of  the 
injustices  you  feel  you  are  subjected  to,  and  when  they  seem  to  come 
right  up  on  you  like  the  locomotive  comes  up  in  the  movies  until  it 
appears  as  though  it  is  going  to  run  right  over  you,  then  turn  to  some- 
thing else  for  a  few  minutes  or  a  day  or  a  week.  Leave  your  desk  and 
talk  to  your  supervisor  or  someone  else  in  your  department;  get  a  fresh 
point  of  view  so  that  your  perspective  can  be  restored.  As  important 
as  this  is  for  the  manager  himself,  it  is  doubly  so  for  him  to  recognize 
this  in  subordinates.  When  a  man  comes  to  his  supervisor  and  savs  he 
cannot  get  away,  that  is  proof  positive  that  he  has  lost  his  perspective 
and  he  should  go,  by  all  means.  It  is  the  task  of  the  manager  to  keep 
his  eye  on  his  men  to  detect  when  they  are  reaching  this  point  and  to 
see  to  it  that  they  do  get  away  in  order  to  regain  perspective. 

RESPONSIBILITIES  BEYOND  THE  BUSINESS 

Thus  far  we  have  discussed  building  an  organization,  training  it,  and 
some  general  operating  principles  to  assure  movement  of  the  organiza- 
tion toward  well-defined  objectives.  All  these  apply  inwardly  to  the 
operation  of  the  enterprise,  and  most  of  them  are  as  applicable  to 
institutions  as  they  are  to  business  organizations.  But  the  responsibilitv 
of  the  modern  business  manager  goes  well  beyond  his  own  organization. 
One  of  the  most  important  tasks  of  managing  today  is  to  see  the  enterprise 
as  a  part  of  the  total  social  and  economic  fabric  of  the  nation. 

To  do  this,  the  manager  must  have  a  sense  of  social  responsibilitv.  a 
thorough  knowledge  of  the  interplay  of  all  elements  in  the  economv, 
and  a  firm  foundation  of  faith  in  the  fundamental  principles  upon  ^diich 
the  American  Republic  was  founded.  It  is  not  enough  for  him  to  be 
intimately  acquainted  only  with  the  details  of  his  o^ni  enterprise.  He 
must  also  understand  the  principles  on  which  the  American  svstem  rests. 
Self-government  means  government  by  ourselves.  A  free  government  will 
not  run  itself;  to  be  successful  it  requires  the  time  and  attention  of  everv 
one  of  its  citizens.  No  church,  no  club,  no  lodge,  no  business  can  prosper 
unless  some  individual  is  willing  to  devote  himself  to  its  interests.  This  is 
equally  true  of  popular  self-government. 

Unless  business  managers  as  individual  citizens  are  willing  to  give  then- 
personal  time  and  effort  to  help  carry  on  the  government,  it  soon  degen- 
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erates  in  quality  and  efficiency  and  will  eventually  fall  into  the  hands  of 
power-seeking  individuals  who  will  destroy  our  freedom  completely. 
Eternal  vigilance  on  the  part  of  the  individual  citizen  is,  quite  literally, 
the  price  of  liberty. 

All  too  many  business  managers,  though  they  acknowledge  the  truth 
of  this  proposition,  say,  "Well,  what  can  I  do  about  it?  After  all,  I  am 
personally  quite  unimportant."  Lord  Bryce  said  that  in  this  attitude 
lies  one  of  the  real  weaknesses  of  a  republic  like  ours— "the  fatalism  of 
the  multitude,  a  sense  of  the  insignificance  of  personal  effort."  The 
business  manager  needs  to  keep  constantly  before  him  the  statement  of 
Herbert  Spencer:  "What  I  need  to  remember  is  how  infinitesimal  is  the 
importance  of  anything  I  can  do,  but  how  infinitely  important  it  is 
that  I  should  do  it." 

As  business  managers,  we  have  a  fundamental  task— a  responsibility— 
to  the  nation  and  to  our  own  businesses  not  only  to  assume  our  individual 
duty  in  standing  for  sound  American  principles,  fearlessly  enunciating 
them  in  our  daily  lives,  but  also  to  seek  constantly  to  implant  them  in  the 
minds  and  hearts  of  the  rising  generation. 

Preserving  a  Free  Society 

If  a  free  society  is  to  be  preserved,  seven  elements  of  personal  character 
must  be  dominant  in  the  citizenry  of  the  nation:  self-reliance,  individual 
initiative,  personal  responsibility,  thrift,  pride  of  citizenship,  courage,  and 
religious  faith.  In  recent  years,  spurious  substitutes  have  been  palmed 
off  on  the  American  people  for  these  basic  virtues  of  free  men:  govern- 
ment aid  for  self-reliance;  collectivism  for  individual  initiative;  a  partly 
socialized  economy  for  personal  responsibility;  public  subsidies  for  thrift; 
subservience  for  pride  of  citizenship;  paternalism  for  courage;  and  mate- 
rialism for  religious  faith.  The  business  manager  who  assumes  that  he  has 
no  responsibility  in  these  areas,  who  assumes  that  this  is  the  natural 
course  of  human  events  and  nothing  he  can  do  will  alter  it,  is  totally  blind 
to  the  most  important  task  of  managing. 

To  be  worthy  American  citizens,  we  managers  must  be  on  guard  con- 
stantly to  develop  and  exercise  the  seven  fundamental  elements  of  per- 
sonal character  on  which  the  maintenance  of  freedom  in  America  de- 
pends. History  shows  that  when  men  attempt  to  relegate  their  personal 
responsibilities  to  other  men  calling  themselves  government,  these  other 
men  eventually  rear  a  powerful  monster  who  turns  and  devours  liberty. 
The  responsibility  here  is  strictly  personal.  Every  business  manager  as  an 
individual  must  assume  the  task.  He  must  ever  remember  that  no  chamber 
of  commerce  ever  composed  a  great  symphony;  no  labor  union  ever 
painted  a  great  picture;  no  church  ever  wrote  a  great  sermon;  no  man- 
agement association  ever  composed  a  great  poem;  no  government  com- 
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mission  ever  put  together  a  Gettysburg  Address.  It  is  the  individual,  in 
the  last  analysis,  who  determines  the  course  of  human  affairs. 

So  when  the  last  clear  call  comes  for  the  business  manager,  may  it  be 
said  of  him  and  all  other  managers,  as  it  was  said  so  eloquently  of  Pope 
Leo  XIII  at  the  time  of  his  death:  "Such  men  fight  the  campaigns  of  the 
future,  while  all  the  world  around  them  is  asleep.  But  w^hen  the  time 
comes,'  though  they  themselves  be  gone,  the  roads  they  planned  are  broad 
and  straight  for  the  march  of  other  feet  ...  the  spirit  they  called  up 
still  lives  to  lead.  And  they  themselves,  wherever  they  may  be  .  .  .  have 
a  continuing  share  in  the  victories  that  humanize  mankind." 


Gray  L.  Carpenter 

PRESIDENT 

GRAY  L.  CARPENTER  &  ASSOCIATES 

POCONO  MANOR,  PENNSYLVANIA 


As  head  of  his  own  service  organization,  Gray  L.  Carpenter  has  worked 
closely  with  the  chief  executives  of  a  number  of  United  States  and 
Canadian  companies.  He  has  served  as  a  special  consultant  on  a  variety 
of  management  problems  ranging  from  organization,  personnel,  and 
training  to  policy-level  public  relations  and  sales  promotion. 

Among  Mr.  Carpenter's  clients  have  been  such  firms  as  Knox  Cor- 
poration, Anglo-Newfoundland  Development  Company,  Limited,  Dun- 
lop  Tire  and  Rubber  Corporation,  Mississippi  Products  Corporation 
(Sears  Roebuck  and  Company),  Fred  Meyer,  Incorporated,  and  Rinek 
Cordage  Company.  He  has  also  worked  with  several  management 
associations,  and  particularly  with  the  business  leaders  who  guide 
them,  including  the  National  Association  of  Manufacturers,  the  Society 
for  Advancement  of  Management,  the  MTM  Association  for  Standards 
and  Research,  and  the  National  Association  of  Industrial  Advertisers. 

Mr.  Carpenter  has  played  a  key  role  in  planning  and  organizing 
many  top  management  seminars  and  management  development  pro- 
grams. He  has  also  helped  to  advertise  and  sell  the  programs  and  has 
frequently  been  a  key  lecturer  as  well.  In  this  field  he  has  served  the 
University  of  Miami,  the  Bridgeport  Engineering  Institute,  and  sev- 
eral consulting  firms  and  management  associations. 

Gray  Carpenter  was  born  in  Maryville,  Missouri,  in  ic)i8,  but  grew 
up  in  Iowa.  He  attended  Washington  and  Lee  University  in  Lexington, 
Virginia,  leaving  after  two  years  to  do  newspaper  and  radio  writing 
for  Knickerbocker  Broadcasting  Company.  He  then  attended  Harvard 
University  and  finished  his  schooling  at  the  University  of  Hawaii 
during  the  war  years. 

Enlisting  in  the  Navy  the  day  after  Pearl  Harbor,  Mr.  Carpenter 
was  commissioned  just  in  time  to  head  the  ip^2  Navy  Relief  Cam- 
paign in  Florida.  In  that  year  Florida  led  the  nation  in  contributions. 
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After  similar  successes  in  a  number  of  War  Bond  drives,  he  was 
assigned  as  aide  to  the  commanding  officer,  USNAS,  Daytona  Beach, 
Florida.  He  was  later  sent  to  the  Pacific,  where  his  administrative 
talents  were  quickly  put  to  use  on  the  permanent  staff  of  the  Com- 
mander of  Pacific  Fleet  Air  Forces.  Mr.  Carpenter  left  the  Xavy  as  a 
senior-grade  lieutenant  (permanent  appointment)  with  a  Xaval  Com- 
mendation Ribbon  and  Pacific  and  American  campaign   ribbons. 

After  the  war,  Mr.  Carpenter  went  to  work  for  Ruud  Manufacturing 
Company  in  Pittsburgh,  Pennsylvania,  and  became  assistant  vice-presi- 
dent-sales. He  then  joined  Methods  Engineering  Council,  management 
consultants,  as  director  of  advertising,  sales  promotion,  and  public 
relations  activities.  While  with  Methods  Engineering  Council,  he 
helped  to  organize  a  series  of  management  conferences.  Out  of  the 
work  done  on  these  conferences  came  his  first  book,  A  Training 
Course  in  Effective  Speaking,  which  was  published  by  Funk  and  Wag- 
nails  in  ig^i- 

He  formed  Gray  L.  Carpenter  t  Associates  in  1949  and  maintains 
offices  in  New  York  City  and  at  Pocono  Manor,  Pennsylvania. 

April,  i960 


CHAPTER    6 

The  President's  Job 


A  vast  amount  of  information  has  been  written  about  presidents  of  com- 
panies. Sincere  management  researchers  have  investigated  their  practices 
in  depth.  Others  have  held  them  up  to  ridicule.  Still  others  have  glamour- 
ized them  in  the  novels  of  our  times. 

Almost  every  conceivable  type  of  survey  has  been  conducted  on  com- 
pany presidents  as  a  group.  There  have  been  serious  surveys  and  facetious 
surveys.  One  of  the  latter  purported  to  prove  something  by  citmg  favorite 
presidential  foods,  their  over-all  average  hat  size  and  shoe  size  and  the 
colors  which  company  presidents  preferred.  A  well-kno.vn  periodical  even 
published  this  nonsense  to  give  their  readers  "a  composite  view  ot  the 
average  American  company  president." 

What  this  proves,  of  course,  is  that  there  is  a  great  interest  m  presidents. 
It  is  fitting  that  this  should  be  the  case.  After  all,  they  are  leaders.  And  m 
a  tepid  era  when  security  rides  high  and  self-reliance  often  seems  on  the 
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wane,  those  willing  to  make  the  sacrifice  of  assuming  leadership  are,  at 
the  least,  a  curiosity. 

Apparently,  from  a  low  at  the  time  of  the  Great  Depression,  the  cor- 
porate president  has  risen  to  new  highs  in  every  line  of  endeavor.  Civic 
groups  and  church  groups  seek  him  out,  perhaps  with  mixed  motivations 
but  certainly  with  energy.  Governments  ask  his  counsel  and  advice.  And 
even  the  most  militant  of  unions  no  longer  try  to  depict  him  as  an  ogre. 
There  are  other  reasons  for  this  interest  in  presidents.  Seventy-five  mil- 
lion TV  sets,  as  many  or  more  radios,  and  every  form  of  mass  communi- 
cations daily  extol  a  very  narrow  and  material  form  of  the  American  way, 
namely,  that  the  hard-working  and  self-sacrificing  husband  and  father 
who  brings  home  the  bacon  to  ''mom"  and  the  kids,  the  upright  and 
staunch  breadwinner,  is  somehow  a  proper  sort  of  hero.  The  idea  is 
matriarchal  in  concept,  but  many  people,  especially  women,  have  vague 
imaginings  that  the  president  of  a  firm  is  a  kind  of  super-soap-opera 
leading  man.  The  idea  may  be  an  unconscious  one,  but  I  have  run  into 
it  countless  times. 

Because  a  company  president  not  only  brings  home  more  bacon  but 
also  makes  it  possible  for  others  to  do  likewise,  it  is  no  wonder  that  he  is 
a  subject  of  fascination  to  the  public  at  large,  to  the  student  who  hopes 
to  follow  in  his  footsteps,  and  to  just  about  everyone,  including,  of 
course,  other  company  presidents. 

This  is  not  said  lightly.  The  great  sweep  of  history  and  economics  will 
show  that  it  was  always  thus.  The  men  at  the  top,  the  leaders  of  any 
society  in  any  time,  are  the  ones  who  have  been  vested  with  whatever  the 
people  have  considered  the  most  important  attributes  at  any  given  time. 
Revival  of  the  arts  swept  the  imagination  of  the  Renaissance.  Money  was 
the  idol  of  the  capitalistic  era.  In  our  time,  the  successful  company  presi- 
dent epitomizes  our  quest  for  material  things,  but  with  social  conscious- 
ness; our  enthusiasm  for  machine-age  progress,  but  with  a  respect  for  our 
past;  our  preoccupation  with  the  age  of  space,  but  with  a  pride  in  our 
"breadwinning"  ways  which  have  virtually  licked  the  old  battle  for 
sufficient  food,  clothing,  and  shelter  for  all  our  people. 

And,  as  always,  this  civilization  of  today  is  still  resplendent  with  the 
leadership  of  a  few.  The  truth  is  that  there  just  are  not  very  many  com- 
pany presidents.  Even  in  the  United  States,  where  private  enterprise  has 
grown  into  fullest  bloom,  a  company  president  belongs  to  a  small  minor- 
ity group.  A  few  thousand  people  at  most! 

Who  Are  the  Presidents? 

Statistics  are  very  misleading  as  to  presidents.  They  vary  from  one 
chamber  of  commerce  to  another.  It  all  depends  upon  whether  you 
classify  an  owner  of  a  business  in  the  same  light  as  you  might  a  president 
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Of  a  company.  If  we  include  typical  owners,  then  we  include  a  much, 
much  larL  group  who  "keep  store."  Is  this  our  purpose.-  I  think  not 
Txht  is  not  meanfto  disparage  in  any  way  the  thousands  of  storekeep^ 
Iho  "do"  rather  than  "manage,"  because  these  small  ^'--  ^^^  ;^- 
Tf  erowine  into  large  corporations,  and  sometimes  very  quickly  E^  en  it 
theydo  nft  grow,  they  are'still  a  part  of  the  strong  backbone  o  .^merica^ 
But  mos"  could  not  e'xist  without  the  hard  core  of  successful  larger  and 

™;7u':;t:r:toTall  about  the  president.  )ob,  we  should  have  .me 
ground  rules  for  recognizing  him.  The  conapany  P-^dent  we  sh  1  d  us 
fs  the  "president  who  is  actively  engaged  m  managing  the  actnities 

''If  we  accept  this  concept,  we  can  say  that  there  are  some.vhat  more  or 
les  stLnTs  000  men  and  women  in  this  country  who  fit  into  the  category 
f  we  add  t^this  others  who  are  doing  top-level  management  or  executive 
wo"k  those  working  toward  doing  it,  and  those  planning  activelv  to  do  u 
Ten  weTre  talking  about  approximately  an  additional  350.000  at  the 

""Tt'challenges  the  imagination  to  realize  that  upon  a  small  group  of 
les  than  a  half  million  people  depends  much  of  the  economic  future  of 
"n  soon'  to  be  start'Jng'upon  its  third  hundred  ""Uon  populatioi. 
Ld  the  effect  of  the  American  businessman  on  the  rest  of  the  ^Nestein 
world?  That  story  is  well  known. 

It  is  little  wonder  that  there  is  an  abiding  curiosity  about  the  e  te,^ 
or    idem    upon  whose  success  so  much  depends.  Perhaps  it  is  rele^an 
Tknow  wha't  they  do  in  their  personal  lives.  Perhaps  we  should  s  op 
a  rnoTnt  before  becoming  amused  at  people  who  ask  questions  about  the 
izToTthe  presidential  hat,  the  size  of  his  shoes,  and  his  fav--    o^^^^^ 
The  truth  if,  of  course,  that  the  hat  size  is  average,  as  compared  .  ith  any 
,  „  k  the  shoe  size   and  presidents,  too,  along  with  moie 

ZrrmOri'orotVer^AtTriLn;,  nam'e  steak,  preferablv  rare,  as  their 

'T:fbefot  even  trying  to  define  and  describe  the  president  s  job,  we 

Tncerns  them  almost  as  much  as  it  does  the  chief  executive  himself. 

Presidents  and  Executives 

The  big  difficulty  encountered  when  we  try  to  ^-«- . J^  F-;^^;;' ^ 
iob  is  the  varying  size  of  the  companies  of  our  75.000  presidents.  Often  a 
lice  president's  work  in  a  large  company  will  be  far  more  important  aiK 
r  ouhe  more  responsibility  and  decision  making  than  will  the  job  of  the 
chief     xTcutive  of  many  of  our  smaller  firms.  As  a  result,   there  is  a 
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tendency  to  dismiss  the  smaller  firms.  We  hear  so  much  about  the  500 
largest  firms,  the  50  biggest  executives,  and  so  on.  This  can  be  a  trap  for 
a  good  many  people  who  would  write  about  the  profession  of  manage- 
ment. Countless  surveys  show  that  size  alone  is  not  necessarily  a  criterion 
for  much  of  anything.  The  American  Management  Association  found 
that  in  profits  and  salaries  there  were  few  patterns.  Some  of  our  most 
distinguished  companies  often  were  long  on  volume  and  short  on  profit. 
And  they  found  that  many  a  smaller  company  head  received  a  princely 
remuneration  for  his  efforts,  while  some  of  our  biggest  company  heads 
had  to  be  satisfied  with  much  less. 

How  do  we  pin  down  exactly  whom  we  are  discussing?  We  must  begin 
by  defining  an  executive  and  then  decide  whether  or  not  he  fits  our 
concept  of  a  president.  The  definition  that  I  prefer  was  developed  by 
Leland  Doan,  president  of  Dow  Chemical,  and  appears  in  The  Executive 
Life  by  the  editors  of  Fortune.^ 

"An  'executive'  is  a  relatively  high-level  member  of  the  management 
family  whose  work  is  largely  in  the  area  of  decision-making  and  policy 
formulation.  His  capacity  is  such  that  his  judgment,  perspective,  and  skill 
m  properly  delegating  responsibility  will  weigh  heavily  in  the  long-term 
success  or  failure  of  the  business." 

It  seems  to  me  that  this  definition  can  be  used  to  describe  the  work 
of  presidents  of  companies  of  every  size  as  well  as  executives  of  larger 
companies  whose  management  activities  are  of  comparable  nature  to 
those  of  smaller  company  heads. 

Although  the  definition  is  most  general,  it  gives  us  a  ground  rule  for 
discussion.  It  should  be  fairly  easy,  through  surveys,  investigations,  and 
observations,  to  take  a  close  look  at  United  States  company  presidents 
learn  something  of  their  motivations,  what  they  do  with  their  time   their 
similarities  and  differences,  and  then,  perhaps,  draw  some  conclusions 
Remember,  our  executive  is  a  recognized  leader  exercising  a  leadership 
which  involves  our  economic  well-being.  This  may,  in  the  long  run,  prove 
just  as  important  as  our  military  well-being,  and  possibly  even  more  so 
Time  alone  will  tell. 

CHARACTERISTICS  OF  PRESIDENTS 

Having  worked  closely  with  a  considerable  number  of  presidents  of 
both  large  companies  and  small  over  the  past  eighteen  years  as  a  presi- 
dential assistant,  working  in  training  conferences  with  presidents  assist- 
mg  them  in  organization,  and  talking  with  them  about  their'  many 
problems,  I  have  become  more  interested  in  the  motivations  which  led 

^Pen-in  Stryker,  "Who  Are  the  Executives?"  in  The  Executive  Life,  the  Editors  of 
Fortune,  Doubleday  &  Company,  Inc.,  New  York,  1956,  p.  19. 
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them  to  their  positions  than  anything  else  about  presidents  or  their  jobs. 
It  is  often  a  thankless  job  and  one  that,  in  many  cases,  demands  back- 
breaking  effort.  How  much  easier  it  is  to  fill  that  comfortable  middle- 
management,  semiexecutive  slot,  of  which  almost  every  companv  has 
great  need.  The  company  president  or  true  executive  has: 

1 .  Less  time  for  his  family 

2.  Less  time  for  recreation  (and  even  the  leisure  hours  are  often  spent 
with  business  acquaintances,  rather  than  friends) 

3.  A  work  week  ranging  from  60  to  80  hours,  rather  than  the  40  to  50 

hours  of  most  people 

4.  A  travel  schedule  which  is  approximately  10,000  times  greater  than 
the  national  average  and  ten  times  that  of  lesser  executives 

These  facts  are  borne  out  in  innumerable  surveys.  ^Vhat  possible  ad- 
vantages and  what  inner  drives  force  a  man  to  put  up  with  such  a  life.- 
The  truth  is  that  most  presidents,  according  to  AMA,  think  it  is  fun  and 
would  have  it  no  other  way.  But  I  believe  we  can  search  for  deeper 

motivations.  J^      ■,  if 

What  are  the  qualities  of  leadership  that  are  supposedlv  the  mark  ot 
the  successful  president,  or  true  top  executive,  which  set  him  apart  from 
others  doing  management  work?  Naturally,  there  is  no  one  answer.  1 
believe  however,  that  the  man  who  worked  up  through  the  ranks,  often 
in  the  face  of  cruel  circumstances,  from  a  laboring  position;  the  bright 
youn^  executive  who  started  well  soon  after  graduation  from  the  right 
school;  and  the  man  who  inherited  his  mantle  of  authoritv  through  familv 
affiliation  (after  all,  the  latter  could  hire  "management^  if  he  chose  and 
become  an  absentee  owner)  do  have  some  motivating  characteristics  m 

common.  ,  x      1  .1 

I  believe  there  are  three  such  characteristics.  They  are  (i)  take  control. 
(2)  sense  of  self,  and  (3)  sense  of  identity.  Let  us  examine  these  m  de- 
tail. 

Take  Control 

I  have  seen  a  definite  desire  to  take  control  (or  take  charge),  on  the  part 
of  most  successful  presidents,  rather  than  to  be  controlled  bv  the  forces  of 
economics,  time,  and  the  activities  surrounding  them.  This  could  be 
labeled  drive  or  aggressiveness,  but  I  believe  it  goes  much  deeper.  It  is 
more  resistance  to  being  at  the  mercy  of  the  decisions  of  others,  coupled 
with  complete  willingness  to  accept  full  responsibility  for  the  success  or 
failure  of  any  project  or  the  entire  enterprise.  And  there  are  no  patterns 
as  to  how  he  accomplishes  his  objectives;  for  example: 

1.  I  know  a  desk-pounding  head  of  an  appliance  firm.  He  Iiterallv 
shouts  for  acceptance  and  gets  it  with  resounding  success. 

2.  I  know  a  stay-behind-his-closed-office-door  president  of  a  large  service 
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organization  who  achieves  remarkable  success,   quietly,   by  indirection, 
through  others. 

3.  I  know  a  pat-on-the-back  oil-company  president  who  uses  his  charm 
to  infuse  great  team  spirit  into  his  executives.  And  he  promptly  gets 
everyone  to  do  exactly  what  he  wants  done  in  the  exact  way  he  wants  it 
done— most  profitably! 

Sense  of  Self 

I  believe  there  is  a  sense  of  self  in  all  men  who  are  successful  presidents 
and  in  those  who  will  become  successful  presidents.  It  is  not  too  unlike 
the  inner  forces  that  make  men  successful  artists,  musicians,  poets,  or  even 
actors.  Although  self-expression  is  part  of  what  I  call  sense  of  self,  it  is  not 
all  of  it.  It  also  takes  something  of  the  ego  and,  far  more,  a  sense  of 
having  a  contribution  to  make.  I  would  define  this  sense  of  self  as  "an 
ego  which  expresses  itself  by  making  a  contribution,  or  the  giving  of  its 
talents."  Sense  of  self  is  the  opposite  of  selfishness.  It  is  not  money- 
motivated.  Presidential  management  requires  some  ego;  it  is  one  of  the 
most  articulate  forms  of  self-expression;  and  there  must  be  the  feeling 
with  all  this  of  making  a  contribution.  The  following  men  are  examples. 

1.  The  foregoing  may  sound  frothy  if  we  consider  a  crusty,  recalcitrant, 
hard-bitten  president  I  know  who  always  handles  his  own  union  nego- 
tiations. He  loves  to  win.  He  is  articulate  to  the  point  of  being  known  as 
the  "bald  legal-eagle"  by  union  leaders  and  their  attorneys.  His  own  per- 
sonal contribution  to  America  is  to  lick  inflation  by  giving  no  raises 
except  for  a  commensurate  production  increase.  It  is  a  crusade  for  him. 
And  it  is  also  a  sense  of  self. 

2.  A  chairman  of  a  large  retail  chain,  who  began  his  rise  to  success 
by  selling  coffee  door  to  door,  confesses  that  his  principal  reason  for  start- 
ing his  chain  (even  today,  they  will  beat  anyone's  price)  was  to  help  people 
during  the  Great  Depression.  This  man  had  known  privation  in  early 
life.  His  means  of  self-expression,  his  contribution,  was  to  help  others. 
And  the  retail  chain  still  bears  his  name  in  bright  lights. 

3.  A  management  consultant  with  whom  I  have  worked  once  originated 
a  new  technique  which  would  save  industry  uncharted  millions  if  ac- 
cepted. On  the  surface,  at  least,  it  would  have  been  much  more  profitable 
for  him  to  keep  the  technique  captive  or  secret  and  sell  it  company  by 
company.  Instead,  he  gave  it  away  even  to  competitors,  and  then  formed 
an  association  to  control  its  application  and  use.  It  was  his  way  of  express- 
ing himself,  making  a  contribution,  and  letting  the  widest  possible  audi- 
ence know  what  he  had  done. 

Lest  I  give  the  impression  that  management  is  a  form  of  idealistic  pap, 
it  might  be  well  to  insert  right  here  that  in  all  the  above  cases  the  profits 
were  far  greater,  as  it  turned  out,  than  if  other  courses  of  action  had  been 
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followed  But  is  this  not  always  true?  Henry  Ford  once  said  something  to 
the  effect  that  if  managers  do  all  they  possibly  can  to  give  the  customer 
the  best  possible  thing  they  can,  profits  can't  help  falling  mto  their  laps. 
This  is  a  truth,  I  feel,  that  too  many  people  miss. 

As  further  examples,  I  would  like  to  point  to  this  same  sense  of  self  as 
evidenced  in  the  world  of  music.  Why  did  Beethoven  keep  on  .vriting 
music  when  he  could  no  longer  hear  it?  For  money?  He  did  not  need  it  at 
that  stage  of  his  life.  Franz  Lizst  was  born  a  rich  man  and  gave  his  music 
away;  still  profits  flowed  in  for  his  appearances.  And  the  dymg  Schubert 
with  no  thought  other  than  self-expression,  contribution,  and  ego  did 
his  best  to  complete  the  "Unfinished  Symphony"  and  became  almost 
heroic  in  his  failure.  Truly,  this  sense  of  self  bears  further  study  by  the 
student  of  management. 

Sense  of  Identity 

A  "sense  of  identity"  covers  a  number  of  things,  including  responsibilitv, 
but  also  the  feeling  that  you  belong  to  something,  that  you  are  a  pait 
of  what  is  happening  to  it,  and  that  it  is  part  of  you;  this  is  about  as  close 
as  I  can  come  to  defining  a  sense  of  identity.  The  "it,"  of  course,  is  the 
company.  At  the  extreme  range,  it  is  almost  a  feeling  that  you  and  the 
company  are  one  and  that  you  are  creating  jointly  something  of  lasting 
value.  It  is  not  quite  dedication,  but  it  borders  on  it.  Now  I  do  not  mean 
that  all  presidents  are,  or  even  should  be,  zealots.  But  a  tinge  of  this 
enters  into  the  thinking  of  the  great  managers.  It  the  sense  of  identitv 
is  there,  all  else  follows:   responsibility,  integrity,  loyalty,  steadfastness. 
Why>  In  a  sense  of  identity  there  is  love,  too.  Love  for  a  thing  called  a 
company?  I  have  seen  it,  and  so  has  every  good  manager.  A  man  may  have 
many  loves:  for  a  woman,  for  his  children,  for  the  sea,  for  the  plain,  for 
the  desert,  for  animals-even  for  the  fine  grain-fed  cattle  which  he  has 
laboriously  raised  and  yet  knows  he  must  eat.  And  have  you  ever  heard  a 
farmer  wax  poetic  over  his  cornfield?  He  is  not  boasting.  It  is  because  it 
is  his,  and  the  sense  of  identity  is  there.  Examples  are  easy  to  find: 

1.  Why  does  a  man  who  knows  that  his  policies  no  longer  quite  work 
still  resist  retirement?  A  sense  of  identity. 

2  Why  does  the  president  insist  on  putting  in  longer  working  hours. 
And  whether  necessary  or  not,  in  general,  he  does  insist  on  it. 

,  Why  do  approximately  98  per  cent  of  all  presidents  interviewed  bv 
AMA  in  one  of  their  surveys  say  that  they  do  not  believe  that  thev  are 
working  too  hard,  and  then  admit  that  everyone  else  says  that  they  are, 
including  their  doctors? 

Actually,  this  sense  of  identity  is  present  in  everyone  to  some  extent. 
We  hear  so  often  of  the  man  who  damns  his  company  to  his  associates 
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within  the  company,  but  who  points  with  pride  to  where  he  works  when 
talking  to  outsiders.  So  pride  too  is  part  of  the  sense  of  identity.  But  in 
successful  presidents,  it  goes  further  and  means  so  much  more  than  this. 
A  few  days  before  his  death,  one  of  America's  best-known  management 
leaders,  who  was  also  board  chairman  of  his  company,  summed  up  this 
sense  of  identity  quite  eloquently  when  he  said:  "Gentlemen,  I  can  sit 
in  the  board  chairman's  seat  quite  comfortably.  I  saw  this  company 
first  as  an  apprentice,  felt  with  the  years  its  tremendous  growth,  and  now 
it  will  always  be  part  of  me." 

You  will  note  that  he  did  not,  as  the  egotist  might,  say  that  he  would 
always  be  part  of  the  company,  implying  that  he  would  go  down  in  its 
history.  No,  the  words  are  those  of  a  humble  man.  Yet  his  reputation  was 
that  of  a  ruthless,  hard-hitting  reactionary.  But  his  sense  of  identity  was 
keen. 

Other  Characteristics 

Perhaps  there  are  other  identifiable  characteristics  common  to  company 
presidents  and  top-level  managers.  One  such  characteristic  may  well  be 
the  ability  to  synthesize  information.2  Synthesizing  has  to  do  with  creative 
imagination.  It  is  the  piecing  together  of  bits  of  information  in  order  to 
arrive  at  a  complete  picture  on  which  to  base  a  decision.  It  is  the  opposite 
of  analysis.  It  is  a  somewhat  new  concept. 

To  me,  synthesis  is  a  combination  of  creativity  and  timing.  It  is  also 
the  most  important  presidential  characteristic  having  to  do  with  profit. 
Profits  depend  not  only  on  day-to-day  decision  making,  but  on  long-range 
decision  making  as  well.  Day-to-day  synthesis  might  affect  pricing,  produc- 
tion, purchasing,  and  selling  policies.  Long-range  synthesis  might  affect 
improvements  in  a  product  line,  new  products,  acquisitions  or  mergers, 
the  building  of  new  facilities,  and  so  on.  Synthesis  is  undoubtedly  related 
to  the  sense  of  identity  which  I  have  just  discussed. 

Little  has  been  said  about  profits  in  trying  to  describe  the  presidential 
motivating  characteristics.  Yet  every  top  manager  will  insist  that  profit 
is  the  motivating  factor  of  business  itself.  I  agree.  It  is  the  motivating 
factor  of  business.  But  I  doubt  that  it  is  the  motivating  factor  of  the 
president  as  an  individual.  He  must  show  a  profit,  and\he  bigger  the 
better!  His  own  share  is  pitifully  little  of  it.  How  then  can  profit  be 
the  personal  motivating  factor? 

The  truth,  I  beheve,  is  that  because  profits  little  affect  the  actual  take- 
home  pay  of  successful  presidents,  many  presidents  of  companies  may  be 
much  further  along  the  way  toward  being  professional  managers  than 
they  actually  realize. 
-  See  Chapter  9,  Synthesizing  Information,  by  T.  R.  Moore. 
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Can  These  Characteristics  Be  Measured? 

As  nearly  as  I  can  evaluate  it,  these  elusive  qualities  of  leadership  have 
changed  little  through  time.  The  ancient  tribal  chiefs  who  become  kings 
had  "take  control,"  a  "sense  of  self,"  and  a  "sense  of  identity,"  and  many, 
no  doubt,  had  a  "sense  of  synthesis,"  too.  The  pioneers  who  hewed  out 
the  American  wilderness,  making  organized  states  out  of  what  were  limit- 
less and  uncharted  forests,  streams,  lakes,  and  mountains,  had  the  same 
motivations.  And  let  us  admit,  unsavory  as  the  word  is  when  used  with 
business,  the  buccaneers  who  plundered  and  plagued  the  nations  of  the 
world  for  1,000  years  had  them  too. 

Although  I  am  a  great  believer  and  supporter  of  psychological  testing, 
I  do  not  believe  these  qualities  can  be  measured  satisfactorily.  I  do  not 
say  that  the  characteristic  of  take  control,  for  instance,  cannot  be  dis- 
covered in  certain  individuals  by  testing.  It  can.  But  I  have  found  that 
tests  will  not  give  us  a  clue  as  to  whether  an  individual  will  actuallv 
take  control,  regardless  of  his  basic  tendencies.  Take  control,  sense  of 
self,  and  sense  of  identity  confound  even  our  most  reliable  intelligence 
test's  Let  us  face  it,  there  are  a  goodly  number  of  highly  successful  presi- 
dents whose  most  notable  characteristic  is  that  of  deep,  unshakable  ig- 
norance. But  they  move  from  take  control  right  through  to  brilliant 
synthesis  without  batting  an  eyelash! 

There  is  no  doubt,  in  my  opinion,  that  psychological  testing  improves 
personnel  selection  and  a  behavior  predictability  batting  average  from  a 
50-50  guess  to  at  least  a  70-30  ratio. 

But  we  are  talking  about  successful  presidents  and  top  managers.  It  we 
look  for  profiles  or  patterns,  we  are  just  kidding  ourselves.  Presidents  do 
not  fit  molds.  Rather,  they  defy  them. 

Perhaps,  however,  if  we  move  from  discussion  to  action,  we  can  under- 
stand better  how  these  presidential  ingredients  of  leadership  work  in  a 
practical  sense. 

GENERAL  OBSERVATIONS  ON  PRESIDENTS 

In  their  day-to-day  work,  we  can  find  similarities  and  differences  in 
presidents.  Also,  we  can  find  certain  general  truisms  which  should  be 
commented  upon  briefly. 

1  Presidents  of  larger  companies  are  usually  older  than  presidents  ot 
smaller  companies.  In  part  this  stems  from  the  fact  that  the  larger  com- 
pany has  a  slower  work-up-through  policy  than  do  the  smaller  organiza- 
tions Also,  the  larger  companies  are  usually  older  and  better  established. 

2  More  and  more  companies,  large  and  small,  are  making  retirement 
at  sixty-five  mandatory.  Whether  or  not  this  is  good  is  questionable.  Some 
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executives  believe  that  it  is  a  waste  of  talent,  especially  today  when  new 
advances  in  medicine  have  so  greatly  increased  the  life  span.  Again,  the 
trend  toward  forced  retirement  is  most  apparent  in  the  larger  organiza- 
tions. Along  this  same  line,  however,  there  is  another  paralleling  trend 
which  makes  use  of  retired  executives  by  placing  them  on  special  boards 
to  guide  and  counsel  younger  executives. 

3.  One  very  significant  difference  between  the  presidents  of  larger 
companies  and  smaller  ones  is  that  the  larger  company  head  spends  more 
time  on  external  relations.  I  define  external  relations  to  mean  public 
relations,  community  relations,  stockholder  relations,  and  so  on. 

4.  Presidents  today,  on  the  average,  have  a  better  formal  education 
than  did  their  fathers.  This  fact  is  so  pronounced  that  we  can  also  state 
that  younger  presidents  today  have  more  formal  education  than  older 
ones.  And  we  can  be  certain  that  the  president  of  tomorrow  will  have 
more  formal  education  than  does  the  president  of  today.  It  is  a  trend  of 
the  times.  It  is  noteworthy  to  mention  that  several  surveys  show  that  the 
vast  majority  of  presidents  feel  that  their  schooling  did  little  to  prepare 
them  for  their  role  in  business.  This  may  be  due  to  the  fact  that  our 
schools  give  degrees  in  specialized  areas  such  as  engineering,  finance,  and 
science  while  there  really  is  no  one  course  which  prepares  a  man  to  be 
president.  But  the  presidents  themselves  blame  their  educational  inade- 
quacies on  the  educational  system. 

5.  In  interviewing  forty  presidents  personally,  thirty-two  advised  less 
specialization  in  education  if  a  person  would  prepare  himself  to  be  a  good 
company  president.  All  forty  suggested  more  liberal  arts  study.  Their 
collective  reasoning:  that  there  will  soon  be  thousands  of  nonmanagerial 
technicians  in  science,  engineering,  accounting,  and  so  on,  who  can  be 
hired  for  specialization,  while  a  president  should  be  a  take-control  type 
of  individual  who  has  a  broad  general  education  with  a  feel  for  both 
internal  and  external  relations  and  a  capacity  for  decision  making. 

6.  More  company  presidents  rise  to  the  top  through  the  sales  field  than 
any  other  area.  This  is  more  pronounced  in  small  organizations,  but  it  is 
true  in  the  bigger  companies,  too.  One  reason  for  this  is  that  the  sales 
area  is  one  where  personal  performance  is  always  noted  more  quickly. 
Another,  less  scientific  reason  is  that  the  type  of  personality  usually  found 
in  the  sales  area  is  more  outgoing  in  nature,  and  so  usually  does  a  better 
job  in  day-to-day  meetings  and  contacts  with  others,  as  well  as  in  general 
human  relations. 

7.  Promotion  from  within  is  still  the  route  most  presidents  of  com- 
panies follow  on  their  road  to  the  presidency.  But  in  a  survey  of  one 
hundred  presidents  conducted  by  a  well-known  management  periodical, 
fully  20  per  cent  of  those  queried  feel  that  there  is  too  much  inbreeding 
in  their  companies.  Collectively,  their  opinion  is  that  if  the  president 
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must  come  from  within,  there  must  be  fresh  blood  brought  in  at  other 
management  levels.  An  indication  that  many  companies,  particularly 
larger  ones,  question  the  promotion-from-within  policy  has  evidenced 
itself  since  World  War  II.  Many  successful  military  men  have  been  named 
company  heads.  Also,  there  are  many  other  cases  where  lawyers,  bankers, 
and  other  professional  men  have  been  brought  in  to  serve  as  president.  It 
seems  to  me  that  this  is  a  definite  indication  that  many  of  our  companies 
are  thinking  in  terms  of  professional  management.  I  believe  the  trend 

will  continue. 

8.  Presidents,  in  general,  work  far  longer  hours  than  do  lesser  execu- 
tives, or  their  contemporaries  in  the  professions,  such  as  law  or  medicine. 
Surprising  as  this  latter  comparison  may  seem,  it  is  the  regularity  of  work 
both  in  the  office  and  out  which  makes  up  the  difference.  Both  la.wers 
and  doctors  may  have  longer  single  periods  of  activity,  but  this  is  made 
up  for  in  vacations  and  days  off.  A  41/2-day  work  week  is  common  in  the 
professions,  surprisingly  enough.  This  refutes  the  TV  and  motion-picture 
concept  of  the  heroic  physician.  It  also  points  up  a  weakness  m  public- 
information  policies  of  the  businessman. 

9  The  motivations  of  the  president  of  a  company  are  usuallv  more 
dynamic  than  are  the  motivations  of  others  working  within  the  companv. 
This  all  comes  back  to  the  take-control,  sense-of-self,  and  sense-of-identitv 
elements  discussed  earlier. 

10  Most  presidents  are  copyists  of  other  presidents.  Although  success- 
'  ful  presidents  are  directly  responsible  for  many  business  and  management 
innovations,  they  still  rely  on  tried  and  proved  concepts  in  much  of  then- 
work.  This  should  not  be  interpreted  as  a  weakness,  but  rather  intel- 
ligence In  the  medical  profession,  doctors  make  free  use  of  the  results  ot 
the  research  work  done  by  others.  In  this  sense,  they  are  copvists.  The 
businessman  copies  industrial-engineering  procedures,  management-de- 
velopment programs,  packaging,  labor-relations  policies,  and  other  man- 
agement techniques.  In  this  sense,  he  is  a  copyist.  Certainly,  it  is  sound 

business  practice.  . 

11  While  there  is  much  discussion  regarding  professional  manage- 
ment, only  two  out  of  forty  personally  interviewed  presidents  felt  that 
they  were  in  any  sense  professional  managers.  Many  thought  it  would 
be  a  fine  idea  and  that  some  day  there  would  be  such  a  thing.  Seven, 
however,  did  not  like  the  concept,  thought  it  presumptuous,  and  m  effect 
stated  that  being  a  successful  businessman  meant  a  lot  more  than  being 
a  "professional  anything." 

12  The  biggest  single  problem  that  all  presidents,  surveyed  personally 
and  checked  through  other  surveys,  have  in  common  is  that  of  handling 
people    All  admit  it,  and  all  are  trying  to  do  something  about  it,  thev 

ay   What  they  are  trying  to  do  to  solve  this  problem  defies  uniformity. 
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It  ranges  from  one  president  who  is  privately  studying  psychology  from 
a  psychiatrist  to  a  president  who  has  virtually  abdicated  his  chief  execu- 
tive's role  by  delegating  everything  except  the  signing  of  papers.  And  in 
between  are  hundreds  of  committee  management  solutions.  One  president 
even  admits  that  90  per  cent  of  the  meetings  he  calls  are  unnecessary  but 
that  he  calls  them  for  human-relations  reasons.  Still  another,  tired  of  the 
emphasis  on  human  relations,  admits  that  he  has  become  a  martinet  and 
Hterally  shoves  his  decisions  down  the  throats  of  his  subordinates. 

SURVEYS  OF  THE  PRESIDENT'S  JOB 

For  some  obscure  reason,  Americans  seem  to  like  surveys  better  than 
most  pastimes.  I  suppose  this  fondness  for  surveys  may  in  some  way  be 
connected  with  democracy,  which  lauds  the  average  man.  As  a  result, 
we  seem  to  think  that  averages  of  all  kinds  must  be  good.  It  may  be  be- 
cause we  like  to  use  statistics  as  a  crutch.  Or  perhaps  our  periodicals  are 
at  fault.  It  makes  most  writers'  or  editors'  jobs  easier  if  they  can  make 
statements  based  on  a  "scientific  sampling"  or  "survey."  There  is  nothing 
particularly  wrong  with  surveys,  except  that  most  of  them  are  somewhat 
misleading.  Usually  the  extremes  on  both  ends  of  a  survey  have  little  in 
common,  such  as  a  man  making  $1,000  per  year  and  a  man  making 
$1,000,000  per  year.  And  even  if  we  adjust  and  average  out  a  great  mid- 
dle group,  we  are  still  far  from  the  truth. 

I  am,  however,  going  to  make  use  of  a  number  of  surveys  in  the  pages 
which  follow  to  try  to  give  a  better  picture  of  presidents  and  top  execu- 
tives. They  are  being  used  more  to  get  an  understanding  of  these  men 
and  their  work  than  to  try  to  draw  a  picture  of  an  average  president. 
Frankly,  when  it  comes  to  presidents  and  other  top  executives,  there  are 
no  averages.  They  are  mostly  unusual  men  and  have  little  in  common 
except  those  things  which  they  copy  from  each  other.  Nonetheless,  these 
surveys  may  be  of  help  to  the  manager  of  tomorrow  as  well  as  to  others 
who  would  do  work  in  management  research.  Also,  it  may  help  to  reassure 
some  managers  to  compare  their  own  activities  with  those  of  others. 

The  surveys  I  have  selected  include  a  1957  survey  conducted  by  the 
American  Management  Association  to  determine  what  the  "typical"  presi- 
dent is  like.  This  survey  covers  335  presidents  of  companies  with  sales 
ranging  from  under  $1  million  annually  up  to  sales  over  a  billion.  The 
average  sales  of  the  companies  represented  amounted  to  $65  million 
annually,  so  it  actually  represents  larger  companies  rather  than  the  small. 
Bear  this  in  mind  when  reading  the  AMA  statistics.  Another  survey  used 
is  from  Fortune,  portions  of  which  were  used  in  an  article  by  Herryman 
Maurer,  "Who  Are  the  Executives?"  This  survey  was  compiled  in  1952 
and  represents  findings  on  900  executives  from   the   250  biggest  listed 
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industrial  companies  based  on  sales,  the  25  biggest  railroads,  and  the  25 

biggest  utilities.  This  will  hereafter  be  referred  to  as  the  Fortune  sur^•ey. 

I  have  also  made  use  of  a  survey  conducted  by  the  Young  Presidents' 

Organization  in    1957,  mainly  to  show  comparisons.   I  will  call  it  the 

YPO  survey.  •        r 

And  in  1955,  Methods  Engineering  Council-^  (MEG)  made  a  scientific 
sampling  on  the  working  habits  of  50  successful  presidents.  This  is  par- 
ticularly interesting  since  it  is  the  only  available  survey  which  shows  the 
time  spent  by  presidents  in  various  functions  of  management.  The  com- 
pany sizes  ranged  from  those  having  sales  of  $1  million  annually  to  Si  1/9 

billion.  .  1  T^   1     • 

I  have  also  made  use  of  a  survey  made  by  the  Industrial  Relations 
Center  of  the  University  of  Minnesota,  which  subdivides  the  typical  work 
week  of  executives. 

In  addition,  I  have  questioned  for  backup  material  forty  of  the  con- 
tributors to  this  Handbook.  The  comments  on  all  portions  of  the  surveys 
used  are  my  own  and  may  not  necessarily  reflect  the  views  of  those  who 
made  the  surveys. 

Age 

The  AMA  states  that  its  typical  company  president  is  "a  foot-loose, 
energetic  man  around  50,  earning  an  income  that  is  pleasurablv  high. 
MEG  pegs  its  average  age  of  presidents  around  55,  but  states  that  he 
could  be  In  his  early  forties,  especially  if  the  company  is  fairly  small.  This 
pretty  much  bears  out  Fortune's  survey  on  executives,  in  general.  For- 
tunes exact  tabulation  is  given  in  Table  6-1.  It  should  be  noted  that  m 
this  survey,  as  in  the  other  surveys  used,  all  the  executives  did  not  answer 
all  of  the  questions.  The  response  to  all  the  surveys  was,  however,  ex- 
tremely good;  for  the  most  part,  over  90  per  cent  of  those  contacted 
supplied  all  the  information  requested. 

Table  6-1.  The  Executive  Age 

(From  Fortune) 

Number 
Age  of  Men 

40  and  under  3 

40-50  100 

50-60  340 

60-70  325 

70-80  60 

80-90  5 

It  can  be  seen  that  the  great  number  fall  in  the  40  to  60  range,  but  there 
are  a  surprising  number  in  the  60  to  70  age  bracket.  There  was  no  break- 
3  A  division  of  Maynard  Research  Council. 
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down  here,  but  I  am  inclined  to  believe  that  the  majority  are  actually 
found  in  the  60  to  65  bracket. 

I  purposely  have  not  given  the  results  of  the  YPO  survey  with  regard 
to  age  because  the  requirements  for  membership  in  this  organization 
limit  the  age  of  the  member  group.  The  YPO,  however,  states  that  the 
majority  of  its  members  head  smaller  companies,  thus  supporting  the 
MEC  survey,  which  points  out  that  younger  presidents  usually  head  up 
smaller  companies. 

Presidential  Income 

The  income  before  taxes  of  the  presidents  surveyed  by  AMA  ranged 
from  $13,500  to  $400,000  a  year,  which  is  another  one  of  those  statistics 
that  is  impossible  to  reconcile.  Its  "average"  company  president's  in- 
come is  pegged  at  $68,000  per  year,  two-thirds  of  which  is  derived  from 
salary. 

The  YPO  survey  reports  incomes  of  its  presidents  considerably  lower. 
This  is  quite  easy  to  understand,  since  most  of  the  YPO  members  are  in 
their  thirties  and  head  smaller  organizations.  YPO  reports  a  median 
salary  of  $36,160. 

AMA  states  that  a  president's  salary  usually  varies  with  the  size  of  the 
company  as  measured  by  its  annual  sales,  but  it  is  quick  to  admit 
that  this  is  not  an  exact  relationship.  AMA  also  reports  that  the  president 
of  one  of  its  companies  surveyed  with  a  multi-billion-dollar  sales  volume 
earns  considerably  less  than  do  a  great  number  of  other  presidents  heading 
companies  one-tenth  that  size. 

AMA  also  says  that  it  has  found  that  presidential  income  and 
company  size  tend  to  increase  with  the  age  of  the  president,  except  that 
men  of  60  and  above  usually  preside  over  smaller  companies,  on  the 
average,  than  do  those  aged  50  to  59.  Nevertheless,  it  points  out,  the 
older  men  earn  the  higher  incomes.  The  results  of  the  AMA  survey  are 
shown  in  Table  6-2. 


Table  6-2.  Income  of  Presidents 

(From  AMA  Suriiey) 


Age  group 

Range 

Average 
(for  those  who  replied) 

30-39 

40-49 

50-59 

60  and  above 

1 15,000-$  160,000 
13,500-  235,000 
15,000-  265,000 
16,000-  400,000 

$47,000 
61,200 
70,200 
83,300 

Over-all   

$13,500-$400,000 

$68,000 
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Now  let  US  take  a  look  at  the  YPO  survey  results  regarding  income 
which  are  shown  in  Table  6-3.  Bear  in  mind  that  many  of  the  YPO  mem- 
bers head  up  smaller  companies  and  that  most  of  them  are  under  40. 

Table  6-3.  YPO  Members'  Incomes 

{From  1957  YPO  Survey) 

(Median  income  $36,160) 

Income  Per  Cent 

Under  S15,000  3 

$15-20,000  13 

$20-25,000  12 

$25-30,000  18 

$30-50,000  31 

Over  $50,000  22 

No  answer  1 

There  is  a  definite  disagreement  between  both  the  AMA  table  and  the 
YPO  table  and  the  table  of  Fortunes  900  executives  from  the  largest 
of  companies.  As  Fortune  points  out,  these  900  earn  "the  hardly  princelv 
compensation  of  $70,000  to  $80,000  before  taxes."  Chief  executive  officers, 
they  point  out,  do  an  average  of  $30,000  better. 

But  the  best  part  about  Fortunes  survey  is  its  commentary: 

It  is  not  only  the  tide  of  the  job  that  counts,  however,  but  also  the  habits  of 
the  particular  industry.  Utility  and  railroad  men  get  low  pav:  men  in  steel, 
machinery  and  equipment,  and  retail  sales  get  much  more-but  not  the  102  men 
in  the  most  populated  big  industry,  food  processing.  Best  off  are  executives  m 
the  miscellaneous  group,  made  up  mostly  of  companies  in  tobacco,  drugs  and 
cosmetics,  liquor,  movies,  broadcasting,  publishing.  The  median  (i.e..  man-m-the- 
middle)  figures  [given  in  Table  6-4]  exclude  the  effects  of  unusuallv  high  or 
low  individual  payments. 

Table  6-4.  Median  Compensation 

(From  Fortune) 
(In  thousands) 

All  top  executives   70  Metals  ^^ 

Chief  executive  officer   100  Oil   ^ 

Railroads    40  Textile    ^^' 


Utilities 


40  Auto  and  auto  parts 


PqqJ    60  Building  materials 


90 


Pulp  and  paper 


10 


Machinery  and  equipment   100 


and    metals  Retail  sales 


100 


Transportation    equip,    ana    meiais  i^v.lc.x.  .c..^.    ^^^ 

fabrication   70  Steel     

A^iycrsih ^0  Miscellaneous    a  a" 


Chemicals 


80 


The  only  commentary  that  I  will  add  is  that  apparently  compensation 
is  somewhat  less  of  a  motivator  to  becoming  a  company  president  than 
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is  generally  supposed.  Except  in  some  of  the  rarer  cases,  it  would  seem 
that  most  presidents  are  certainly  not  overpaid  when  we  think  of  the 
era  of  the  capitalist.  And  of  course,  the  leveling  effect  of  our  income  tax 
structure  cannot  be  overlooked.  When  we  consider  that  the  figures  given 
are  before  taxes,  it  becomes  obvious  that  most  presidents  are  far  from 
being,  in  any  sense,  rich  men. 

Educational  Backgrounds  of  Presidents 

As  mentioned  previously,  there  is  more  and  more  a  trend  toward  presi- 
dents having  a  college  degree  than  has  been  true  in  the  past.  It  is  getting 
to  be  a  prerequisite,  but  as  the  following  tables  will  show,  there  are  stiH 
a  goodly  number  of  freewheeling,  non-college  graduates  around;  and 
there  always  will  be  those  who  work  up  through  organizations,  found 
their  own  companies,  or  inherit  their  companies  who,  for  many  reasons, 
do  not  get  beyond  the  high  school  level. 

MEC  found  that  76  per  cent  of  its  presidents  surveyed  had  college 
degrees,  and  all  but  8  per  cent  had  some  college-level  training.  Of  this 
group  22  per  cent  held  master's  degrees  or  the  equivalent. 

AMA's  survey  (Table  6-5)  shows  that  only  2  out  of  41  younger  presi- 
dents did  not  have  at  least  some  college. 

Table  6-5.  Educational  Background  of  Company  Presidents 

{From  AM  A  Survey) 


Below 

Age  range 

high  school 

High  school 

Some 

College 

Graduate 

graduate 

graduate 

college 

graduate 

school 

30-39 

2 

11 

24 

4 

40-49 

2 

5 

10 

59 

24 

50-59 

5 

8 

17 

60 

30 

60-69 

6 

9 

20 

28 

7 

70-79 

2 

2 

Over-all 

13 

24 

58 

173 

67 

The  figures  from  the  AMA  survey  are  also  borne  out  by  a  YPO  survey 
which  shows  that  less  than  10  per  cent  of  its  members  have  not  at  least 
attended  college.  The  Fortune  survey  shows  similar  educational  trends, 
although  they  do  not  record  those  who  might  not  have  at  least  graduated 
from  high  school  (Table  6-6). 

Other  findings,  however,  indicate  that  although  college  seems  to  be  a 
badge  which  most  presidents  wear,  many  make  little  use  of  what  they 
actually  study.  The  AMA  found  that  less  than  5  per  cent  of  its  335 
presidents  actually  rose  to  the  presidency  through  the  practice  of  the 
specialty  in  which  they  were  educated. 
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Almost  all  its  335  presidents  surveyed  actually  feel  that  the  principal 
benefits  of  their  college  training,  or  their  educational  training,  were  in 
the  field  of  personal  development  rather  than  any  form  of  technical  train- 
ing. Of  the  AMA  presidents  surveyed  79  felt  that  their  principal  gain  in 
education  was  learning  how  to  think,  analyze,  and  solve  problems.  Of 
these  presidents  51  say  that  the  main  thing  they  learned  in  formal  edu- 
cation was  how  to  get  along  with  others.  Only  39  said  that  the  specific 
subjects  taken  helped  them  in  any  way  in  their  business.  More  than  one- 
third  of  the  AMA-surveyed  people  advised  a  straight  liberal  arts  program 
as  the  best  means  of  learning  about  management.  Another  sixth  (which 

Table  6-6.  Extent  of  Formal  Education  of  900  Executives 

(From  Fortune) 
(In  per  cent) 


Postgraduate  study 
College  graduation 
College  attendance 
High  school   


takes  us  to  over  half  of  those  surveyed)  advised  liberal  arts  plus  work  in 
a  graduate  school  of  business.  Very  few  advised  the  practice  of  any  fonn 
of  engineering  or  science  as  a  means  of  rising  to  the  presidency  of  a  com- 
pany. 

Almost  all  the  presidents  surveyed  by  AMA  advised  the  broadest  prep- 
aration available,  the  objective  being  to  arouse  interest  in  all  types  of 
knowledge  and  to  develop  the  habits  of  effective  thinking  in  every  area.^ 
Of  further  interest  is  the  listing  of  the  actual  majors  which  the  presi- 
dents of  the  335  companies  reported  on.  The  great  majority  (over  half) 
majored  in  either  economics  or  English.  Here  is  the  complete  listing  in 
order: 

1.  Economics 

English 

Mathematics 

Engineering 

Psychology 

Accounting 

History 


2. 

3- 

4- 

5- 
6. 


Routes  to  the  Presidency 

One  of  the  things  most  important  to  the  man  who  ^vould  learn  more 
about  presidents  is  to  find  out  what  route  they  took  to  reach  the  presi- 
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dency.  Before  examining  various  surveys,  it  might  be  well  to  point  out 
that  there  are  still  a  large  number  of  presidents  who  reach  the  top  job 
through  family  inheritance  and  ownership.  This  is  prevalent  especially 
in  medium-sized  and  smaller  companies. 

AMA's  survey  shows  that  14  per  cent  of  its  335  company  presidents 
became  presidents  because  of  family  control.  The  others  rose  to  the  top 
through  (1)  marketing,  (2)  production,  and  (3)  finance,  in  that  order. 
One  in  five  made  the  presidential  grade  through  marketing;  one  in  six 
came  through  the  ranks  in  production  activities;  and  one  in  eight  through 
finance.  In  all  other  fields  combined,  including  general  management,  per- 
sonnel, research,  engineering,  public  relations,  and  law,  were  produced 
but  15  per  cent  of  the  335  presidents  surveyed.  It  is  well  to  remember  that 
the  average  age  of  these  AMA  presidents  is  around  fifty,  and  that  they 
represent  mostly  medium  to  larger  companies. 

The  YPO  survey  (Table  6-7),  which  represents  smaller  companies 
mostly,  headed  by  men  under  forty,  shows  a  different  picture.  While  not 
typical,  it  is  inserted  for  a  definite  purpose. 

Table  6-7.  Routes  to  the  Presidency  as  Reported  by  Members 
of  the  Young  Presidents' Organization 

(From  YPO  Survey) 

Route  Taken  Per  Cent 

Succeeded   relatives,   inherited    44  " \ 

Founded    27  ' 

Purchased  control,  merged   10 

Up  from   the  ranks    11 

Hired  directly  to  presidency 4 

Not  quite  half  (44  per  cent)  as  compared  with  AMA's  14  per  cent  in- 
herited their  mantle  of  authority.  Another  10  per  cent,  and  probably 
some  of  the  27  per  cent  who  founded  their  own  companies,  did  have 
financial  backing  to  get  their  start.  This  in  no  way  implies  criticism.  If 
anything,  it  is  to  be  commended.  There  are  no  hard  and  fast  rules  or 
routes  to  the  presidency,  but  those  who  are  in  a  hurry  to  get  to  be  presi- 
dent might  take  note  of  these  statistics. 

Even  in  MEC's  survey,  we  find  slightly  over  20  per  cent  of  the  com- 
panies owned  by  the  family  of  the  president.  And  MEC's  average  presi- 
dential age  is  fifty-five.  This  all  probably  indicates  that  in  spite  of  our 
preoccupation  with  "professional"  management,  there  is  still  a  consider- 
able blend  of  old-fashioned  capitalism  in  our  society. 

Fortune's  survey  gives  us  the  best  breakdown  of  what  routes  lead  to 
the  presidency  in  the  larger  companies.  Table  6-8  lists  the  first  job  each 
man  held  in  the  company.  Table  6-9  shows  the  job  each  held  immediately 
before  his  present  job. 
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In  spite  of  the  addition  of  much  science  to  the  art  of  management  over 
the  past  several  decades,  Fortune  admits  that  "luck  obviously  plays  a 
part  in  the  rise  of  top  executives  ...  and  they  [the  executives]  seem  to 
manage  to  meet  luck  better  than  half-way." 


Job 


Founder    

Chief  executive 
\'ice  president  .  . 
Other  executive 


Total  executive 


Production 
Laborer    .  . 


Total  production 


Administration 
Clerical  


Total 

administration 


Legal     

Financial    .  . 
Sales    

Engineering 


Table  6-8.  First  Job  in  the  Company 

(From  Fortune) 


No.  of 

top 
execu- 
tives 


10 
64 
79 

98 


251 

66 
69 


135 

59 
121 


180 

43 
40 
79 
54 


Per  cent  of: 


Top 
execu- 
tives 


Chief 
execu- 
tive 
officers 


Retail 
sales 

execu- 
tives 


Top 
Railroad      ^^^^^^. 

execu-  ^.^.^5 

^'^'^^        under  50 


1.3 

8.2 

10.1 

12.5 


2.2 
18.2 
11.2 
11.2 


6.1 
6.1 

15.1 


8.1 
6.8 
8.1 


2.0 
10.2 
13.2 


32.1 

8.4 


17.2 


/  .0 

15.5 


42.8 

4.8 
10.0 


27.3 
6.1 


23.0 

6.8 
8.1 


10.2 

8.2 


23.0 

5.5 

5.1 

10.1 

6.9 


14.8 

5.9 
14.9 


6.1 

6.1 
45.5 


20.8 


3.3 
9.7 
3.3 


14.9 

6.8 
36.5 


18.4 

6.1 
13.3 


51.6 

6.1 
6.1 
3.0 


43.3 

10.8 
5.4 


19.4 

8.2 

3.1 

16.3 

Q.2 


Fortune  states  that  "the  types  of  work  that  lead  tip  to  the  top  jobs  have 
obvious  variations  by  industry  and  a  fe.v  aberrations.  (More  than  one- 
fourth  of  metals  managers  come  up  through  finance.)  There  is  nonetheless 
a  consistent  pattern:  less  law  experience  than  generalh  supposed,  not 
much  engineering  or  research,  and  among  younger  executl^■es.  a  lot  of 

"some  of  the  Fortune  comments  regarding  the  routes  to  the  presidential 
chair  are  most  helpful  and  revealing.  Thev  report  that  one  man  m  nventv 
started  in  law,  and  while  he  found  limited  opportunity  m  most  nidustrv. 
his  chances  were  better  in  oil,  utility,  railroad,  and  food  companies,  .o 
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per  cent  of  whose  top  managers  joined  their  companies  in  a  legal  capacity. 
One  man  in  twenty  started  in  finance  with  equal  opportunity  to  rise  to 
the  top  in  all  industries.  One  in  fourteen  started  in  engineering,  looked 
upon  with  special  favor  by  the  older  utilities  and  the  newer  aircraft 
industries.  One  man  in  ten  started  in  sales,  upping  his  chances  for  the 
executive  class  by  more  than  half  in  machinery  or  equipment  and 
doubling  his  chances  if  he  entered  the  food  or  building-materials  fields. 

Table  6-9.  The  Job  That  Preceded  the  Top  Job 

(From  Fortune)  '     - 


No.  top 
execu- 
tives 

Per  cent  of: 

Job 

Top 
execu- 
tives 

Oil 
execu- 
tives 

Steel 
execu- 
tives 

Utihty 
execu- 
tives 

Top 
execu- 
tives 
under  50 

Law   

Sales   

Finance 

General 

management   

63 
192 
127 

123 

176 

84 

7 

8.2 
24.9 
16.5 

15.9 

22.8 

10.8 
0.9 

13.1 

23.0 

8.2 

8.2 

41.0 

4.9 
1.6 

3.0 
24.2 
12.1 

27.3 

24.0 

6.1 

3.0 

15.4 

4.6 

16.9 

33.8 

9.2 

20.0 

12.6 
34.7 
10.5 

12.6 

Production 

and  operations 

Engineering  and 

research   

Other 

18.9 

9.5 
1.1 

One  in  six  went  into  production— best  chance  if  he  entered  transportation 
equipment  and  metals  fabricating.  Nearly  one  in  four  men  went  into 
administrative  work,  often  clerical.  Here  chances  were  best,  Fortune  re- 
ports, if  the  man  went  into  machinery  and  equipment,  30  per  cent  of 
whose  present  top  executives  started  in  paper  work.  Among  railroad 
executives  43  per  cent  began  in  paper  work;  and  52  per  cent  of  retail  sales 
executives  began  in  paper  work  as  opposed  to  only  3  per  cent  in  direct 
selling. 

Oddly  enough,  most  of  the  executives  did  not  leave  their  starting  areas 
of  management  in  their  rise.  One  in  twelve  went  on  in  law,  one  in  ten 
through  engineering  and  research,  one  in  six  through  general  manage- 
ment, and  one  in  six  through  finance. 

Meanwhile,  they  reveal,  one  executive  in  four  was  climbing  the  sales 
ladder,  and  one  in  four  in  production.  They  point  out  that  the  big  in- 
crease in  chances  went  to  the  salesmen.  And  they  show  that  the  trend 
today  for  younger  men  wishing  to  rise  to  the  executive  level  is  best  found 
in  the  sales  area. 
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Table  6-10,  from  MEC's  survey,  gives  a  most  detailed  breakdown  as  to 
where  its  presidents  came  from  on  their  way  to  the  presidency.  Note 
that  56  per  cent  of  the  presidents  have  as  a  background  either  straight 
sales  (22  per  cent)  or  sales  and  manufacturing  combined  (34  per  cent). 
Again,  this  confirms  the  helpfulness  of  sales  background  for  a  man  striv- 
ing for  the  top  job.  Notice  also  the  difEerence  between  the  numbers  of 
presidents  with  straight  sales  backgrounds  in  companies  where  consumer 
goods  are  manufactured  and  where  industrial  goods  are  manufactured- 
35  per  cent  in  consumer  goods  versus  12  per  cent  in  industrial  goods 
companies.  As  might  be  expected,  in  companies  producing  for  consumers 
directly,  sales  are  much  more  important  than  manufacturing,  and  we 
see,  therefore,  no  presidents  that  have  a  straight  manufacturing  back- 
ground heading  up  consumer  goods  companies. 

Table  6-10.  Work  Background  of  Company  Presidents 

{From  MEC  Swrvey) 
{In  per  cent) 


Manufac- 

Manufac- 

I 
Familv- 

Companies 

All 

turers  of 

turers  of 

founded  bv 

Background 

companies 

consumer 
goods 

industrial 
goods 

companies 

president 

Straight  sales  . . . 

22 

35 

12 

30 

9 

Straight 
manufacturing  . 

12 

0 

25 

8 

28 

Some  sales,  some 

manufacturing  . 

Engineering    .... 

34 
8 

50 
0 

29 

8 

54 
0 

36 
9 

Financial,  ac- 
counting     

Legal    

14 
10 

15 
0 

13 
13 

8 
0 

9 
9 

There  are  some  significant  differences  between  the  last  two  cohimns. 
family-owned  companies  versus  companies  founded  by  the  present  presi- 
dents The  founders  of  companies  present  a  rather  varied  background, 
distributed  mainly  in  manufacturing  or  in  manufacturmg  and  sales,  but 
also  some  in  the  other  functions  of  management,  while  the  presidents  of 
family-owned  companies  lean  heavily  toward  the  sales  background. 

In  all  the  surveys  used,  there  seem  to  be  few  discrepancies  present 
except  those  which  occur  as  a  result  of  company  size.  There  are  fe^v 
exacting  paths  to  follow  to  the  presidency,  but  certainly  chances  are 
better  in  some  areas  than  others.  Also,  it  would  seem  to  me  that  the 
importance  of  sales,  being  what  it  is,  indicates  the  area  a  younger  man 
should  concentrate  upon  it  he  has  talent  in  this  area  at  all. 
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The  President's  Work 

Little  research  has  been  done  on  what  an  executive  actually  does  with 
his  time,  once  he  succeeds  to  the  top  job.  Interesting  beginnings  have 
been  made  by  the  University  of  Minnesota  and  MEC. 

The  University  of  Minnesota  spent  a  great  deal  of  time  trying  to  find 
out  exactly  what  the  typical  executive-manager  does  with  his  time  (Figure 
6-1).  They  find  that  he  works  about  j^hours  a  week  at  the  office  and  5 
hours  away  from  the  office  at  home,  or  a  total  work  week  of  47  hours. 
(In  most  surveys,  presidential  hours  are  usually  calculated  longer,  but 
this  is  for  all  executives.)  ■  : 


PLANNING 

SUPERVISING 

COORDINATING 

EVALUATING 

INVESTIGATING 

NEGOTIATING 

STAFFING 

REPRESENTING 


HOURS 
HOURS 
HOURS 
HOURS 
HOURS 
HOURS 
HOURS 
HOUR 


TOTAL 


47  HOURS 


Fig.  6-1.  Division  of  the  typical  executive's  work  week.  (From  a  study  conducted  by 
the  Industrial  Relations  Center  of  the  University  of  Minnesota.) 


This  study  shows  that  he  devotes  about  9  hours  a  week  to  planning 
and  almost  12  hours  to  supervising  the  activities  under  his  direction. 
Only  a  small  part  of  the  typical  executive's  job  is  spent  directly  on  staffing 
and  maintaining  a  work  force  or  on  representing  the  organization  as  such. 

The  Presidenfs  Participation  in  Various  Management  Activities 

MEC's  survey  on  what  part  a  president  actually  plays  in  different  man- 
agement activities  is  one  of  the  best,  and  also  one  of  the  few  of  its  kind, 
I  have  seen.  The  tables  that  follow  (6-11  to  6-17)  are  from  the  MEC 
survey.  The  commentary,  however,  is  mine. 

Participation  in  Sales.  There  is  little  doubt  that  sales  is  the  key  function, 
based  on  both  the  time  devoted  to  this  activity  and  on  the  fact  that  so 
many  presidents  are  chosen  from  the  ranks  of  those  who  have  had  heavy 
sales  experience.  Because  of  the  importance  of  this  activity  let  us  consider 
it  first.  Table  6-11  gives  the  degree  of  participation  versus  delegation  in 
the  sales  activity. 
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Table  6-11.  Sales  Participation  versus  Delegation 

(In  per  cent) 

Considers  sales  his  primary  job  and  actively  engages  in  it: 

Average  of  all  presidents   28 

Presidents  of  companies  with  sales  of: 

$5  million  or  less   ^^  '^ 

$6-10  million   ^^ 

$1 1-50  million   ^^ 

Over  $50  million  ^ 

Handles  some  favorite  accounts  personally 12 

Cultivates  sales  relations  but  handles  no  accounts  46 

Delegates  rather  completely    ^^ 

It  can  be  seen  that  very  few  presidents  (14  per  cent)  do  not  participate 
rather  actively  in  the  sales  activity.  It  is  also  interesting  to  note  that  so 
many  presidents  of  companies  with  annual  sales  of  Sio  million  or  less 
consider  sales  to  be  their  primary  job. 

Participation  in  Manufacturing.  Very  few  of  the  presidents  surveyed  by 
MEC  take  an  active  part  in  directing  manufacturing  operations,  and 
large  company  heads  seem  to  have  divorced  themselves  almost  completely 
from  participation  in  this  activity.  In  my  opinion,  most  companies  have 
come  to  the  conclusion  that  low-cost  manufacture,  efficiency,  and  cost 
reduction  are  areas  for  specialists  and  technicians.  Production,  in  recent 
"years,  has  become  more  and  more  scientific  and  less  and  less  "art."  Prob- 
ably the  field  of  production  is  where  most  of  the  professionalism  we 
have  in  management  occurs.  Of  the  Handbook  authors  I  interviewed, 
only  one  said  that  he  took  an  active  part  in  directing  the  manufacturing 
activity.  Table  6-12  gives  the  results  of  the  MEC  survey. 

Participation  in  Financial  Management,  The  results  of  the  survev  on 
presidential  participation  in  the  area  of  finance  (Table  6-13)  shows  just 
how  much  the  business  picture  has  changed  since  the  era  of  the  capitalist. 
Time  was  when  finance  was  the  main  interest  of  most  presidents.  In  the 
times  of  freewheeling  capitalism,  it  was  often  about  the  only  interest. 
Perhaps  this  is  an  indication  of  just  how  far  management  has  progressed 
toward  a  professional  concept. 

When  a  top  manager  states  that  he  is  in  business  to  make  a  profit,  it 
certainly  bears  out  a  contention  made  earlier  that  this  was  the  object  of 
the  business  but  not  a  great  motivation  for  the  president  himself:  other- 
wise he  would  be  watching  finance  much  more  closely.  The  Handbook 
authors  I  questioned  support  the  MEC  findings.  Only  two  said  they  take 
part  in  the  day-to-day  workings  of  the  finance  activity. 

The  Organization  Function.  MEC  reports  that  70  per  cent  of  its  presi- 
dents   said    that    the    hardest    part   of    their   job    was   handling    people 
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Table  6-12.  Participation  versus  Delegation  in  Manufacturing 

{In  per  cent) 

President  takes  active  part  in  directing  manufacting  as  main  part  of  his 
job: 

Average  of  all  presidents   6 

Presidents  of  companies  with  sales  of: 

$5  million  or  less   14 

$6-10  million   8 

$11-50  million   0 

Over  $50  million    0 

Actively  reviews  progress,  but  does  not  participate  in  daily  problems: 

Average  of  all  presidents    44 

Presidents  of  companies  with  sales  of: 

$5  million  or  less   57 

$6-10    million    50 

$11-50  million   50 

Over  $50  million   0 

Delegates  direction  of  manufacturing  rather  completely: 

Average  of  all  presidents    48 

Presidents  of  companies  with  sales  of: 

$5  million  or  less 29 

$6-10    million 42 

$1 1-50  million   50 

Over  $50  million   100 

(AM A  reported  nearly  loo  per  cent  on  this),  yet  only  lo  per  cent  thor- 
oughly recognize  organization  as  a  function  and  how  it  fits  together  with 
people.  This  is  borne  out  by  the  fact  that  56  per  cent  stated  that  they 
take  an  active  part  in  certain  aspects  of  organization,  such  as  management 
development.  Judging  from  the  results  of  the  MEC  survey  (Table  6-14), 
larger  companies  require  greater  participation  in  the  organization  activity 
on  the  part  of  the  president. 

Table  6-13.  Participation  in  Financial  Management 

{In  per  cent)  ^' 

President    takes   active    part   in   day-to-day   workings   of    the   ac- 
counting-financial function: 

Average  of  all  presidents    8 

Presidents  of  companies  with  sales  of: 

$5  million  or  less   I41 

$6-10  million   8 

$1 1-50  million   6 

Over  $50  million   0 

President  delegates  the  function  rather  completely: 

Average  of  all  presidents   92>^ 

Presidents  of  companies  with  sales  of: 

$5  million  or  less   86 

$6-10  million   92 

$1 1-50  million   94 

Over  $50  million  100 
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Table  6-14.  Presidents  and  the  Organization  Function 

(In  per  cent) 

President  thoroughly  recognizes  organization  as  separate  function  and  carries  on 
almost  all  aspects,  such  as  charting  company  objectives,  future  organization  plan- 
ning, development  of  men  to  fill  organization,  and  training  in  selling  organization 
changes: 

Average  for  all  presidents    ^^^ 

Presidents  of  companies  with  sales  of: 

$5  million  or  less ' 

$6-10    million    ^ 

$11-50  million   ^l 

Over  $50  million  -^ 

President  carries  on  a  few  aspects,  such  as  management  development: 

Average  for  all  presidents    ^" 

Presidents  of  companies  with  sales  of: 

98 

$5  million  or  less   -f 

$6-10  million   ^^ 

$1 1-50    million    2? 

Over  $50  million    ;  •  •      '^ 

President  doesn't  recognize  this  as  function  and  uses  various  aspects  only  as  occasion 

arises: 

Average  for  all  presidents   

Presidents  of  companies  with  sales  of: 

$5  million  or  less   ^^ 

$6-10  million   "^- 

$11-50  million  ^^ 

Over  $50  million    


It  has  been  a  personal  experience  that  all  companies  are  basically 
organized  in  the  way  the  chief  executive  wants  them  to  be  organized.  In 
organization  charting,  usually  the  president  indicates  to  a  subordinate 
what  he  wants  done,  the  plan  is  put  into  effect,  and  then  is  promptly 
violated  by  the  president  himself.  All  of  which  indicates  that  there  is 
some  entrepreneurism  still  going  on.  There  is  a  big  trend  afoot,  however, 
for  larger  companies  to  create  such  positions  as  "vice  president  for  ad- 
ministration," "vice  president  in  charge  of  organization,"  and  the  like. 

The  President  and  Public  Relations.  It  has  been  a  long  time  since  J.  P. 
Morgan  said  something  to  the  effect  that  "We  are  going  to  do  this,  and 
the  public  be  damned."  Yet,  this  was  the  prevalent  feeling  of  the  early 
twentieth  century.  Today,  most  presidents  realize  that  business  exists  only 
because  of  public  acceptance.  Thus  the  great  interest  in  this  area  of 
management. 

Almost  half  of  the  presidents  surveyed  by  MEC  (Table  6-15)  are  active 
in  this  area,  and  this  probably  accounts  for  some  of  the  long  working 
hours  that  presidents  have  reported.  "You  are  never  completely  free  from 
public  relations  activities,"  comments  one  MEC  president.  Another: 
"Wherever  I  go,  even  if  it  is  on  personal  vacation,  I  find  occasions  being 
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Table  6-15.  How  the  President  Participates  in  Public  Relations  Activities 

{In  per  cent) 

President  is  actively  public-relations-minded  and  participates  vigorously: 

Average  for  all  presidents    AA^ 

Presidents  of  companies  with  sales  of: 

$5  million  or  less   63 

$6-10   million    17 

$11-50    million    56 

Over  $50  million    38 

President  strongly  interested,  encourages  others,  but  doesn't  participate  very  actively 
in  public  relations  activities: 

Average  for  all  presidents   46 

Presidents  of  companies  with  sales  of: 

$5  million  or  less   14 

$6-10  milhon 67 

$11-50    million    38 

Over  $50  million    62 

President    not    much    concerned    with    public    relations;    neither    participates    nor 
especially  encourages,  handles  matters  as  they  arise: 

Average  of  all  presidents   10 

Presidents  of  companies  with  sales  of: 

$5  million  or  less  23 

$6-10  million   16 

$11-50   million    W...^.........       6 

Over  $50  million    0 

thrust  on  me  such  that  whatever  I  say  or  whatever  I  do  will  have  some 
effect  on  the  company's  reputation." 

Even  company  size  does  not  enter  in  too  much  here,  although  it  would 
appear  that  presidents  of  small  companies  do  more  aggressively  put  the 
company's  name  before  the  public.  But  even  the  heads  of  the  largest  of 
companies  do  not  escape  activities  of  this  sort.  Some  larger  company 
presidents  even  admit  that  public  relations  is  their  most  important  func- 
tion. 

If  there  is  any  question  at  all  about  this,  we  only  need  look  at  the 
fees  being  paid  to  public  relations  consultants:  they  are  second  only  to 
advertising  in  gross  billings  for  outside  services,  far  ahead  of  legal  serv- 
ices, management  consultants,  and  others. 

Participation  in  Union  Negotiations.  The  results  of  the  MEC  survey,  as 
shown  in  Table  6-16,  are  somewhat  misleading  in  this  area.  Although  only 
12  per  cent  take  an  active  part  in  negotiations,  most  presidents  are  kept 
informed  of  progress  at  all  times  and  participate  most  actively  behind 
the  scene.  Almost  invariably  they  spend  many  hours  weighing  the  pros 
and  cons  of  settlement. 

Of  the  Handbook  authors  I  interviewed,  none  participate  directly  in 
negotiations,  but  all  said  that  they  spend  a  great  deal  of  time  in  discus- 
sions with  their  industrial  relations  men.  Most  presidents  do  not  like  to 
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Table  6-16.  President's  Part  in  Union  Negotiations 

{In  per  cent) 

President  takes  part  directly  in  negotiating  with  unions  concern- 
ing contracts,  wages,  and  the  hke: 

Average  42  presidents  of  companies  with  unions 12 

Presidents  of  companies  with  sales  of: 

$5  million  or  less   40 

$6-10  million   0 

$1 1-50  million   8 

Over  $50  million  0 

President  stays  out  of  direct  negotiations: 

Average  42  presidents  of  companies  with  unions 88 

Presidents  of  companies  with  sales  of: 

$5  milhon  or  less   60 

$6-10  million   100 

$1 1-50  million  92 

Over  $50  million  100 

sit  in  on  meetings  with  unions,  only  because  they  do  not  wish  to  be  called 
upon  to  make  on-the-spot  decisions.  In  this  field,  as  in  no  other,  'com- 
mittee management"  has  become  the  order  of  the  day. 

Participation  in  the  Engineering  Function.  Table  6-17  shows  that  only  10 
per  cent  of  the  presidents  interviewed  by  MEC  take  an  active  part  in 
problems  of  design,  research,  and  product  development.  This  is  another 
indication  of  how  much  the  practice  of  management  has  changed  since 
the  turn  of  the  century.  At  that  time,  it  was  not  uncommon  to  find  that 
the  president  of  a  company  was  primarily  an  inventor  or  a  "tinkerer." 
There  still  are,  of  course,  some  company  presidents  that  fit  this  charac- 
terization, particularly  in  smaller  companies,  but  for  the  most  part  few 
presidents  have   the  time  to  do  creative  engineering  work  or  even  to 

Table  6-17.  President's  Participation  in  the  Engineering  Function 

(In  per  cent) 

President  takes  active  part  in  problems  of  design,  research,  and  product  develop- 
ment: 

Average  for  all  presidents   

Presidents  of  companies  with  sales  of: 

$5  million  or  less   f 

$6-10    million    ^  ^ 

$11-50  million    ^^' 

Over  $50  million    •  •  ■          ^ 

President  delegates  this  rather  completely,  except  for  review,  discussions  on  major 
projects,  amount  to  be  budgeted,  and  the  like: 

Average  for  all  presidents   90 

Presidents  of  companies  with  sales  of: 

$5  million  or  less   •, ^^ 

$6-10    million     ^^ 

$11-50    million    ^' 

Over  $50  million   1^^ 
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supervise  such  work  closely.  In  this  connection,  I  am  reminded  of  the  man 
who  turned  over  the  reins  of  a  successful  company  he  had  founded  to  his 
son  and,  at  a  rather  advanced  age,  founded  another  company,  because 
the  original  firm  "got  so  damn  big  and  complicated  I  didn't  have  time 
to  do  anything  in  the  shop." 

It  should  be  pointed  out  that  even  though  only  lo  per  cent  of  the 
presidents  interviewed  take  an  active  part  in  the  engineering  function, 
fully  70  per  cent  said  that  they  are  vitally  interested  in  new  products  as 
one  of  the  principal  ways  of  achieving  growth. 

Other  Facts  of  Interest  about  Presidents  ■■- 

In  making  its  survey,  MEC  found  that,  on  the  average,  the  working 
hours  of  the  presidents  interviewed  were  apportioned  as  follows: 

In  office   66%. 

Out  of  office,  but  on  company  property 11%^ 

Away  from  office  23%-, 

MEC  also  found  that  in  conducting  their  business  the  presidents  inter- 
viewed divided  their  time  in  the  following  way: 

In  committees  and  large  discussion  groups 12% 

In  small  groups  57^/^ 

Alone    ....    20<y  .' 

With  personal  secretary    1 1  %  ? 

The  time  spent  in  small  groups  and  with  personal  secretary  was  fairly 
constant,  regardless  of  company  size.  As  would  be  expected,  however,  the 
time  spent  in  committees  and  large  discussion  groups  increased  with 
company  size.  And  as  a  result,  presidents  of  larger  companies  spent  less 
time  alone  in  their  offices. 

Even  though  the  average  president  spends  many  hours  in  committee 
meetings,  most  seem  convinced  that  the  committee  form  of  management 
is  not  workable  as  long  as  committees  are  called  upon  to  make  decisions 
and  take  action.  In  this  regard,  I  think  of  the  classic  statement  made  by 
the  late  Charles  Kettering  of  General  Motors,  who,  upon  hearing  that 
Lindbergh  had  flown  the  Atlantic  alone,  muttered  testily,  "It  would  have 
been  even  more  amazing  had  he  done  it  with  a  committee." 

AMA  points  out  that  only  one  company  president  in  five  has  had 
training  in  an  executive  development  program.  This  increases  to  one  in 
three  among  younger  presidents.  An  interesting  sidelight  is  the  comment 
of  a  president  of  a  very  large  organization:  "I  buy  these  programs  for 
other  executives  in  my  company,  but  I'm  too  busy  to  take  them  myself." 

Of  the  335  presidents  surveyed  by  AMA,  quite  a  number  have  no  idea 
of  ever  taking  advantage  of  their  pensions.  AMA  says  that  the  majority 
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will  retire  at  65  or  thereabouts,  another  22  per  cent  will  retire  before  that 
time;  22  men  say  that  they  will  quit  somewhere  between  66  and  69;  18 
want  to  go  past  their  70th  year;  16  stated  that  they  will  never  retire  and 
"that  they  intend  to  be  carried  out  with  their  boots  on."  No  doubt  they 

will. 

Are  presidents  happy  about  their  choice  of  a  career?  A  resounding 
"yes"  is  reported  by  every  survey,  and  most  admit  that  they  would  do 
exactly  the  same  things  all  over  again  if  given  the  chance. 

CONCLUSION 

We  have  examined  the  president  from  the  theoretical  standpoint,  and 
we  have  examined  many  of  his  characteristics,  his  background,  and  what 
he  does  with  his  time.  This  may  be  of  help  to  others,  but  it  is  obvious 
that  few  conclusions  can  be  drawn.  The  successful  president  of  a  company 
is  an  uncommon  species  in  an  era  whose  collective  heart  beats  for  the 
ever-present  common  man. 

I  am  reminded  of  a  portion  of  the  president's  job  description  of  one 
of  our  largest  corporations:  "He  may  delegate  portions  of  his  responsibil- 
ities, consistent  with  sound  operations  and  authorized  policies  and  pro- 
cedures, together  with  proportionate  authority  for  their  fulfillment,  but 
he  may  not  delegate  or  relinquish  any  portion  of  his  accountability  for 

results." 

This,  then,  is  the  crux  of  the  president's  job,  is  it  not? 

Let  us  face  the  fact  that  there  is  no  such  thing  as  a  typical  company 
president.  One  may  be  a  man  from  sales;  another  from  research:  still 
another  from  engineering  and  production;  and  still  another  rises  slowly 
through  many  corporate  activities,  with  no  badge  of  education  upon 

which  to  rely. 

The  challenge  offered  to  one  who  aspires  to  be  a  company  president, 
a  leader,  is  a  great  one.  There  are  no  road  maps  because  there  are  no 

roads. 

Perhaps  this,  then,  is  the  challenge.  A  manager  can  read  about  mam 
things,  he  can  become  expert  on  many  things,  but  this  does  not  mean 
that  he  will  become  a  company  president.  He  must,  as  did  our  early 
pioneers  in  exploring  the  great  forests  which  stretched  westward  almost 
unendingly,  blaze  his  own  trail. 

And  with  the  many  new  frontiers  being  created  in  management,  the 
trail  should,  indeed,  be  worth  the  blazing. 


PART     TWO 

Management  by  Objectives 


LeRoy  A.  Petersen 

PRESIDENT 

OTIS  ELEVATOR  COMPANY 

NEW  YORK,  NEW  YORK 


From  a  small  town  in  Wisconsin  to  the  head  of  a  major  industrial  or- 
ganization is  a  big  step,  but  L.  A.  Petersen,  president  of  Otis  Elevator 
Company,  made  it.  He  was  born  in  Amery,  Wiscoiisin  (present  popu- 
lation approximately  2,000),  in  1893  and  became  president  of  Otis  in 

'945- 

LeRoy  Petersen  doesn't  believe  in  wasting  time.  When  he  graduated 

from  the  University  of  Wisconsin  in  1917  with  a  B.A.  degree,  he  had 
already  worked  for  two  years  as  assistant  principal  in  Westby.  Wiscon- 
sin, and  as  high  school  principal  and  superintendent  of  schools  in 
Norwalk,  Wisconsin.  He  is  a  Phi  Beta  Kappa  and  a  member  of 
Omicron  Delta  Gamma. 

After  serving  in  the  Army  in  World  War  I  and  attaining  the  rank 
of  first  lieutenant,  he  joined  Otis  Elevator  as  a  student  management 
trainee.  Mr.  Petersen  spent  1923  and  1924  in  Atlanta,  Georgia,  as  a 
salesman  and  then  moved  to  Springfield,  Massachusetts,  as  branch  office 
manager.  Mr.  Petersen  ivas  named  general  sales  engineer  in  192^  and 
served  in  that  capacity  for  ten  years.  In  1935^  f^^  ^^'^^  '"«^^  assistant 
general  zone  manager  and  three  years  later,  in  1938,  was  named  vice 
president.  He  was  elected  to  the  board  of  directors  and  made  executive 
vice  president  in  1943.  For  the  past  fifteen  years  he  has  seroed  as  presi- 
dent of  Otis  Elevator  Company. 

Mr.  Petersen  is  chairman  of  the  board  of  Otis  Elevator  Company 
Limited,  Canada,  and  serves  as  a  director  of  Otis  Elevator  Companies 
in  England,  South  Africa,  and  Australia.  He  is  also  a  director  of  several 
well-known  United  States  corporations,  including  the  Irving  Trust 
Company,  the  Metropolitan  Life  Insurance  Company,  Corn  Products 
Company,  Carrier  Corporation,  ALCO  Products  Incorporated,  and 
the  Ruberoid  Company,  Incorporated,  of  New  York. 

He  IS  a  trustee  of  Consolidated  Edison  Company  of  New  York,  In- 

Photo  by  Fabian   Bachrach 
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corporated,  and  a  member  of  the  investment  committee  of  Employers' 
Liability  Assurance  Corporation  in  Boston,  Massachusetts. 

An  extremely  heavy  travel  schedule  is  attested  to  by  the  locations 
of  the  clubs  in  which  Mr.  Petersen  maintains  membership.  In  addition 
to  the  Union  League  Club  and  the  University  Club  in  New  York  City, 
the  Round  Hill  Club,  Greenwich,  Connecticut,  the  Blind  Brook  Club, 
Port  Chester,  New  York,  and  the  Clove  Valley  Rod  and  Gun  Club, 
LaGrangeville ,  New  York,  Mr.  Petersen  is  president  of  the  Anglo- 
American  Fish  &  Game  Club,  Rimouski,  Quebec,  and  is  a  member  of 
the  Royal  ir  Ancient  Golf  Club  of  St.  Andrews,  Scotland,  and  the 
Augusta  National  Golf  Club,  Augusta,  Georgia. 

Reading  over  the  names  of  these  clubs  makes  it  clear  that  Mr.  Peter- 
sen's favorite  recreations  are  fishing,  hunting,  and  golf. 

Mr.  Petersen  is  married  and  the  father  of  two  children.  He  and  his 
wife  reside  in  Greenwich,  Connecticut. 


CHAPTER     7 

Establishing  Objectives 


OBJECTIVE— That  toward  which  effort  is  directed;  an  aim  or  end  of  action;  goal. 

(Webster's  Dictionary) 

Management  consists  primarily  in  determining  and  maintaining  ob- 
jectives and  then  planning  ways  and  means  of  attaining  them.  Objectives 
are  prerequisites  for  a  sense  of  direction,  without  which  any  amount  of 
effort  may  be  wasted  and  dissipated  in  aimless  and  self-canceling  activity. 

Objectives  must  be  sufficiently  definite  to  be  put  in  words  and  suf- 
ficiently realistic  to  be  attainable.  To  help  establish  a  route,  there  must 
be  both  long-range  and  short-range  objectives.  A  single  long-range  ob- 
jective, like  a  far-distant  destination,  leaves  such  a  wide  choice  of  routes 
as  to  offer  little  help  in  planning  for  the  immediate  future. 

We  are  taught  in  mathematics  that  more  than  two  points  are  required 
to  establish  a  curve,  and  since  few  if  any  business  enterprises  are  able  to 
follow  a  straight  line  without  deviation  from  their  beginning  to  the 
attainment  of  this  ultimate  goal,  intermediate  goals  are  necessary  as  way 
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Stations  on  the  road  which  twists  and  turns  to  avoid  the  major  obstacles 

along  the  way.  ^^     ■     ^    u   • 

Obiectives  must  be  specific  and  so  restricted  as  to  offer  a  limited  choice 
of  ways  and  means.  For  instance,  the  objective  of  making  money  is  so 
general  as  to  offer  an  almost  infinite  choice  of  methods  and  so  fails  to 
establish  the  essential  sense  of  direction. 

Even  if  the  objective  of  a  business  is  no  more  exalted  than  a  desire  to 
make  money,  it  is  necessary  to  predetermine  that  the  attempt  to  make 
money  will  be  limited  to  a  narrow  field  of  endeavor  in  which  the  prospec- 
tive company  will  have  the  advantage  of  some  special  knowledge,  experi- 
ence, capacity,  or  idea.  It  must  offer  a  product  or  service  for  which  a 
need  or  desire  exists  or  can  be  created  and  for  which  customers  will  be 

willing  and  able  to  pay. 

It  may  be  a  new  product  or  service,  or  it  may  be  an  old  product  or 
service  which  is  salable  at  a  profit  because  of  lower  cost  or  better  quality 
or  because  of  the  advantage  of  location.  There  must  be  a  good  reason  to 
expect  that,  for  one  reason  or  another,  there  will  be  a  profitable  market 
for  what  is  produced. 

OBJECTIVES  OF  OTIS  ELEVATOR 

For  example,  the  Otis  Elevator  Company  had  its  beginning  in  Septem- 
ber, 1853,  when  Elisha  Graves  Otis-a  mechanic  in  a  bedstead  factory  m 
Yonkers  New  York-found  that  there  was  a  market  for  elevators  equipped 
with  a  safety  device  which  was  demonstrably  effective  in  preventing  the 
elevator  from  falling  if  the  hoisting  ropes  should  break,  as  they  not 
infrequently  did. 

Sales  during  the  first  year  totaled  $900.  Sales  in  1958  amounted  to  more 

than  $290,000,000.  1-11 

It  might  therefore  be  interesting  to  consider  the  objectives  ^vhich  lla^e 
established   the  direction   of  growth  of   this  more   than   a   centurv  old 

company.  . 

These  objectives  are  outlined  in  a  statement  which  I  addressed  to  the 
employees  and  stockholders  of  the  Otis  Elevator  Company  at  the  time 
of  the  one-hundredth  anniversary  of  the  company  in  1953: 

The  year  1953  is  for  Otis  both  an  end  and  a  beginning.  It  is  the  end  of  a 
century  during  which  the  name  Otis  became  synonymous  ^vhh  the  .vord  elevator: 
it  is  the  beginning  of  a  second  century  of  continued  Otis  leadership  and  develop- 
ment in  the  field  of  vertical  transportation. 

During  the  past  hundred  years,  the  men  and  women  of  Otis  have,  bv  hard 
work  trial  and  error,  and  occasional  flashes  of  genius,  built  a  company  and  a 
product  of  which  we  today  have  just  reason  to  be  proud,  and,  m  the  douig,  they 
have  contributed  greatly  to  the  building  of  their  country. 
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The  Otis  Heritage 

During  this  first  century,  there  evolved  an  Otis  organization  whose  character 
reflects  the  composite  character,  judgment,  and  ideals  of  those  leaders  of  the  past 
who,  generation  after  generation,  selected  and  trained  and  inspired  this  organiza- 
tion. It  is  an  organization  whose  roots  go  deep  into  the  past  and  which  has  a 
tradition  of  loyalty  to  the  company  not  easily  understood  by  those  who  are  not 
a  part  of  it. 

Similarly,  the  organization  of  the  future  will,  to  a  considerable  degree,  reflect 
the  judgment,  character,  and  ideals  of  those  who  now  have  a  voice  in  the  selection 
and  training  of  those  who  will  follow  us.  Clearly,  it  is  our  obligation  to  pass  on 
to  our  successors  an  organization  no  less  qualified  for  their  task  than  the  organ- 
ization which  we  inherited  and  with  which  we  have  had  the  privilege  of  working. 

During  the  past  century,  Otis  established  and  maintained  a  reputation  for 
designing,  manufacturing,  and  installing  the  best  elevators  available.  At  the 
same  time,  we  built  a  reputation  for  trustworthy  performance  and  fair  dealing, 
which  resulted  in  our  becoming  not  only  the  world's  largest  producer  of  elevators, 
but  also  a  producer  whose  product  commands  a  premium  price. 

That  this  position  is  not  the  result  of  chance,  but  rather  the  result  of  a  delib- 
erate policy  and  of  a  conscious  goal,  is  evident  from  the  objectives  outlined  by 
Charles  Otis  in  1877: 

"It  should  be  our  aim,"  he  said,  "to  make  our  work  satisfactory  to  our  cus- 
tomers, not  alone  until  we  get  our  pay  for  each  particular  job,  but  until  we  get 
paid  for  every  job  we  ever  intend  or  expect  to  do  for  anyone,  to  the  end  of 
time;  to  get  every  customer  we  can  and  to  keep  every  one  we  get— both  for  his 
work  and  for  his  influence. 

"We  must  keep  in  mind,"  he  said,  "that  the  great  objects  of  doing  business 
are  (1)  to  give  occupation,  (2)  to  achieve  success,  and  (3)  to  make  money,  and  that 
we  shall  not  accomplish  very  much  of  the  first  two  of  these  objects  if  we  fail  in 
the  last." 

Our  Goal  for  the  Future 

At  the  beginning  of  our  second  century  of  operation  under  the  name  of  Otis, 
it  is  appropriate  to  consider  what  we  r\ow  regard  as  our  purpose  and  objective 
and  what  we  now  believe  to  be  the  justification  for  our  continued  existence. 
Without  attempting  to  be  epigrammatical,  it  seems  to  me  that  our  objective 
should  be: 

To  build  the  best  products  in  our  field;  to  continually  improve  these  products 
in  design  and  in  method  of  production  and  installation  so  that  they  can  continue 
to  be  sold  at  a  profitable  price  sufficient  to: 

1.  Permit  payment  to  investors  of  a  return  on  their  investment  which  will 
furnish  an  adequate  incentive  to  save  and  invest  in  this  or  other  useful  com- 
petitive enterprises 

2.  Permit  stable  employment  of  a  carefully  selected  and  trained  organization 

3.  Make  possible  such  wages,  salaries,  and  working  conditions  as  will  result  in 
the  maximum  incentive  and  capacity  for  production  for  the  ultimate  good  of  the 
greatest  number 
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This  objective  is  based  on  the  belief  that  the  greatest  good  for  the  greatest 
number  can  result  only  from  maximum  production  of  useful  goods  equitablv 
distributed.  It  is  also  based  on  the  belief  that  maximum  production  is  obtainable 
only  through  competitive  enterprise,  with  such  incentives  as  are  necessar^'  to 
prompt  capital  to  provide  the  required  tools  and  to  stimulate  all  types  of  labor 
to  the  greatest  possible  productive  effort  consistent  with  their  spiritual  and 
physical  well-being. 

It  will  be  noted  that,  in  common  with  Mr.  Charles  Otis,  we  contmue  to 
recognize  that,  first  and  foremost,  the  purpose  of  a  business  must  be  to  satisfv  its 
customers  to  the  end  that  they  will  continue  to  buy  the  product  at  a  profiable 
price.  Failing  in  this,  all  other  objectives  must  be  abandoned-including  the 
fundamental  objective  of  continued  operation. 

Obviously,  a  successful  business  must  provide  for  its  own  future  existence  if 
it  is  to  accomplish  anything  else.  However,  mere  existence  is  the  minimum  re- 
quirement. The  real  justification  for  a  company's  surAival  must  be  measured  bv 
the  contribution  which  it  makes  to  the  general  welfare. 

In  common  also  with  Mr.  Otis,  we  recognize  the  importance  of  providing 
employment-but  only  when  employment  results  in,  or  contributes  to.  useful 
production  or  gratification  of  human  needs.  Employment  which  merelv  wastes 
time  is  a  criminal  waste  of  human  lives  and  human  energy  and  is  grosslv  incon- 
sistent with  the  objectives  of  a  legitimate  business. 

Our  Personal  Obligation 

The  ideal  for  which  we  should  strive  is  a  company  ^hich  provides  everv 
person  in  its  organization  with  frequent  opportunity  to  test  his  maximum 
capacity  and  which  provides  a  constant  incentive  to  increase  that  capacity  and 
to  devote  it  to  useful  ends. 

There  is  so  much  in  this  world  that  requires  doing  and  the  doing  of  it  requires 
so  much  human  energy  and  intelligence  that  we  cannot  tolerate  that  which 
wastes  this  energy  and  intelligence  and  which  stultifies  the  ambition  which  is 
necessary  to  make  it  do  useful  work.  We  must  measure  our  own  individual  success 
not  primarily  by  the  position  we  attain  but  by  the  extent  to  ^vhich  ^\•e  are 
utilizing  to  the  utmost  the  talents  and  capacity  with  which  we  are  individuallv 
endowed  and  also  by  the  extent  to  which  we  make  it  possible  for  others  to  do 
the  same  thing. 

The  Role  of  Competitive  Enterprise 

The  United  States  has  reached  a  position  of  world  leadership  primarilv.  I  be- 
lieve, because,  throughout  the  greater  part  of  its  history,  emphasis  has  been  laid 
upon  the  importance  of  the  individual  and  upon  the  importance  of  maintain- 
ing individual  opportunity  and  powerful  incentives  for  individual  effort  and 
accomplishment.  The  resulting  competitive  enterprise  has  produced  a  standard 
of  living  and  a  capacity  for  production  the  like  of  which  the  world  has  never 

seen. 

Nevertheless,  there  has  arisen  a  contrary  philosophy,  backed  by  the  ruthless 
power  of  a  foreign  dictator  state,  and  the  American  system  of  living  and  pro- 
ducing is  on  trial  before  the  world. 
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The  Challenge  to  American  Business 

Now,  at  long  last,  the  American  people  have  once  more  called  upon  American 
businessmen  to  restore  the  faith  of  the  country  in  the  basic  principles  upon  which 
our  nation  was  established  and  to  stage  such  a  demonstration  of  the  advantages 
of  democratic  competitive  enterprise  that  the  fallacy  and  folly  of  socialism  and 
communism  will  be  self-evident  to  all  the  people  of  the  world  who  are  free  to 
learn— and,  ultimately,  even  to  those  behind  the  iron  curtain. 

It  is  a  crisis  greater  than  any  previously  faced  by  the  American  people.  It  is  a 
challenge  to  the  businessmen  of  the  country  which  they  must  accept  or  fail 
miserably  in  the  defense  of  the  principles  in  which  they  have  professed  a  pro- 
found belief. 

Our  Share  of  the  Job 

As  a  part  of  the  business  world,  we  share  in  the  obligation  to  demonstrate 
the  superiority  of  our  system  of  democratic  competitive  enterprise  in  providing 
for  the  general  welfare. 

Our  share  in  this  demonstration  is  to  so  work  and  so  manage  the  affairs  of  our 
company  as  to  help  raise  the  level  of  accomplishment  of  the  business  community. 
Then  confidently,  aggressively,  persistently,  and  intelligently  we  must  acquaint 
first  of  all  the  people  of  our  own  country,  and  then  the  other  people  of  the  world, 
with  what  business  is,  has  done,  and  can  do  and  the  vital  part  which  business 
has  played  and  must  continue  to  play  in  building  up  and  maintaining  the  stand- 
ard of  living,  way  of  life,  and  defense  of  our  country. 

The  Otis  Elevator  Company  is  to  thousands  of  employees,  stockholders  and 
customers  a  representative  of  business  and  an  example  of  the  operation  of  the 
competitive  enterprise  system.  It  should  be  our  purpose  to  make  that  example  a 
good  one. 


BASIC  CONSIDERATIONS  IN  ESTABLISHING  OBJECTIVES 

The  preceding  exposition  of  company  objectives  is  necessarily  incom- 
plete and  is  based  upon  the  point  of  view  of  the  management  of  a  well- 
established  company.  To  become  well  established,  a  company  has  neces- 
sarily had  to  demonstrate  its  capacity  to  make  a  sufficient  profit  to 
provide  for  its  own  continued  existence  and  has  already  elected  to  offer 
products  or  services  for  which  there  is  a  market  and  for  which  the 
company  has  the  necessary  organization,  facilities,  know-how,  and  skills. 

In  common  with  the  prospective  manager  of  a  prospective  business, 
however,  the  manager  of  an  established  business  frequently  faces  the 
problem  of  considering  the  expansion  of  his  business  by  the  addition  of 
new  lines  or  of  increasing  his  capacity  to  produce  old  lines.  In  both 
instances,  similar  questions  must  be  faced  and  answered  and  objectives 
established. 

The  number  and  variety  of  business  objectives  is  almost  limitless,  and 
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the  methods  of  estabUshing  and  attaining  these  objectives  equally  ex- 
tensive and  variable.  For  instance,  the  objective  may  be: 

1.  To  establish  a  new  company  to  produce  a  new  or  old  product  or 
service 

2.  To  expand  an  existing  business  by: 

a.  Securing  a  larger  share  of  the  existing  market 

b.  Increasing  the  market 

c.  Adding  to  the  number  of  products  or  services  produced 

d.  Acquisition  of  existing  companies 

e.  Increasing  quality  of  present  products 
/.    Decreasing  cost  of  present  products 

g.  Extending  operations  into  wider  territory  or  into  other  countries 

3.  To  strengthen  an  existing  company  by: 

a.  Rebuilding  the  organization 

b.  Improving  public  and  customer  relations 

c.  Providing  better  manufacturing  facilities 

d.  Creating  better  management-labor  relations 

Not  only  could  this  list  be  extended  indefinitely,  but  the  conditions 
applicable  to  each  situation  would  be  so  different  as  to  preclude  any 
specific  rule  of  procedure.  However,  one  factor  is  applicable  in  all  cases. 
Someone  must  determine  what  the  objective  is  and,  in  general,  what 
steps  are  to  be  taken  to  attain  the  objective. 

This  "someone"  is  the  real  head  of  the  organization  or  of  the  operation 
involved.  It  is  probable  that,  in  most  instances,  this  decision  will  be 
reached  only  after  as  much  information  as  possible  has  been  assembled 
and  evaluated  with  the  help  of  company  associates  or  outside  con- 
sultants, but  regardless  of  the  thoroughness  of  the  survey  or  the  magni- 
tude of  the  information-gathering  process,  there  are  frequently  blank 
areas  in  the  jigsaw  puzzle  that  must  be  filled  in  by  the  manager  on  the 
basis  of  his  imagination  and  judgment.  His  ability  to  supplv  this  imagi- 
nation and  judgment  and  his  willingness  to  reach  a  decision  after  all 
available  information  has  been  obtained,  even  though  incomplete,  are 
what  account  for  his  being  manager. 

Certainly  the  wisdom  of  assembling  as  many  pertinent  facts  as  pos- 
sible upon  which  to  base  a  decision  with  respect  to  one  or  more  companv 
objectives  is  self-evident;  and  the  more  complete  the  data  and  the  more 
carefully  they  are  analyzed  and  synthesized,  the  less  the  chance  of 
error.  Nevertheless,  many  important  decisions  which  vitally  affect  the 
destiny  of  a  company  are  based  upon  nothing  more  tangible  than  the 
manager's  judgment  exercised  in  the  light  of  the  manager's  experience. 
Even  in  this  day  of  extensive  and  elaborate  navigational  aids,  there  are 
times  when  a  ship's  captain  is  on  his  own  and  has  to  change  speed  or 
alter  his  course  for  reasons  dictated  wholly  by  his  sense  of  seamanship. 
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New  company  objectives  may  develop  as  a  result  of  suggestions  made 
to  the  manager  by  members  of  the  manager's  staff,  and  he  should 
maintain  a  two-way  system  of  communication  that  will  encourage  and 
facilitate  such  suggestions,  together  with  supporting  facts  and  reasons. 
But  the  responsibility  for  acceptance  or  rejection  rests  solely  with  the 
manager,  if  he  is  in  fact  the  manager. 

In  the  process  of  deciding,  for  instance,  whether  or  not  it  is  desirable  to 
embark  upon  a  project  involving  new  or  additional  products,  considera- 
tion should  be  given  by  the  manager  to  a  number  of  factors,  including 
the  following. 

By  market  study  of  one  kind  or  another,  he  must  determine  what 
demand  exists  or  can  be  created  for  a  given  product  or  service  and  to 
what  extent  the  existing  demand  has  already  been  satisfied.  He  must 
also  consider  what  qualifications  he  has  or  can  acquire  to  enter  this 
particular  field  and  what  useful  contribution  he  can  make  that  will 
permit  his  operations  to  grow  in  the  face  of  the  competition  that  will 
be  encountered. 

The  management  of  an  existing  business  must  also  give  careful  con- 
sideration to  the  compatibility  of  existing  and  prospective  new  products 
and  whether  existing  managerial  talent  is  applicable  to  the  new  field 
or  can  spread  itself  to  encompass  the  new  field  without  harmful  dilu- 
tion. 

The  justification  for  the  existence  of  a  productive  enterprise  is  gen- 
erally derived  from  the  special  knowledge,  experience,  or  skill  possessed 
by  the  employees  or  management,  or  both.  The  greater  the  degree  of 
specialization,  the  more  pronounced  these  qualifications  become  and 
the  more  reason  why  the  product  can  be  produced  better  or  cheaper, 
or  both. 

Diversification  Objectives 

Diversification  of  product  is  advantageous  to  the  extent  to  which 
demand  for  one  product  offsets  the  seasonal  or  cyclical  lack  of  demand 
for  another  product  and  so  contributes  to  stable  employment  and  stable 
earnings.  Unnecessary  diversification,  however,  dilutes  management  and 
dilutes  experience  and  special  skills  and  sacrifices  the  claim  to  customer 
preference  which  would  otherwise  be  based  upon  the  justifiable  belief 
that  the  specialized  producer  is  better  qualified  than  the  Jack-of-all- 
trades  who  is  master  of  none. 

A  greater  variety  of  products  than  is  necessary  to  secure  stability  of 
production  and  earnings,  or  a  variety  of  products  which  have  nothing  in 
common  except  a  common  corporate  sponsor,  will  probably  prove  to 
be  wasteful  and  uneconomic  as  well  as  destructive  of  prestige. 

Otis  Elevator  Company  management  has  therefore  been  disposed  to 
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seek  only  such  diversification  as  is  necessary  for  reasonable  stability  and 
will  preserve  its  reputation  as  experts  in  its  field. 

One  factor  in  tfie  determination  of  the  variety  of  products  to  be 
manufactured  is  the  question  of  whether  participation  in  a  new  field 
will  add  to  or  subtract  from  the  over-all  prestige  of  the  company.  For 
instance,  a  company  which  has  attained  a  position  of  prominence  in  one 
or  more  fields  might  well  hesitate  to  enter  still  another  field  unless  it 
can  foresee  the  possibility  of  also  becoming  an  important  factor  in  this 
new  field  and  unless  it  is  prepared  to  devote  the  time,  attention,  capital, 
and  managerial  talent  needed  to  attain  this  objective.  Merely  to  dabble 
to  the  extent  of  remaining  an  unimportant  factor  in  the  new  field  would 
be  inconsistent  with  the  general  importance  of  the  company  in  its  primary 
field  and  probably  should  be  avoided  as  a  subtraction  from  the  over-all 
reputation  of  the  company.  There  is  such  a  thing  as  being  too  small  a 
toad  in  a  big  puddle,  and  unless  an  added  activity  can  be  made  to 
enhance   the  prestige  of  an  organization,  it  is  apt  to  detract  from  it. 

Volume  Objectives 

There  is,  of  course,  also  the  possibility  of  being  too  big.  Although  this 
position  is  harder  to  attain,  it  is  sometimes  accomplished  not  onlv  bv 
too  many  diverse  operations  but  by  failing  to  determine  the  optimum 
size  consistent  with  the  nature  of  the  product  or  service  sold  and  the 
competitive  conditions  that  exist.  Many  successful  small  enterprises  whose 
success  has  been  dependent  upon  the  personal  attention  of  an  owner 
or  manager  serving  a  small  clientele  or  group  of  discriminating  customers 
have  developed  into  large  failures  when  they  grew  to  a  size  beyond 
the  capacity  of  the  personal  management  which  their  prior  success 
demanded. 

Other  larger  concerns  of  a  less  personal  character  have  also  found  that 
the  extra  layers  of  supervisory  and  managerial  talent  and  the  more 
complex  accounting  and  personnel  systems  required  when  they  have 
aspired  to  grow  a  few  sizes  larger  have  taken  a  larger  percentage  of  the 
available  spread  and  so  have  left  a  lower  margin  o£  profit. 

Conceivably,  a  lower  margin  of  profit  on  a  larger  volume  would  yield 
more  dollars,  but  it  is  highly  important  that  careful  consideration  be 
given  to  the  effect  upon  competitive  prices  of  an  attempt  to  increase  one's 
volume  by  securing  a  higher  percentage  of  the  available  volume. 

My  experience  as  a  director  of  a  number  of  companies  in  diverse  fields 
has  shown  that  many  industries  go  through  a  series  of  alternate  periods 
in  which  one  or  more  companies  attempt  to  enlarge  their  participation  in 
the  sales  of  the  industry  by  reducing  prices,  only  to  encounter  retaliatory 
price  reductions  by  other  companies  that  naturally  attempt  to  prevent 
the  growth  of  a  competitor  at  their  expense,  with  the  result  that  the 
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whole  industry  price  falls  to  an  unprofitable  level.  Such  periods  of 
unrealistic  price  cutting  are  normally  followed  by  periods  of  upward 
price  adjustment  dictated  by  a  common  recognition  of  the  necessity  of 
avoiding  continued  loss.  These  periods  of  common  sense  last  only  until 
the  lessons  of  the  last  price  war  have  been  forgotten  by  one  or  more 
companies  that  are  impressed  with  the  advantage  of  volume  but  fail  to 
consider  the  effect  upon  the  price  level  of  their  attempt  to  enlarge  their 
volume  by  encroachment  upon  the  volume  of  others. 

Among  the  most  important  and  constant  problems  of  management  is, 
therefore,  the  determination  of  optimum  size,  which,  as  previously  men- 
tioned, involves  consideration  of  number  and  variety  of  products,  effect 
of  size  upon  efficiency  of  operation,  and  whether  or  not  additional  size, 
if  otherwise  desirable,  can  be  attained  without  destructive  and  unen- 
durable price  cutting. 

Market  Objectives 

A  corollary  problem  is  the  determination  of  whether  one's  objective  is 
to  be  a  large  producer  of  relatively  low  priced  products  for  a  mass 
market  or  a  producer  of  relatively  higher  quality  and  higher  priced 
products  for  a  more  limited  market.  The  techniques  and  facilities  and 
organization  required  are  generally  quite  different,  and  seldom,  if  ever, 
can  both  objectives  be  realized  by  the  same  organization.  General  Motors 
Company,  it  is  true,  offers  a  variety  of  cars  within  a  wide  price  range, 
but  each  distinct  type  of  car  is  designed,  manufactured,  and  marketed 
by  a  separate  and  largely  independent  organization. 

Regardless,  however,  of  the  choice  made  between  mass  production  of 
low-priced  products  or  limited  production  of  higher-priced  products,  a 
company  will  remain  in  a  precarious  position  so  long  as  its  costs  are 
higher  than  those  of  competitors  offering  products  of  comparable  quality. 
Every  company  must,  of  necessity,  have  as  its  objective  the  reduction 
of  its  costs  to  the  point  where  they  are  no  higher  than  those  of  its  most 
efficient  competitor.  Only  then  will  it  be  in  a  position  to  ride  out  with 
confidence  the  recurring  periods  of  competitive  price  cutting,  and  only 
then  will  it  cease  to  be  dependent  upon  the  maintenance  by  its  com- 
petitors of  a  price  level  sufficiently  high  to  permit  a  profit  to  be  made. 
If,  however,  its  costs  are  such  that,  at  any  given  price  level,  it  will  lose 
no  more  or  make  as  much  as  its  competitors  and  if  its  prestige  and 
reputation   have   been   maintained,    its   continued   existence   is   assined. 

ATTAINING  OBJECTIVES 

Cost  reduction  must,  of  course,  be  a  repetitive  if  not  a  continuous 
process.  It  may  safely  be  assumed,  therefore,  that  every  company  must 
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from  time  to  time  stage  a  concerted  campaign  to  reduce  its  costs,  so  it 
is  a  good  objective  to  use  as  an  illustration  of  the  steps  required  in  the 
attainment  of  any  objective. 

Let  us  assume  that  the  need  for  a  specific  amount  of  cost  reduction 
has  been  recognized  and  that  the  manager  has  established  and  announced 
the  objective  of  securing  this  cost  reduction.  Obviously,  this  is  but  the 
first  step.  He  must  thereafter  direct  the  procedure  which  is  to  be  followed 
and  specify  by  whom  the  work  is  to  be  carried  out.  From  his  own  general 
knowledge  of  his  company  and  product  he  must  determine  where  reduc- 
tions in  cost  appear  to  be  possible  and  most  readily  obtainable.  In  all 
probability,  the  excess  cost  will  be  found  in  a  multitude  of  places  and 
not  concentrated  in  a  single  spot  or  operation.  It  may  be  a  problem 
of  engineering  design,  or  of  manufacturing  efficiency,  or  of  excessive 
administrative  overhead,  or  of  unnecessary  sales  expense,  or  of  all  of 
them  put  together. 

Normally,  he  would  call  together  those  responsible  for  each  major 
function  and  outline  to  them  the  need  for  cost  reduction  and  the  reasons 
which  dictate  the  program  he  is  about  to  launch.  He  will  include  the 
controller  and  budget  director  and  make  one  of  them  responsible  for 
the  coordination  of  the  campaign. 

Since  any  such  objective  can  be  attained  only  by  the  cooperative  effort 
of  all  who  are  in  a  position  to  influence  cost  and  control  expense,  a 
system  of  communication  must  be  established  which  will  make  clear 
the  objective  and  the  reasons  which  justify  it. 

The  manufacturing  executive  will  be  instructed  to  outline  the  program 
to  his  plant  managers,  superintendents,  and  foremen,  and  the  sales 
executive  will  likewise  enlist  the  cooperation  of  his  sales  and  district 
managers.  The  chief  engineer  will  be  asked  to  impress  his  designing  engi- 
neers with  the  necessity  of  being  cost-conscious  and  the  importance  of 
giving  consideration  to  those  factors  ^vhich  simplifv  manufacturing.  The 
controller  or  general  office  manager  will  be  asked  to  studv  the  general 
system  of  paper  work  with  the  objective  of  simplification  and  elimi- 
nation. 

This  group  of  executive  and  administrative  heads  together  constitute 
a  cost-reduction  committee,  and  the  controller  is  designated  to  report 
periodically  on  the  results  obtained. 

It  is  apparent,  therefore,  that  up  to  now  the  steps  involved  have  been: 

1.  Determine  objective. 

2.  Organize  and  assign  responsibility. 

3.  Enlist  cooperation  by  providing  for  the  communication  necessarv 
for  thorough  understanding. 

4.  Provide  for  measurement  of  results. 

If  a  company  operates  a  number  of  plants  or  divisions  or  separate 


ESTABLISHING  OBJECTIVES  191 

entities,  a  comparative  study  should  be  made  of  the  cost  and  expense  as- 
sociated with  each  plant  or  division,  and  the  lowest  cost  or  expense 
ratio  that  any  of  the  company  units  has  attained  at  any  time  should 
be  adopted  as  a  minimum  requirement. 

Because  it  is  evident  that  "what  man  has  done,  man  can  do,"  it  is 
reasonable  to  expect  a  company  to  equal  the  best  previous  performance 
of  any  of  its  components  and  to  make  comparisons  with  a  composite 
picture  made  up  of  the  selected  best  features  to  be  found  in  the  entire 
operation. 

The  Otis  Elevator  Company  operates  in  the  United  States  through 
the  medium  of  ten  districts,  or  zones,  each  of  which  conducts  its  business 
of  selling,  installing,  and  servicing  elevators  as  though  it  were  a  separate 
elevator  company,  subject  only  to  general  company  policies  and  standards. 
Each  operates  on  an  individual  profit-and-loss  basis,  and  accordingly, 
we  have  ten  similar  operating  units  among  which  a  large  number  of 
comparisons  can  be  made. 

Each  zone  is  therefore  measured  against  a  hypothetical  zone  created  by 
combining  the  best  features  of  all  zones,  and  each  zone  is  rated  accord- 
ingly. Similarly,  the  performance  of  each  Otis  factory  is  checked  against 
the  best  that  any  other  Otis  factory  has  done. 

It  is  more  or  less  evident  that  most  things  in  this  world  are  good  or 
bad,  high  or  low,  or  large  or  small  only  by  comparison  with  something 
else.  If  an  attempt  is  made  to  establish  absolute  values  without  the 
benefit  of  comparative  data,  the  result  will  be  no  better  than  a  guess. 

At  one  time,  the  construction  costs  of  each  Otis  zone  were  measured 
only  against  the  zone's  own  estimate.  The  introduction  of  a  uniform 
estimating  system  revealed  a  wide  difference  in  construction  efficiency, 
and  when  the  performance  of  the  zone  with  the  best  construction  record 
was  adopted  as  a  required  standard,  a  30  per  cent  reduction  in  average 
construction  costs  was  realized. 

In  my  opinion,  the  most  important  single  obligation  of  management 
is  to  determine  what  should  be  considered  par  for  the  course  and  then 
to  devote  its  efforts  to  developing  an  organization  that  will  try  to  beat 
par.  Employees  will  do  no  better  than  their  own  conception  of  a  good 
job,  unless  they  have  reason  to  believe  that  a  better  job  is  possible  and 
required. 

If,  in  due  time,  it  appears  that  a  general  program  for  the  reduction  of 
cost  and  expense  is  unproductive  because  of  a  disposition  on  the  part 
of  division  and  department  heads  to  regard  their  own  costs  and  expense 
as  irreducible  and  to  look  to  others  to  provide  the  required  savings,  it 
may  be  necessary  for  the  manager  to  assign  to  each  division  a  specific 
quota,  although  this  presupposes  his  ability  to  appraise  fairly  and  ac- 
curately the  amount  of  reducible  expense  or  cost  associated  with  each 
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division.  This  presupposition  may  or  may  not  be  justified,  but  the 
extent  to  which  his  specific  demands  prove  to  be  excessive  is  apt  to 
become  apparent  in  time  to  prevent  any  permanent  damage. 

Arbitrary  as  this  procedure  may  seem,  in  some  cases  it  may  be  the 
only  way  by  which  the  necessary  reductions  can  be  secured.  Admittedly, 
however,  this  practice  should  be  resorted  to  only  when  conditions  do  not 
permit  utilization  of  more  normal  methods  of  motivation. 

Motivating 

Communication  must  be  adequate  to  give  a  clear  understanding  of  the 
justification  for  the  objective  and  sufficiently  explicit  to  give  a  general 
idea  of  how  it  is  to  be  obtained.  Actual  accomplishment  will  probabh 
depend  upon  the  ingenuity  of  numerous  individuals  and  upon  a  common 
and  urgent  desire  to  realize  the  objective  because  it  is  in  some  wav 
associated  with  self-interest  or  personal  desires. 

If  attainment  of  the  objective  is  clearly  and  demonstrably  m  the 
interest  of  the  company,  management  must  succeed  in  establishmg  a 
self-evident  relationship  between  company  interest  and  the  mterest  of 
the  individual.  This  can  be  done  in  a  number  of  ways,  some  of  ^vhich 
are  positive  and  some  negative.  The  following  are  some  of  the  positive 

influences.  , 

Loyalty  to  Company.  In  most  successful  companies,  a  general  sense  ot 
loyalty   to   the  company  may  be   taken  for  granted  and  represents   an 
important  and  essential  cohesive  force  without  which  it  would  be  dif- 
ficult   if  not  impossible,    to   accomplish   any  constructive   or   sustained 
program.  This  spirit  of  loyalty  is  compounded  of  pride  of  association,  of 
a  sense  of  reflected  glory,  of  a  feeling  of  identity  with  and  participation 
in  the  accomplishments  and  prestige  of  the  company,  and  of  personal 
friendship  for  individuals  and  groups  of  associates.  It  acts  as  an  indis- 
pensable  lubricant   without   which   vast   amounts   of   energy   would  be 
dissipated  in  destructive  friction.  It  is  hard  to  harness,  however,  as  an 
effective   force   capable   of  being  focused  on   the   accomplishment   of  a 
specific  project.  It  is  possible,  also,  that  the  intensity  of  the  feeling  of 
company  loyalty  varies  inversely  with  the  size  of  the  organization,  just 
as  it  is  probable  that  a  student  at  a  large  university  does  not  ordmarilv 
acquire  the  same  sense  of  fanatical  school  spirit  as  a  student  at  a  small 
college    The  larger  the  organization,  the  less  personal  are  the  relation- 
ships and  the  less  intimate  are  the  associations,  largely  because  of  the 
dilution  of  numbers.  Nevertheless,   in  all  companies,   large   and  small, 
company  loyalty  is  an  important  force  for  good  that  must  be  developed, 
maintained,    and   utilized.    It   would   be   a   mistake,    however,    to   place 
complete  dependence  upon  company  loyalty  alone. 

Loyalty  to  Manager,  This  may  be  an  extremely  effective  appeal  if  lovaltv 
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exists.  Loyalty  to  an  individual  is  normally  more  intense  than  loyalty 
to  an  institution,  but  the  existence  of  personal  loyalty  cannot  be  so 
generally  assumed.  It  depends  upon  the  personality  of  the  manager  and 
upon  his  ability  to  develop  a  close  personal  relationship  with  those  with 
whom  he  associates.  Although  this  is  a  highly  desirable  trait,  it  is  not 
necessarily  a  common  characteristic  of  all  good  managers.  When  added  to 
the  other  requirements  of  a  good  manager,  a  natural  flair  for  creating 
and  maintaining  an  atmosphere  in  which  intimate  friendships  grow 
and  prosper  is  undoubtedly  a  great  asset,  but  a  spirit  of  comradeship 
unsupported  by  other  essential  ingredients  is  clearly  inadequate. 

Conceivably,  a  good  manager  may  be  one  who  gives  no  cause  for  ill 
will  or  antagonism  and  who  operates  justly  and  fairly  but  with  an  im- 
personal reserve  which  does  not  encourage  the  development  of  a  personal 
following.  In  any  event,  it  is  unlikely  that,  in  a  large  organization,  this 
personal  relationship  will  be  sufficiently  extensive  to  accomplish  by  itself 
the  results  required. 

Perhaps  a  more  dependable  consideration  is  the  understandable  desire 
on  the  part  of  an  employee  to  be  well  regarded  by  the  manager.  This 
desire  is  readily  attributable  to  a  number  of  considerations,  including,  but 
not  limited  to,  the  fact  that  the  opinion  of  the  manager  will  have  a 
bearing  upon  the  employee's  salary,  upon  his  future  promotion,  or  even 
upon  his  future  employment  by  the  company. 

Promotions  and  Salary  Increases.  All  people  respond  to  praise,  and  some 
deserve  it.  A  desire  for  praise  is  a  universal  characteristic,  the  only  variable 
being  in  the  form  and  quantity  that  is  found  most  acceptable.  If,  there- 
fore, the  manager  finds  or  can  create  an  opportunity  privately  or  publicly 
to  praise  an  individual  or  group  for  the  contribution  that  has  been  made 
to  the  attainment  of  an  objective,  while  withholding  similar  praise  from 
those  whose  contribution  has  been  less  satisfactory,  he  may  be  providing 
a  reward  of  great  value  and  an  incentive  to  others  to  merit  similar  notice. 

The  most  tangible  form  of  praise  is  expressed  by  a  promotion  or  by  a 
salary  increase  attributed  to  merit.  In  a  broad  sense,  labor,  clerical 
help,  and  professional  and  managerial  talent  are  commodities  for  which 
a  market  price  exists.  The  competition  among  all  companies  for  com- 
petent people  necessitates  maintaining  a  scale  of  wages  and  salaries  that 
will  attract  and  keep  the  type  of  people  required. 

The  requirements  for  most  commercial  jobs  can  be  defined  sufficiently 
precisely  to  permit  a  fairly  accurate  job  description  to  be  written  and  the 
minimum  qualifications  outlined  in  terms  of  education,  experience,  and 
aptitude.  Such  jobs  can  therefore  be  classified  and  graded  in  the  order 
of  difficulty  or  at  least  in  the  order  of  number  of  available  qualified  candi- 
dates. This  may  result,  for  example,  in  ten  labor  grades  and  fifteen  salary 
grades,  with  each  grade  having  a  minimum  and  maximum  with  a  spread 
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between  them  ranging  up  to  40  per  cent.  Employees  in  each  grade  are 
normally  hired  at  or  near  the  minimum  rate  and  increased  from  time 
to  time  as  they  acquire  experience  and  greater  competence.  Similarly, 
promotions  from  one  grade  to  another  are  ordinarily  at  a  wage  or  salary' 
below  the  mid-point  of  the  new  grade.  In  a  completely  static  organization, 
merit  increases  would  have  the  effect  of  increasing  the  level  of  wages 
and  salaries  beyond  that  attributable  to  general  increases  which  reflect 
changes  in  the  labor  market.  However,  in  a  nonstatic  organization,  new 
employees  and  those  who  replace  others  who  are  promoted  into  higher 
grades  or  retired  have  a  beginning  wage  or  salary  lower  than  those  re- 
placed. The  cost  of  merit  increases  should  therefore  be  approximately 
offset  by  the  savings  due  to  rotation  of  organization. 

Some  jobs  must  remain  unclassified,  either  because  they  do  not  lend 
themselves  to  a  precise  job  description  or  because  the  required  qualifica- 
tions for  the  job  are  not  directly  related  to  such  measurable  factors  as 
extent  of  education  or  degree  of  experience,  but  rather  upon  such  un- 
measurable  characteristics  as  judgment,  natural  aptitude,  imagmation, 
initiative-or  even  a  spark  of  genius.  The  salary  evaluation  of  such 
jobs  is  a  responsibility  of  management  and  requires  careful  individual 
consideration  and  the  exercise  of  the  best  possible  judgment.  Survevs  of 
what  other  companies  pay  for  similar  jobs  are  helpful  only  to  the  extent 
to  which  it  can  be  determined  that  the  jobs  are  similar,  and  in  the  end. 
the  problem  may  be  one  of  general  appraisal  by  the  chief  executive.  It 
is  to  be  hoped  that  most  chief  executives  are  possessed  of  a  sense  of 
personal  valuation  which  will  permit  them  to  determine  ^diether  an 
unclassified  job  is  properly  a  $10,000  job  or  a  $50,000  job  or  should  be 
put  in  any  one  of  the  seven  $5,000  slots  in  between.  More  exact  evaluation 
will  probably  be  determined  by  comparison  with  other  more  or  less 
related  salaries  in  the  organization. 

In  determining  the  proper  salary  for  an  unclassified  job,  primarv  con- 
sideration must  be  given  to  the  value  to  the  company  of  the  job  as 
performed,  rather  than  what  the  individual  could  secure  from  another 
company  if  he  were  to  resign  his  present  position.  Because  of  the 
specialized  nature  of  the  job,  the  experience  which  the  emplovee 
has  accumulated  and  the  ability  he  has  displayed  may  not  have  com- 
parable value  to  another  company,  and,  in  simple  justice,  advantage 
must  not  be  taken  of  the  fact  that  he  does  not  have  another  market  for 
the  ability  and  experience  he  has  acquired.  On  the  contrary,  considera- 
tion should  be  given  to  what  it  would  cost  to  acquire  another  emplovee 
of  equal  ability  and  to  give  him  the  training  necessary  for  him  to  per- 
form the  job  equally  well. 

Management's   prerogative   of  determining  who   are   to  be   promoted 
and  who  are  entitled  to  receive  merit  increases  and  when  and  ho^v  much 
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furnishes  an  effective  incentive  to  most  employees  to  be  reasonably 
cooperative  in  the  attainment  of  management's  objectives.  This  preroga- 
tive obviously  carries  with  it  the  obligation  to  exercise  as  complete 
fairness  as  the  information  and  judgment  available  permit,  and  the 
effectiveness  of  the  use  of  this  prerogative  will  depend  upon  general 
acceptance  of  the  belief  that  management  is,  or  at  least  does  its  best  to  be, 
fair. 

Additional  Financial  Incentives.  Fair  and  adequate  salaries  and  the 
judicious  use  of  promotions  and  merit  increases  should  provide  the  incen- 
tive for  a  good  normal  performance,  but  may  not  be  sufficient  to  bring 
about  the  unusual  effort  necessary  to  accomplish  a  difficult  objective, 
because  it  is  not  always  apparent  that  fair  salaries,  promotions,  and  merit 
increases  are  completely  dependent  upon  the  attainment  of  the  objec- 
tive. 

The  earnings  of  a  company  are,  however,  clearly  determined  by  the 
extent  to  which  it  accomplishes  such  objectives  as: 

1.  Increased  volume 

2.  Increased  spread  between  cost  and  selling  price  by  reason  of  either  or 
both 

a.  Reduced  cost 

b.  Increased  selling  price  r  -      ■  ,. 

3.  Reduced  expense  . 

4.  Improved  quality 

5.  Good  employee  relations 

6.  Better  customer  relations 

An  additional  direct  incentive  to  make  the  extraordinary  effort  neces- 
sary for  the  accomplishment  of  such  objectives  may  therefore  be  provided 
by  one  or  more  forms  of  employee  participation  in  company  profits: 

1.  A  general  distribution  of  a  portion  of  company  profits  to  all  em- 
ployees on  the  basis  of  a  uniform  percentage  of  wages  or  salaries  fails  to 
distinguish  between  the  industrious  and  the  indolent  and  rewards  indis- 
criminately the  one  who  drags  his  feet  and  the  one  who  exerts  himself 
above  the  average  to  accomplish  company  objectives.  It  may  therefore 
serve  to  discourage  special  effort  rather  than  to  encourage  it. 

2.  Stock-purchase  plans  encourage  the  ownership  of  company  stock 
and  so  give  the  employee  who  takes  advantage  of  the  plan  a  small 
stockholder's  point  of  view  and  a  direct  interest  in  the  company  earnings 
and  in  the  stock-market  price  of  the  stock.  Such  plans  are  subject  to 
the  limitation  that  the  ability  of  an  employee  to  participate  is  dependent 
upon  his  other  financial  obligations,  and  if  he  does  participate,  he  may 
suffer  a  loss,  inasmuch  as  the  stock-market  price  is  influenced,  if  not 
determined,  by  numerous  unpredictable  factors  which  may  more  than 
offset   improved   company   earnings.    The   reward    for   extra   individual 
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effort  is  therefore  uncertain,  and,  in  any  event,  the  causal  relationship 
may  be  too  remote  to  serve  as  a  stimulant. 

3.  Stock-option  plans  limited  to  managerial  employees  reduce  the  ele- 
ment of  personal  risk  involved  in  stock-purchase  plans  and  give  to  the 
employee  a  contingent  reward  dependent  remotely  upon  his  own  con- 
tribution to  company  welfare,  provided  this  improved  company  welfare  is 
reflected  proportionally  in  the  stock-market  price  of  the  stock.  Unfor- 
tunately, however,  a  slight  improvement  in  company  earnings  may  be 
accompanied  by  a  substantial  increase  in  the  price  of  the  stock  or  bv  an 
equally  substantial  reduction.  Once  more,  the  relationship  between 
cause  and  effect  is  something  less  than  certain. 

4.  In  my  opinion,  the  most  direct  incentive  to  make  above-normal 
effort  to  accomplish  company  objectives  as  determined  by  top  manage- 
ment is  furnished  by  the  selective  award  of  substantial  bonuses  to  those 
who  have  made  the  most  effective  contribution  to  the  attainment  of 
designated  goals.  Such  a  plan  has  been  employed  effectively  by  the  Otis 
Elevator  Company  for  a  number  of  years,  and  on  the  basis  of  our  experi- 
ence it  is  to  be  recommended.  It  has  been  designated  the  incentive 
compensation  plan  and  has  been  approved  and  reapproved  bv  the 
stockholders.  Under  the  rules  of  this  plan,  an  appropriation  to  a  reserve 
may  be  made  by  the  board  of  directors  from  the  net  after  tax  profits  of 
any  year,  which  may  not  exceed  10  per  cent  of  the  amount  remaining 
after  subtracting  from  net  after  tax  profits  6  per  cent  of  average  net 
worth  during  the  year.  All  or  part  of  this  reserve  may  be  awarded  to 
managerial  employees  in  any  one  year  in  accordance  with  the  judgment 
of  an  incentive  compensation  committee  made  up  of  nonofficer  and  non- 
eligible  members  of  the  board  of  directors.  This  action  by  the  board  and 
by  the  committee  is  permissive  and  not  obligatory. 

In  practice,  an  appropriation  to  this  reserve  has  been  made  each  year 
since  1950,  although  not  always  the  maximum  amount  permitted  by  the 
plan.  Each  year,  the  committee  has  also  authorized  awards  to  managerial 
employees,  but  not  the  full  amount  of  the  reserve,  since  the  unused 
portion  of  the  reserve  may  be  allowed  to  accumulate  to  a  maximum  of 
twice  the  amount  distributed  in  the  previous  year.  The  awards  to 
individual  managerial  employees  may  be  all  in  cash,  half  in  cash  and 
half  in  stock,  or  all  in  stock,  depending  upon  the  salary  classification  of 
the  employee. 

The  stock  awards  are  contingent  upon  a  variety  of  conditions,  includ- 
ing continued  service  to  the  company  until  death  or  retirement,  and  distri- 
bution of  stock  contingently  awarded  is  made  in  from  ten  to  fifteen  annual 
installments  following  normal  retirement.  Pending  distribution,  the  stock 
accumulates  earnings  equivalent  to  dividends  paid  on  the  stock,  and 
these  earnings  are  also  distributed  in  from  ten  to  fifteen  installments. 
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Awards  to  managerial  employees,  with  the  exception  o£  senior  officers, 
have  been  made  in  accordance  with  recommendations  of  the  chief  execu- 
tive. These  recommendations  have  been  based  upon  a  careful  appraisal 
of  the  contribution  made  during  the  year  to  the  accomplishment  of 
company  objectives  and  have  not  represented  a  uniform  percentage  of 
salary.  As  a  matter  of  fact,  the  percentage  of  salary  has  been  highly 
variable. 

The  equity  of  distribution  clearly  depends  upon  the  judgment  of  top 
management  assisted  by  the  judgment  of  department  and  division  heads 
with  respect  to  those  who  serve  under  them.  This  is  no  easy  task  and 
requires  a  great  deal  of  time  and  thought,  but  the  importance  of  the 
decisions  involved  fully  warrants  the  time  required.  A  desirable  by- 
product of  this  annual  analysis  of  individual  performance  is  the  increased 
familiarity  with  the  key  personnel  of  the  organization  acquired  by  the 
chief  executive.  Furthermore,  since  each  award  is  presented  to  each 
individual  privately  and  confidentially  by  his  immediate  superior,  it 
furnishes  a  natural  and  favorable  opportunity  for  a  discussion  of  the 
strong  and  weak  points  of  the  employee's  performance,  future  prospects, 
and  opportunities  and  a  general  review  of  the  questions  which  the 
employee  may  wish  to  ask. 

Since  the  incentive  compensation  is  not  a  substitute  for  a  fair  and 
reasonable  salary,  it  is  not  a  matter  of  personal  right  and  is  received 
by  the  employee  as  a  supplementary  reward  for  a  plus  performance.  As 
such,  it  is  a  personal  matter  and  does  not  become  a  subject  of  con- 
versation with  others.  Invidious  comparisons  have  therefore  not  been 
experienced. 

Division  and  department  heads  are  familiar  only  with  the  awards 
made  to  themselves  and  to  their  subordinates,  and  the  make-up  of  the 
entire  list  is  confidential  to  the  incentive  compensation  committee  of 
the  board  of  directors,  the  treasurer,  and  the  chief  executive  and  his 
secretary.  Awards  to  the  three  highest-paid  officials  are  published  in  the 
annual  proxy  statement.  ' 

The  outstanding  merits  of  the  plan  are: 

1.  The  amount  received  by  an  individual  is  dependent  partly  upon 
the  annual  earnings  of  the  company,  since  this  determines  the  fund 
available,  and  is  directly  dependent  upon  the  judgment  of  his  superiors 
as  to  the  extent  to  which  he  has  contributed  to  the  objectives  which 
have  affected  earnings.  There  is,  therefore,  a  direct  and  constant  incentive 
to  make   the  best  of  his  opportunities   to   accomplish   these  objectives. 

2.  There  is  no  risk  of  personal  loss  involved,  except  of  contingent 
awards  through  faihire  to  fulfill  the  required  conditions. 

3.  The  younger  and  lower-salaried  managerial  employees  with  present 
family  and  financial  obligations  receive  cash. 
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4.  The  older  and  higher-salaried  managerial  employees  who  are  more 
interested  in  future  income  than  present  income  receive  contingently 
awarded  stock  with  dividend  equivalents  added,  the  future  value  of 
which  depends  upon  future  as  well  as  present  earnings,  and  so  encourages 
the  adoption  of  policies  and  decisions  consistent  with  the  long-term 
interests  of  the  company. 

5.  The  existence  of  a  reserve  accumulated  out  of  past  appropriations 
makes  possible  a  distribution  of  awards  even  in  a  year  of  relatively  low 
earnings,  since  it  is  recognized  that  such  reduction  in  earnings  may  be 
due  to  causes  beyond  the  immediate  control  of  the  managerial  employees 
and,  in  such  a  year,  the  efforts  they  are  called  upon  to  exert  mav  be 
greater  than  ever. 

These  are  some  of  the  positive  actions  that  may  be  taken  bv  a  top 
manager  to  motivate  his  organization  to  make  an  all-out  effort  to  attain 
the  objectives  he  has  established. 

A  negative  approach  may  consist  in  demonstrating  that  those  who  don  t 
turn  in  a  satisfactory  performance  will  be  demoted  or  discharged,  and 
there  may  be  instances  where  this  may  be  the  only  recourse.  Nevertheless, 
it  is  doubtful  if  any  business  organization  ever  accomplished  great  results 
or  attained  even  modest  objectives  with  no  inspiration  but  the  lash  of  fear. 

SUMMARY 

Long-  and  short-term  business  objectives  are  essential  for  a  sense  of 
direction  and  for  the  selection  of  routes  to  be  followed.  It  is  the  function 
of  the  top  manager-whatever  his  title-to  determine  and  define  these 
objectives  and  to  develop  the  methods,  facilities,  organization,  and  incen- 
tive necessary  for  their  attainment.  The  importance  of  this  responsibilitv 
is  difficult  to  exaggerate. 

A  Scottish  nobleman  of  the  seventeenth  century,  impressed  by  the  great 
influence  of  folk  songs  and  ballads,  is  reported  to  have  said,  "Give  me  the 
making  of  the  songs  of  a  nation  and  I  care  not  who  makes  its  la^ss." 
How  much  greater  are  the  opportunities  and  responsibilities  of  those 
who,  in  an  economy  of  competitive  free  enterprise,  are  charged  with  the 
duty  of  choosing  the  objectives  of  the  thousands  of  companies  which 
together  shape  the  character  of  the  Western  world. 

Business  is  the  foundation  upon  which  our  society  is  built,  and  the 
management  of  business  has  become  a  profession  which  must  be  governed 
by  a  code  of  ethics  no  less  exacting  than  that  imposed  by  Hippocrates  on 
physicians  and  surgeons.  _    . 

This  ethical  conception  of  the  role  of  business  can  find  no  more  realistic 
expression  than  in  the  goals  that  business  strives  to  attain.  It  must  be 
recognized   that   the  mainspring  of  business  is   the  profit  motive,   that 
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reasonable  profits  are  not  only  legitimate  but  fundamentally  necessary, 
that  competition  is  the  life  of  trade,  and  that  the  rules  properly  provide 
for  the  survival  of  only  those  companies  that,  when  tested  in  the  crucible 
of  competition,  prove  themselves  fit. 

Nevertheless,  the  manager  or  business  leader  whose  goals,  ambitions, 
and  aspirations  can  all  be  satisfied  by  the  figures  on  an  income  state- 
ment and  balance  sheet  has  clearly  failed  to  recognize  his  additional  obli- 
gations to  make  his  business  serve  the  needs  of  society  and  contribute  to 
the  general  welfare.  He  has  also  failed  to  derive  from  his  profession  the 
great  personal  satisfaction  of  consciously  striving  for  social  and  spiritual 
ideals  that  cannot  be  measured  in  money. 


Henry  Blackstone 

PRESroENT 

RVO  CORPORATION  OF  AMERICA 
CKSVILLE,  NEW  YORK 


To  refer  to  a  forty-four-year-old  company  president  as  "one  of  this 
nation's  pioneers  in  guided  missiles"  seems  rather  unusual.  But  Henry 
Blackstone,  who  founded  Servo  Corporation  of  America  in  1946  and 
has  been  president  ever  since,  has  a  most  unusual  background. 

He  was  born  on  a  farm  in  Idaho  and,  since  he  was  the  only  boy  in 
a  family  of  four  children,  learned  the  meaning  of  hard  work  very  early 
in  life.  When  he  was  nine,  the  farm  failed,  and  the  family  moved  to 
Seattle,  Washington.  In  order  to  continue  his  education,  Henry 
Blackstone  found  it  necessary  to  work  after  school  hours.  He  mo-wed 
lawns,  sold  papers,  worked  in  a  soda  fountain,  and  did  any  other  kind 
of  odd  job  that  came  along. 

The  long  hours  of  work  did  not,  however,  prevent  him  from  being 
a  good  student.  He  was  among  the  top  ten  in  his  high  school  grad- 
uating class  and  won  a  scholarship  to  the  Massachusetts  Institute  of 

Technology. 

At  MIT,  Henry  Blackstone  worked  as  a  janitor  and  library  clerk, 
but  still  managed  to  get  straight  A's  in  mathematics  and  physics.  He 
received  his  Bachelor  of  Science  degree  in  1937  «"^  «  ^^^'^''  ^^ 
Science  degree  in  electrical  engineering  in  1938. 

The  year  1938  was  not  a  particularly  good  one  for  fledgling  engi- 
neers and  Henry  Blackstone  had  trouble  finding  a  job.  He  hitchhiked 
to  California  and  knocked  on  the  doors  of  power  companies  from  San 
Francisco  to  San  Diego,  but  they  were  not  hiring  anybody.  Finally 
■when,  as  he  puts  it,  "I  was  down  to  fifty  cents  and  three  oranges,  he 
found  a  job  as  a  laborer. 

In  1939,  he  and  another  engineer,  Curtis  Hillyer,  went  into  business 
for  themselves  as  electronics  engineering  consultants.  They  came  up 
with  an  idea  for  a  missile  employing  an  infrared  guidance  system  that 
would  have  the  ability  to  guide  itself  to  a  target.  Their  letters  to  U  est 
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Coast  aircraft  manufacturers  drew  little  attention,  but  in  1943,  Sher- 
man Fairchild  of  Fairchild  Engine  &  Airplane  Corporation  invited  the 
two  young  men  to  join  his  firm.  Henry  Blackstone  was  placed  in  charge 
of  Fairchild's  electromechanical  engineering  laboratory  and  appointed 
to  the  National  Defense  Research  Council. 

At  the  end  of  the  war  he  left  Fairchild  and  founded  Servo  Corpora- 
tion with  a  total  capital  of  $10,000  and  three  employees.  The  com- 
pany's first  factory  was  a  converted  dance  hall,  but  today  its  400 
employees  work  in  a  $iV2  million  building  that  was  completed  only 
last  year. 

Mr.  Blackstone  has  worked  on  the  Atlas,  Titan,  Sparrow,  Matador, 
and  other  missiles.  Fie  also  has  patents  pending  on  some  eighteen 
electronics  inventions. 

In  spite  of  a  long  and  sometimes  bitter  struggle  to  make  his  company 
successful,  Mr.  Blackstone  has  found  time  to  participate  in  civic,  man- 
agement, and  public  service  activities.  He  is  a  charter  member,  direc- 
tor, and  vice  president  of  the  Young  Presidents'  Organization;  a  trustee 
of  Adelphi  College;  administrative  vice  chairman  of  the  Small  Busi- 
ness Administration;  and  is  active  in  local  government  and  the  Oyster 
Bay  High  School  PTA. 

Mr.  Blackstone  is  married,  has  four  children,  and  resides  in  Laurel 
Hollow,  Long  Island,  New  York. 

April,   i960 


CHAPTER     8 

Gathering  Information 


The  management  o£  a  business  depends  primarily  upon  the  availability 
and  use  o£  facts.  The  day  is  rapidly  passing  when  the  chief  executive 
can  run  his  operations  by  intuition,  or  the  "seat  of  his  pants."  Com- 
petition is  becoming  more  intense  and  efficient,  costs  are  rising,  customers 
are  more  exacting.  Although  a  few  lucky  entrepeneurs  may  squeak  by 
playing  their  hunches,  the  graveyard  is  full  of  those  who  did  not  succeed. 
Information  is  the  basis  for  making  business  decisions.  It  must  be 
adequate  to  cover  the  subject  and  accurate  for  reliability.  This  chapter 
will  discuss  how  the  chief  executive  goes  about  gathering  factual  informa- 
tion on  which  to  base  his  plans,  attain  his  objectives,  and  measure  the 
results. 
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The  most  successful  chief  executives  are  usually  the  best  informed.  To 
operate  a  business  successfully,  much  vital  information  must  flow  to  the 
president  from  within  the  business-a  constant  stream  or  upfiow  of 
valuable  data.  Furthermore,  quantities  of  information  are  essential  from 
outside  the  company,  which  constitute  a  steady  inflow.  Although  it  is 
most  desirable  that  all  information  be  obtained  in  a  form  which  is 
quickly  and  effectively  useful,  this  cannot  always  be  done.  The  very  nature 
of  some  of  the  most  vital  facts  is  such  that  they  can  be  obtained  onlv 
through  arduous  and  sometimes  time-wasting  methods. 

The  personal  views  and  philosophies  of  one  chief  executive  are  set 
forth  in  this  chapter.  They  have  yielded  a  reasonably  successful  operation 
for  over  a  decade.  Nonetheless,  they  are  today  far  from  complete  and  not 
as  yet  finally  satisfactory.  They  are  and  probably  always  will  be  themselves 
in  a  constant  state  of  change,  improvement,  and  development.  Further- 
more, since  they  are  personal  and  apply  only  to  one  chief  executive  and 
one  corporation,  they  may  not  necessarily  be  satisfactory  to  other  com- 
binations of  business  and  man. 

On  August  1,  1946,  I  put  down  my  electrical-engineering  slide  rule  and 
assumed  the  position  of  president  of  the  corporation  of  which  I  was 
the  only  employee.  In  1959,  that  corporation  had  over  four  hundred 
employees  and  did  $7,000,000  in  sales,  and  I  was  still  the  principal  execu- 
tive officer.  Starting  from  scratch  and  building  to  its  present  size  created 
unusual  and  intense  needs  for  information  and  an  excessive  thirst  for 
knowledge  and  experience.  Considering  my  abysmal  lack  of  knowledge 
and  experience  in  business  management  in  the  early  days,  it  is  a  wonder 
that  the  corporation  survived  at  all.  It  grew,  however,  and  as  time  passed, 
I  began  to  feel  qualified  for  the  job. 

INFORMATION  THEORY 

Reliable  information  is  required  for  every  step  in  the  managing 
process.  First,  it  is  used  to  establish  objectives.  Second,  it  is  used  to 
direct  the  attainment  of  these  objectives.  Third,  to  complete  the  cycle, 
it  is  used  to  measure  the  results. 

In  order  for  plans  and  objectives  not  to  be  idle  dreams,  they  must  be 
based  on  factual  information.  The  forecast  of  sales  volume  must  be 
predicated  on  the  purchasing  power  of  the  customer  as  well  as  the  useful- 
ness of  the  product  to  him.  Projected  profit  levels  must  be  based  on  a 
forecasted  sales  volume  and  on  actual  experience  in  the  cost  of  operations. 
Profits  are  also  affected  by  a  knowledge  of  the  total  market  potential 
which  must  be  obtained  in  order  to  set  adequate  prices.  Only  by  obtain- 
ing the  necessary  information  in  sufficient  accuracy  and  proper  detail 
can  sound  objectives  be  established. 
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The  second  step  in  the  managing  process  is  the  attainment  of  these 
objectives.  To  direct  successfully  the  attainment  of  objectives,  the  chief 
executive  must  have  information  about  controlling  conditions,  the 
available  resources  and  equipment,  the  necessary  manpower  level  and 
staffing,  and  all  the  significant  problems  and  obstacles  which  stand  in  the 
way  of  attainment.  The  right  quantity  and  the  right  kind  of  information 
must  flow  to  the  chief  executive  if  he  is  to  perform  his  function  success- 
fully. 

The  third  step  in  the  managing  process  is  the  measurement  of  results. 
In  the  development  of  a  business  enterprise,  it  is  constantly  necessary  to 
correct  deficiencies  and  weaknesses  and  to  improve  procedures  and  opera- 
tions. A  major  principle  is  that  good  performance  must  be  rewarded 
and  poor  performance  must  be  corrected.  There  is  no  way  to  measure 
performance  or  to  appraise  results  without  adequate  and  accurate  infor- 
mation. 

Business  Is  Like  an  Organic  Creature 

A  business  enterprise  can  be  validly  likened  to  an  organic  creature 
quite  similar  to  a  human  being.  The  hands  and  muscles  and  limbs  are 
analogous  to  the  production  mechanisms  of  an  enterprise.  The  brain  is 
analogous  to  the  management.  There  must  be  a  constant  flow  of  informa- 
tion between  the  brain  and  the  muscles.  The  network  of  thousands 
of  nerves  are  the  channels  through  which  the  information  must  flow.  In 
a  human  body,  the  information  takes  the  form  of  millions  of  electrical 
impulses  between  the  brain  and  each  muscle.  The  senses  are  constantly 
gathering  information  and  transmitting  it  to  the  brain.  The  brain 
instantly  processes  the  information,  analyzes  it,  and  converts  it  into  plans 
for  action.  These  plans  are  transmitted  as  electrical  "bits"  down  the 
nerve  channels,  and  the  desired  action  results. 

In  the  organic  structure  of  the  corporation,  there  must  be  many  senses 
and  sensors  constantly  gathering  millions  of  bits  of  information.  This 
information  is  transmitted  to  the  management  to  perform  the  brain 
function  of  processing,  analyzing,  and  programming.  Impulses  are  sent  to 
the  productive  organs  of  the  enterprise  to  initiate  the  desired  action. 
There  are  millions  of  bits  of  information  constantly  flowing  into  the 
management  of  the  corporation,  resulting  in  myriads  of  orders  and  direc- 
tions to  people,  to  departments,  and  to  divisions.  Thus  we  see  that 
information  is  the  working  fluid  which  traverses  the  nerve  network  of  the 
enterprise  and  relates  the  plans  of  management. 

The  Chief  Executive  Must  Be  a  Generalist 

In  the  field  of  top  management,  the  responsibility  of  the  chief  executive 
calls  for  the  attributes  of  a  generalist.  His  job  in  managing  a  business 
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enterprise  can  be  likened  to  the  task  o£  a  painter  who  starts  work  on  a 
portrait  or  landscape.  Within  his  area  of  endeavor,  the  painter  tends  to  be 
a  generalist.  He  cannot  start  in  one  corner  of  the  canvas  and  work  his 
way  across  to  the  other  side  of  the  canvas  and  thus  complete  his  painting. 
Nor  can  he  start  with  any  particular  object  in  his  scene  and  complete  it 
so  that  by  an  orderly  sequence  of  such  tasks  he  fills  the  entire  canvas. 
Instead,  he  must  actually  paint  the  entire  picture  simultaneously.  He 
must  build  up  the  whole  background  over  the  entire  canvas  while  at 
the  same  time  spotting  and  roughing  in  the  objects.  He  must  visualize 
the  colors  in  their  respective  areas  in  such  a  manner  as  to  anticipate  the 
desired  end  result. 

Thus  the  entire  picture  must  take  shape  and  form  in  a  single  evolu- 
tionary process,  and  the  painter,  as  a  generalist,  must  have  a  generalized 
mental  concept  of  what  he  hopes  to  end  up  with  as  to  colors,  shades, 
forms,  composition,  and  action.  Needless  to  say,  if  the  end  product 
does  not  possess  the  many  nuances  of  authenticity,  aesthetic  balance,  and 
integrity,  it  will  not  sell  well  in  the  market  place. 

In  the  generalist  field  of  top  management,  the  function,  the  effort,  and 
the  accomplishment  are  quite  analogous  to  those  of  the  painter.  A  manu- 
facturing enterprise  is  an  organic,  homogeneous  entity.  Many  presidents 
perform  the  functions  of  a  sales  manager  or  a  production  manager.  This 
does  not  mean  that  they  are  soundly  performing  the  function  of  the  chief 
executive  officer,  because  there  can  be  only  one  definition  of  that  respon- 
sibility, and  it  must  be  in  terms  of  a  generalist.  The  president,  therefore, 
cannot  dig  too  deeply  into  information  and  data.  It  is  more  important 
that  his  attention  be  uniformly  strong  across  the  whole  management 
spectrum. 

The  most  valuable  asset  I  have  had  in  running  a  business  is  the  fact 
that  my  aptitudes  and  interests  were  originally  those  of  a  generalist 
rather  than  a  specialist.  Even  though  I  studied  electrical  engineering,  I 
started  drifting  out  of  its  practice  almost  at  the  beginning  of  my  profes- 
sional career.  How  this  happens  to  a  person  I  cannot  say.  In  mv  oan-u 
case,  it  stemmed  from  a  wide-ranging  interest  and  an  umdllingness 
initially  to  dig  too  deeply  into  any  one  field.  Thus,  although  majoring 
in  electrical  engineering,  I  could  not  resist  taking  four  years  of  French 
and  six  years  of  German-obviously  going  beyond  the  language  require- 
ment of  any  engineering  course.  Both  of  these  languages  lay  dormant 
for  a  period  of  twenty  years  with  no  apparent  usefulness.  Then,  suddenlv, 
business  requirements  took  me  to  Europe,  and  there,  much  to  my  surprise, 
I  had  to  deal  with  many  businessmen  in  Germany  and  France  who  could 
not  speak  a  word  of  English.  This  was  not  idle  social  chatter.  AVe  had  to 
develop  binding  legal  commitments. 

Similarly,  on  my  first  job  as  a  trainee  in  a  large  corporation,  I  was 
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temporarily  placed  in  the  production  methods  department.  Prior  to  that 
time  I  knew  nothing  about  the  subject,  and  I  did  not  use  what  I  learned 
until  many  years  thereafter.  In  recent  years,  however,  as  chief  executive 
of  my  company,  this  information  has  stood  me  in  good  stead  in  better 
understanding  and  coping  with  the  problems  of  our  production  organiza- 
tion. 

But  wide  interests  and  information  gathered  carelessly  and  disin- 
terestedly can  sometimes  backfire.  During  my  college  career,  I  failed  two 
semesters  of  economics,  thinking  of  course  that  this  was  a  useless  burden 
on  a  student  of  electrical  engineering.  Some  years  later,  in  trying  to  start 
a  business,  I  found  myself  woefully  lacking  in  the  necessary  knowledge  of 
accounting  practices  and  corporate  finance. 

Problems  of  Information  Gathering 

The  fact  that  the  president  must,  of  necessity,  be  a  generalist  has  a 
bearing  on  the  information  which  he  seeks,  the  information  which  he 
receives,  and  the  manner  in  which  he  uses  the  information.  To  become  a 
good  generalist  one  must  have  wide  interests,  an  unusual  aptitude  for 
observation,  and  an  ability  to  separate  the  kernels  from  the  chaff.  In  our 
modern  world  of  printing  and  data  processing,  there  is  a  freight-car 
load  of  chaff  for  each  single  kernel  of  valuable  and  usable  information. 
The  chief  executive  must  have  a  highly  developed  fast-sorting  and  weigh- 
ing faculty  to  bypass  the  tons  of  chaff.  He  must  have  a  conceptual  and 
linking  capability  to  perceive  and  visualize  the  association  of  ideas  which 
interrelate  data  and  information  into  a  clear  and  distinct  pattern.  One 
happy  pay-off  for  the  generalist  is  that  eventually  the  islands  of  data 
and  information  begin  to  fit  together  to  form  new  continents  of  broad 
patterns  and  basic  philosophies. 

There  are,  however,  dangers  and  pitfalls  in  the  life  of  the  generalist  if 
he  is  going  to  get  any  useful  work  done.  He  must  process  large  volumes 
of  information.  In  so  doing,  there  is  a  constant  tendency,  if  not  pressure, 
to  bog  down  in  great  quantities  of  detail.  The  amount  of  printed  matter 
available  in  the  business  world  today  is  overwhelming.  The  numbers  of 
important,  useful,  and  valuable  journals,  brochures,  and  books  are 
almost  unlimited.  Ordinary  conscientiousness  subjected  to  this  vast  array 
of  useful  information  is  constantly  threatened  with  overload.  Worst  of 
all,  the  more  competent  the  generalist  the  more  difficult  he  finds  it  to 
reject,  skip,  and  scan  seemingly  vital  information.  The  requirement  for 
constantly  separating  the  wheat  from  the  chaff  must  at  all  times  be  over- 
riding. This  inevitably  results  in  conflict  with  most  other  principles 
and  requirements  of  management. 

Skill  in  Listening  Is  Required.  Basic  to  the  concept  of  information  gather- 
ing are  the  skills  related  to  the  assimilation,  analysis,  and  use  of  informa- 
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tion.  Although  the  functions  and  the  objectives  of  a  corporation  clearly 
prescribe  the  job  of  the  chief  executive  and  the  management,  the  corpora- 
tion has  no  alternative  but  to  deal  with  people.  People  being  human,  even 
though  managers,  follow  certain  patterns  in  their  information  gathering. 

At  a  seminar  I  attended  at  Harvard  University,  Professor  Hower  gave  a 
fine  dissertation  on  the  art  of  listening.  Although  he  was  referring  to  its 
part  in  the  process  of  learning,  I  believe  it  is  directlv  applicable  to  the 
process  of  information  gathering.  Similar  thoughts  have  been  expressed 
by  Professor  Arnold  at  Stanford  University  in  his  course  on  creativitv. 
The  gist  of  these  men's  comments  is  that  hearing  is  not  listening.  ^Vhat 
we  comprehend  from  what  ^ve  hear  is  by  no  means  a  replica  of  ^vhat  the 
information  source  wishes  us  to  understand. 

Some  of  the  obstacles  to  undistorted  listening  (or  reading)  can  be  called 
psychological  blocks.  These  blocks  may  be  based  on  a  subconscious  fear 
of  a  subject  which  is  distasteful  to  us  personally.  Such  fears  can,  at  times, 
be  so  strong  that  the  person  does  not  even  see  or  hear  a  message  relating 

to  the  subject. 

Our  prejudices  are  in  themselves  a  block  to  listening  and  comprehen- 
sion  and   can   deafen   us   or   blind   us    to   certain   areas   of   real   factual 
information.    AVhere    areas    are    overshadowed   bv    long-inured    thought 
prejudices,  the  nongeneralist  type  of  manager  (and  in  spite  of  the  require- 
ment for  true  generalists  in  top  management  jobs,  there  exist  in  industrv 
many  managers  who  remain  narrow  specialists  throughout  their  business 
careers)  is  limited  in  listening  and  reading  ability.  The  production  man 
who  becomes  president,  but  remains  basicallv  a  production  man.  is  msen- 
sitive  to  the  importuning  of  engineers  or  of  sales  people.  His  channel 
vision,  through  a  lifetime  of  practice,  has  been  so  highlv  developed  that 
all  other  sensors  or  neurons  have  long  since  been  blunted  or  atrophied. 
Motivational  forces  can  strongly  bias  or  influence  actual  listening  or 
comprehension.  I  have  had  the  difficult  experience  of  trving  to  set  up 
liberal   incentives  for  outstanding  performance,   such   as   a  stock-option 
plan  or  a  sales  commission.  At  times  this  has  been  done  unwiselv  and 
with  disastrous  results.  ^Vhere  strong  incentives  are  not  fullv  consistent 
with   corporate   objectives,    a   manager's   attentions    and   efforts   mav   be 
forced,  almost  unwittingly,  in  directions  which  are  adverse  to  the  basic 
corporate  policy.  He  may,  then,  hear  instructions  in  a  manner  which  is 
biased  toward  the  fulfillment  of  his  own  particular  incentive  plan.  ^\  e 
see     therefore,    that    the    comprehension    and    deductions    dra^vn    from 
information  received  can  be  seriously  at  variance  .dth  the  true  original 
information,  depending  upon  the  factors  affecting  the  listening  process. 
Reading  Must  Be  Modulated.  Of  all  the  skills  directly  related  to  intorma- 
tion  gathering,   the  most  important  one  is  the  art  of  reading.   Unfor- 
tunately  for   myself,    academic   understanding   and   formal    training   m 
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reading  took  place  only  in  the  past  ten  or  fifteen  years.  This  is  a  skill 
which  should  receive  increasing  attention.  The  basic  problem  in  infor- 
mation gathering  is  to  find  the  one  grain  of  wheat  in  a  boxcar  full  of 
chaff.  To  do  this  without  wasting  a  lifetime,  one  must  have  a  means 
of  rapidly  processing  large  volumes  of  chaff.  This  is  not,  however,  an 
exact  analogy,  because  for  proper  information  gathering  related  to 
business  management,  one  has  to  look  for  shades,  nuances,  and  many 
types  and  kinds  of  information. 

Each  kind  of  information  requires  a  different  intensity  level  of  atten- 
tion, a  different  need  for  retention,  and  a  different  degree  of  detail  in 
comprehension.  Rapid  reading  is,  of  course,  a  very  important  require- 
ment. Since  the  information  mix  varies  in  all  degrees  just  as  the  product 
mix  in  a  business  or  industry,  what  is  really  needed  is  a  highly  fluid  and 
flexible  capacity  for  change  of  pace  and  depth  in  reading.  More  descrip- 
tively, this  could  be  called  modulated  reading,  which  implies  several  rates 
of  scanning,  reading,  and  concentrated  studying. 

The  mechanics  of  written  language  is  a  major  deterrent  to  information 
gathering.  English  is  far  from  a  complete  means  of  communication.  Worse 
than  this,  however,  it  seems  to  me  that  our  school  systems  and  colleges 
have  grossly  neglected  training  in  the  English  language.  It  is  regrettable 
that  students  can  graduate  from  college  who  cannot  adequately  express 
themselves  in  writing  in  their  mother  tongue.  A  good  part  of  this  problem 
arises,  of  course,  from  the  lack  of  training  in  composition  and  organiza- 
tion. Today's  business  and  industry  require  endless  brochures  and  reports. 
The  readability  and  understandability  of  these  reports  can  be  seriously 
impaired  by  the  author's  lack  of  clear  thinking  and  a  sense  of  organization 
in  presenting  the  material. 

Emphasis  on  Meetings  Requires  the  Ability  to  Speak.  Of  increasing  im- 
portance to  information  gathering  and  dissemination  is  the  conference  or 
meeting.  Here  the  medium  of  exchange  is  speech,  either  formally  or 
informally  presented.  I  find  it  a  sad  fact  that  many  brilliant  and  well- 
educated  people  have  all  sorts  of  problems  speaking  up  around  a  meeting 
table  and,  of  course,  in  giving  a  talk  before  an  audience.  Some  become 
totally  paralyzed.  The  mechanical  problem  itself  is  as  great  as  the  psycho- 
logical factor.  The  shy  person  cannot  raise  his  voice  loud  enough  to  be 
heard  at  the  other  end  of  the  table,  or  he  cannot  get  a  word  in  edgewise, 
or  when  speaking  he  may  mumble  or  stumble  so  badly  that  no  one 
can  understand  him.  Unfortunately,  much  valuable  information  is  locked 
up  in  the  heads  of  people  who  are  shy  or  are  careless  and  untrained  in 
the  mechanics  of  speech  and  language. 

If  a  committee  is  appointed  to  perform  certain  tasks  either  on  a  con- 
tinuing basis  or  on  a  single-task  basis,  it  no  doubt  will  do  a  good  deal 
of  its  work  in  a  series  of  conferences.  Likewise,  in  any  business,  confer- 
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ences  or  meetings  are  held  on  a  regular  basis  for  specific  managing  groups 
or  interdepartmental  groups  as  a  means  of  carrying  on  the  continuing 
function  of  management.  Therefore  the  committee  and  the  conference  are 
most  significant  techniques  in  the  generation  and  dissemination  of  infor- 
mation. 

The  principles  of  meetings  and  conferences  are  presently  being  studied 
by  a  great  many  business  research  and  academic  groups,  and  certain 
fundamental  and  valuable  concepts  are  being  developed.  An  illuminating 
study  on  conducting  management  meetings,  which  was  produced  by  the 
Young  Presidents'  Organization,  is  contained  in  this  Handbook.'^ 

Information  Must  Be  Timely.  A  final  skill  related  to  information  gather- 
ing is  a  sense  of  timing.  One  of  the  questions  that  I,  as  author  of  this 
chapter,  was  charged  with  answering  was:  What  kind  of  information  is 
of  no  value  to  the  chief  executive?  Broadly  speaking,  this  question  is 
answered  by  the  two  ways  in  which  timing  enters  into  the  picture.  The 
first  has  to  do  with  the  fact  that  the  chief  executive  has  little  time  to 
read  or  absorb  the  facts.  Therefore  the  kind  of  information  ^vhich  is  of 
little  value  to  him  is  that  which  is  buried  in  a  voluminous  mountain  of 
words.  The  only  kind  of  information  that  is  of  ??o  value  to  the  chief 
executive  is  information  which  is  too  late.  Much  priceless  information  in 
business  is  like  a  delicate  orchid  having  a  limited  life  span.  ^Vhen  it  is 
too  little  or  too  late,  it  is  worse  than  useless. 

The  Chief  Executive  Is  a  Human  Computer 

The  president  of  a  corporation  does  not  operate  a  lathe,  and  hence  he 
is  not  part  of  a  servo-control  loop  of  man  and  machine.  He  is  not  a  book- 
keeper and  hence  is  not  a  manual  extension  of  an  accounting  machine. 
Nor  is  he  a  designer  who  draws  patterns  on  pieces  of  paper  from  which 
models  can  be  cut  out  of  metal.  In  short,  there  is  very  little  that  is  clear, 
specific,  or  tangible  in  his  job  description.  Management  is  still  somewhat 
of  an  art,  and  the  president  is  akin  to  the  artist  who  must  create  concepts 
and  patterns  out  of  ideas.  For  purposes  of  discussing  concepts  of  informa- 
tion gathering,  it  is  useful  to  view  the  president  as  a  human  computer.  A 
computer  is  a  device  which  receives  inputs  in  the  form  of  information. 
It  has  a  storage  function  which  can  store  the  information  in  manv  differ- 
ent groupings  for  later  use.  It  then  has  to  process  the  information,  looking 
for  the  answers  which  it  was  designed  to  find.  As  it  finds  the  ans^vers.  it 
stores  them  and  arranges  them  in  a  preselected  program  for  use.  Lastly,  the 
computer  has  outputs  in  the  form  of  the  answers  which  it  has  found, 
or  in  the  form  of  combinations  of  the  answers  with  the  original  input 
information  or  parts  thereof. 

The  president  of  the  corporation,  even  though  human,  goes  through 

1  John  D.  Foskett,  Chap.  45,  Conducting  Management  Meetings. 
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nearly  an  exactly  analogous  series  of  functions  and  steps.  He  receives 
information  of  all  sorts  relative  to  the  operations  and  objectives  of  the 
business.  Much  of  this  information  he  stores  for  fixed  periods,  or  in- 
definitely, while  some  of  it  must  be  used  immediately  in  computing  the 
answers  which  operating  people  need.  Over  varying  lengths  of  time,  the 
president's  brain  is  processing  the  information— different  parts  of  it  in 
different  ways.  When  his  processing  function  is  completed,  the  president- 
computer  arrives  at  definite  answers  or  tentative  conclusions.  The  definite 
answers  can  then  be  applied  directly  to  programming  the  enterprise; 
that  is,  decisions  are  made  and  instructions  are  given.  The  tentative 
conclusions  can  be  reinserted  as  inputs  to  the  computer  or  stored  until 
further  specific  information  is  obtained.  The  programming  of  the  enter- 
prise is  accomplished  by  the  output  of  the  computer.  These  outputs 
generally  take  the  form  of  written  or  verbal  decisions  or  instructions  to 
the  activity  areas  of  the  company,  that  is,  the  operating  parts  of  the 
machine. 

The  difference  between  the  president  or  chief  executive  and  an  elec- 
tronic computer  is  that  the  president  carries  with  him  the  ability  to 
program  his  own  internal  computer.  There  is  one  remaining  difference 
between  the  chief  executive  and  the  computer  that  may  ensure  the  chief 
executive  keeping  his  job  for  a  few  more  years.  This  is  his  ability 
simultaneously  to  get  together  his  own  data  or  information  to  compute 
many  different  problems  at  the  same  time  and  to  operate  more  or  less  24 
hours  of  each  day  (whether  he  likes  it  or  not),  accepting  constantly 
changing  inputs  and  constantly  coming  up  with  new  answers.  This 
particular  computer  may  be  operating  quite  well,  even  when  one  small 
drawer  in  the  lower  left-hand  corner  is  driving  an  automobile  through 
congested  traffic,  or  when  a  drawer  in  the  upper  right-hand  corner  is 
playing  bridge  with  its  wife  and  two  friends. 

Thus  the  president  must  receive  and  consume  great  quantities  of  data 
or  information  bits.  He  must  sort,  screen,  and  winnow  out  the  chaff  from 
the  grain.  He  must  process  the  grain  and  grind  out  answers  and  decisions 
constantly.  The  greatest  single  disadvantage  he  has,  which  the  electronic 
computer  does  not,  is  that  he  cannot  insert  standard,  proved  test  prob- 
lems to  check  whether  the  answers  are  always  coming  out  exactly  correct. 
Unfortunately,  because  he  is  constantly  solving  different  problems,  no 
two  of  which  are  alike,  there  is  no  way  of  checking  the  accuracy  of  his 
computing  function. 

An  Information-gathering  Center.  Figure  8-1  is  a  graphical  representation 
of  the  president  of  a  manufacturing  enterprise  performing  the  function 
of  a  computer  center.  It  shows  the  information  flow  between  the  president 
and  four  major  information  sources. 

The  block  shown  at  the  bottom  of  the  diagram  represents  the  managers 
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of  the  activity  areas  of  the  enterprise.  They,  of  course,  constitute  the 
president's  main  source  of  information  from  within  the  company.  The 
blocks  at  the  top  and  at  either  side  of  the  diagram  indicate  the  major 
sources  of  information  flowing  into  the  enterprise  from  organizations  and 
groups  that  have  a  direct  relationship  to  it.  The  inflow  of  information 
to  the  president  is  equally  voluminous  from  many  other  external  sources 
that  have  no  direct  relationship  to  the  corporation.  Needless  to  say,  the 
president,   as   the  data  central  in  this  complex  system,  must  reprocess 


stockholders 


— I 1 1 1 ' 1 ' • 

Directors 

o 

c 
o 

o  ■ - 

'^  E 

< 

CD 

c 

ftl     01 

cp    O 
CO  Q 

^;^ 

<    Q. 

President 

o 
Q- 

O 

MANAGEMENT 
of 

Operating     Enterprise 

t  t  i  t  i  t  1  t  t 


C  u  s 


0   m  e   r   s 


3 


Fig.  8-1.  The  president  as  a  computer  and  information  central. 

and  retransmit  all  this  information  in  different  forms  and  different  direc- 
tions to  any  of  the  sources  from  whence  it  comes. 

A  more  detailed  representation  of  the  president  as  an  mformation 
central  is  shown  in  Figure  8-2.  .  ,        r 

Each  member  of  the  board  of  directors  has  a  call  on  the  president  tor 
direct  communication  and  information  flow.  This  is  as  it  should  be  if 
the  president  is  going  to  be  responsive  to  their  direction.  In  anv  corpora- 
tion there  can  be  a  number  of  associated  business  services.  In  my  expeii- 
ence  these  relationships  have  been  close  and  valuable,  especially  m  the 
growth  and  operation  of  a  smaller  business.  The  association  is  as  close  to 


GATHERING  INFORMATION 


211 


being  a  part  of  the  corporate  structure  as  it  is  possible  in  general  to 
achieve  with  outside  organizations  not  directly  under  the  control  of  the 
corporation.  Obviously  the  lines  from  each  of  these  agencies  to  the 
president  are  not  organizational  lines  requiring  direction  and  supervision. 
Even  in  the  most  completely  delegated  top  management  structure,  how- 
ever, they  are  lines  of  communication  and  information  flow  which  are 
vital  to  the  president's  performance  of  his  duties.  The  working  levels  of 
each  of  these  organizations  are  indeed  in  considerable  contact  with  the 
working  levels  of  the  company  itself. 
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Fig.  8-2.  Detailed  representation  of  the  chief  executive's  sources  of  information. 


The  group  of  professional  activities  shown  on  the  left  of  the  diagram 
is  a  representative  selection  of  organizations.  These  are  highly  important 
educational  and  informational  services  and  ties  which  the  president 
usually  has  established.  Although  they  have  no  financial  or  legal  relation- 
ship to  the  corporation,  they  are  related  to  business-management  concepts 
and  professional  people,  and  they  constitute  a  most  highly  valued  source 
of  objective  counsel  and  professional  training.  The  company  management 
as  represented  by  each  of  the  managers  of  activity  areas  usually  found  in 
the  manufacturing  enterprise  has  many  close  ties  with  the  president.  The 
manager  of  each  activity  must  see  to  it  that  the  necessary  data  and 
information  are  generated  within  his  activity  area  which  should  be  di- 
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reeled  toward  the  president.  In  turn,  he  must  see  to  it  that  special  data 
and  information  are  extracted  from  his  activity  area  which  are  specifically 
requested  by  the  president.  Thus  the  lines  connecting  the  president  to 
the  managers  of  each  activity  area  represent  a  considerable  flow  of  vital 
operating  data  relating  to  the  success  and  performance  of  the  business. 
Figure  8-2  shows  only  the  directly  associated  groups.  There  are,  of 
course,  great  numbers  of  other  media,  organs,  agencies,  societies,  publica- 
tions, and  trade  associations  which  generate  almost  limitless  quantities 
of  significant  information  and  data  from  which  the  president  can  draw. 
His  greatest  problem  is  the  selection  and  evaluation  of  these  sources  and 
the  condensation  of  the  facts  into  usable  form  so  that  they  can  be 
absorbed  in  the  limited  time  which  he  has  available. 

BASIC  FORMS  AND  TYPES  OF  INFORMATION 

Business  information  breaks  down  into  two  broad  categories,  "general 
information"  and  "particular  information."  Particular  information  is 
the  working  tool  of  the  scientist,  lawyer,  or  specialist.  General  informa- 
tion or  knowledge  is  the  resource  of  the  manager  or  businessman.  These 
categories  pertain  on  the  one  hand  to  the  professional-specialist  and  on 
the  other  to  the  manager-generalist.  The  extreme  of  this  separation  has 
given  rise  to  the  witticism  that  "the  specialist  knows  everything  about 
nothing,  and  the  generalist  knows  nothing  about  everything." 

As  I  have  mentioned  before,  information  comes  to  the  president  from 
two  basic  souYces-iipfloiv  from  within  the  company  and  infloic  from 
outside  of  the  organization.  The  president  is  primarily  concerned  with 
general  information,  highlighted  by  such  specific  information  as  he  mav 
need  from  time  to  time  to  comprehend  a  particular  problem.  But  he  will 
be  wise  to  rely  upon  his  managers  and  specialists  to  predigest  particular 
information  for  him  and  to  give  it  to  him  in  capsule  form  with  then- 
comments  on  its  significance.  If  he  gets  bogged  down  in  trying  to  pene- 
trate too  much  technical  detail,  he  "won't  see  the  forest  for  the  trees. 

The  forms  of  information  used  by  company  presidents  are  infinite. 
They  will  vary  from  company  to  company  according  to  the  size  and  the 
nature  of  the  business.  They  encompass  (1)  financial  reports,  (2)  operating 
reports,  (3)  meetings,  (4)  outside  business  services,  (5)  trade  news,  and  (b) 
economic  and  political  news.  It  is  beyond  the  scope  of  this  chapter  to 
discuss  these  in  detail.  I  will,  however,  mention  and  comment  brieflv 
on  the  forms  which  have  been  most  useful  to  me. 

Upfloiv  Information 

Table  8-1  shows  the  types  of  reports  and  other  information  that  should 
be  received  directly  or  indirectly  from  internal  sources  by  the  chief  execu- 
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tive  of  the  typical  manufacturing  company.  It  should  be  noted  that  the 
frequency  with  which  they  are  received  is  indicated  in  the  table. 

Financial  Reports.  The  most  conventional  information  gathered  by  the 
president  of  a  business  consists  of  the  financial  statements,  principally 
the  balance  sheet  and  the  profit  and  loss  or  income  statement.  These 
statements  are  prepared  on  a  monthly,  quarterly,  or  annual  basis,  depend- 
ing on  the  requirements  of  the  business.  The  actual  amount  and  kinds  of 
information  presented  by  or  obtainable  from  financial  statements  can 
vary  almost  without  limit  from  corporation  to  corporation.  It  is  common 
to  find  that  financial  statements  prepared  for  internal  operating  purposes 
differ  from  those  that  are  published  in  a  public  document.  They  may 
contain  more  or  less  information  and  detail,  depending  on  the  uses  and 
needs  of  the  company. 

In  Servo  Corporation,  the  financial  statements  prepared  monthly  for 
operating  purposes  contain  more  information  than  the  published 
quarterly  or  annual  reports.  In  addition  to  the  information  normally 
found  on  such  statements,  we  include  forecasted  figures  for  the  period, 
variances  from  forecast,  figures  for  the  similar  period  of  the  prior  year, 
and  variances  from  the  current  period.  By  combining  these  various 
figures  with  the  financial  statements  as  an  internal  operating  report,  a 
value  is  gained  which  otherwise  would  not  be  available  even  though 
almost  as  much  expense  and  time  would  be  required  to  prepare  them. 

Examples  of  the  form  of  the  financial  statements  used  at  Servo  Corpora- 
tion for  internal  operating  purposes  are  shown  in  Figures  8-3  and  8-4. 

Some  presidents  try  to  run  their  businesses  on  the  basis  of  the  con- 
ventional statements  alone.  Experience  shows  that  these  statements  have 
evolved  over  a  period  of  many  years,  created  largely  by  forces  external 
to  the  operations  of  the  corporation,  such  as  the  requirements  of  the 
banking  institution  from  ^vhich  funds  are  borro^v'ed,  or  more  importantly 
the  requirements  of  the  Internal  Revenue  Bureau.  Some  are  derived  from 
the  requirements  of  the  investment  world  in  explaining  and  analvzing 
corporate  performance  with  a  view  to  the  sale  of  securities.  It  is  interest- 
ing to  note  that  none  of  these  uses  has  any  particular  bearing  upon 
the  needs  of  operating  management  in  controlling  and  directing  the  at- 
tainment of  the  corporation's  objectives  or  in  the  measurement  of  the 
results  of  operations. 

Lord  Kelvin  said,  "When  you  can  measure  a  thing,  you  begin  to  knots' 
something  about  it."  This  is  as  true  of  the  condition  of  a  business  enter- 
prise as  it  is  of  the  physical  sciences.  The  financial  statements  of  a 
corporation  are  widely  used  for  this  purpose.  Unfortunately,  thev  are  no 
more  suited  to  this  purpose  than  they  are  to  the  purpose  of  controlling 
and  directing  the  attainment  of  the  objectives.  It  is  true  that  financial 
statements,  if  properly  prepared,  should  tell  a  great  deal  about  the  busi- 
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X.Y.Z.,  INCORPORATED,  AND  SUBSIDIARY 
Comparative  Consolidated  Balance  Sheet 

(In  thousands) 


Item 


Current  assets: 

Cash  on  hand  and  in  banks  .... 

Accounts   receivable    

Inventories     

Other    

Total 

Current  liabilities: 

Notes  payable— banks   

Accounts  payable 

Accrued  expenses 

Reserve  for  taxes  on  income  .... 
Total 

Net  current  assets   

Machinery  and  equipment,  at  cost 
Less  accumulated  depreciation 

and  amortization   

Total— net    

Deferred  charges    

Long-term  debt    

Total  net  assets   

Shareholders'  equity: 

Common  stock,  $1  par  value, 
authorized  1,500,000  shares, 
issued  and  outstanding,  945,- 
000  end  of  1958,  905,000  end  of 
1957   

Capital  surplus 

Earned  surplus  


Current  period 


Actual 


$    320 

1,375 

2,960 

110 

$4,765 


$  750 
760 
300 
850 

$2,660 


$2,105 

$1,940 

815 
$1,125 

$      50 


$3,280 


$    945 

860 

1 ,475 

$3,280 


Forecast 


$    320 

1,290 

2,700 

90 

$4,400 


$  580 
675 
270 

775 
$2,300 


$2,100 

$1,725 

725 
$1,000 


50 


.S3, 150 


$    945 

860 

1 ,345 

.$3,150 


Variance 

froin 
forecast 


85 

260 

20 


36^ 


$  170 
85 
30 
75 

$    360 


$        5 
$    215 

90 

$    125 


$    130 


S    130 
S    1 30 


Similar 

period 

prior  year 


$    455 

1,525 

2,500 

100 

.$4,580 


$1,050 
800 
300 
425 

.$2,575 

.$2,005 
$1,050 

475 

$    575 

$    100 

650 

$2,030 


$  905 
660 
465 

82.030 


Variance 

from 
current 
period 


$  (135) 

(150) 

460 

10 

$    185 


(300) 
(40) 

425 


$      85 


$  100 
890 
340 


550 


$  (  50) 
(650) 


$1,250 


;      40 

200 

1,010 


S 1 .250 


Fig.  8-3.  Example  of  a  monthly  balance  sheet  used  for  operating  purposes. 
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ness.  It  should  be  remembered,  however,  that  they  are  instantaneous  pho- 
tographs of  the  financial  condition  of  the  enterprise.  There  is  nothing 
dynamic  about  the  statements,  and  therefore  they  tell  you  nothing  of  the 
dynamic  picture  within  the  corporation. 


X.Y.Z.,  INCORPORATED,  AND  SUBSIDIARY 

Comparative  Statement  of  Consolidated  Profit  &  Loss 
(In  thousands) 


Item 


Sales    

Cost  of  sales 
Gross  profit 


Otlier  operating  costs: 

General    and    administrative    ex- 
pense   

Marketing  expense    

Research  and  development 

Total     


Operating  profit 
Interest  expense 


Current  period 


Actual 


$12,000 
7.630 


4,370 


$      430 

1,100 

500 


$  2,030 


Net  profit  before  provision  for  taxes 
on  income   

Provision  for  taxes  on  income 

Net  profit  for  the  period 


2,340 
45 


Forecast 


$10,000 
6,170 


2,295 
1.285 


$  1,010 


$  3,830 


$      400 

1,000 

400 

$  1,800 


$  2,030 
35 


—  I    Similar 
Variance  |    period 

from       prior  vear 
forecast 


Variance 

from 
current 
period 


$  1,995 
1,115 

$      880 


S2,000 

1,460 

S    540 


S  30 
100 
100 

$    230 

S    310 
10 

S    300 

170 

S    130 


88,000 

4,950 

S3,050 


S  350 
800 
300 

SI. 450 


SI, 600 

30 

81,570 

875 

S    695 


84,000 

2.680 

81,320 


S  80 
300 
200 

8    580 

8    740 
15 


410 


S31i 


Fig.  8-4.  Example  of  a  monthly  profit  and  loss  statement  used  for  operating  purposes. 

If  we  are  to  measure  the  performance  of  the  enterprise  (and  therebv 
the  performance  of  its  managers  and  department  heads),  we  need  manv 
different  kinds  of  information  suited  particularly  to  this  use.  Admittedly, 
it  is  difficult  to  develop  quantitative  figures  and  reports  concerning  some 
of  the  activity  areas  of  the  business.  This  is  so  because  much  of  the 
activity  is  of  an  indirect  overhead  or  administration  nature.  Nonetheless, 
it  is  possible  to  make  substantial  progress  in  these  areas  in  a  quantitative 
manner.  I  am  more  convinced  as  the  years  go  by  that  the  administrative 
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overhead  factors  of  business  expense  will  lend  themselves  to  exact 
quantitative  measurement  and  appraisal  at  least  as  well  as  present  cost- 
accounting  practices  with  regard  to  direct  labor  and  materials. 

Operating  Reports.  As  I've  already  mentioned,  conventional  financial 
statements  do  not  provide  the  kind  of  information  needed  to  achieve 
the  optimum  operations  of  an  enterprise.  A  second  group  of  reports, 
which  might  be  called  operating-control  reports,  are  necessary.  These  re- 
ports must  provide  information  on  all  the  activity  areas  of  the  business. 

The  managing  process  starts  with  establishing  corporate  objectives. 
The  tangible  statement  of  these  objectives  takes  the  form  for  the  current 
year  of  the  annual  budget  and  forecast.  The  annual  budget  and  forecast 
comprise  the  major  operating  controls  which  assist  the  president  m 
directing  the  attainment  of  objectives  which  have  been  set  for  the  corpora- 
tion operation  during  the  year.  The  annual  budget  and  forecast  are  de- 
rived from  detailed  estimates  and  forecasts  of  plans  developed  by  and 
within  each  activity  area.  These  estimates  and  forecasts  are  transmitted  to 
the  finance  and  control  activity,  where  they  are  processed  into  consistent 
figures  usable  as  control  data.  Prior  to  publication,  they  are  analyzed  in 
terms  of  past-experience  figures  and  compared  with  basic  corporate 
policies  and  objectives  as  defined  by  the  president.  They  are  put  into 
final  shape  as  a  control  against  which  to  measure  during  the  coming  year. 
Each  department  or  activity  area  in  the  company  has  its  own  burden 
center,  against  which  are  budgeted  for  the  year  ahead  all  operating- 
expense  items  included  in  the  overhead  and  the  direct-labor  categories. 
Sales  volume  is  forecast,  manpower  requirements  are  indicated,  and 
figures  are  developed  for  necessary  additions  to  capital-equipment  fa- 
cilities. 

In  Servo  Corporation,  we  have  endeavored  to  convert  all  these  operat- 
ing-control reports  into  graphic  form.  A  frequently  used  chart  shows 
monthly  cumulative  costs  both  as  a  dotted-line  projection  of  the  forecast 
for  the  entire  year  and  as  a  solid  inked-in  line  representing  actual  figures 
for  the  year  to  date.  This  chart  gives  at  a  glance  a  great  amount  of 
information  about  the  performance  of  a  particular  activity  area,  depart- 
ment, or  burden  center.  Charts  of  this  type  glaringly  point  up  adverse 
trends  and  clearly  highlight  serious  discrepancies.  This  permits  practicing 
the  principle  of  management  by  differences. 

Each  activity  area  of  the  business  should  be  analyzed,  and  important 
ratios  and  figures  developed.  The  cost  of  selling  per  sale  and  the  cost 
of  selling  per  dollar  of  sales  are  important  figures  which  can  be  developed. 
They  are  meaningful  to  the  manager  of  the  sales  activity  as  well  as  to  the 
chief  executive.  Similar  ratios  can  be  developed  for  all  the  other  activity 
areas.  In  the  area  of  personnel  management,  which  might  seem  one  of  the 
vaguest  and  nonquantitative  activities,  valuable  analytical  data  can  be 
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developed.  One  standard  report  is  the  turnover  figure  on  a  cumulative 
basis  throughout  the  year  in  comparison  with  similar  reports  for  the  four 
or  five  preceding  years.  It  is  also  possible  to  compute  the  cost  of  hiring  per 
person  hired.  Information  of  this  type  is  indicative  of  the  performance 
of  both  the  personnel  activity  area  and  also  of  the  business  and  manage- 
ment as  a  whole.  It  is  logical  to  extend  these  turnover  and  cost  reports 
and  figures  into  each  department  of  the  company  on  a  departmental 
basis.  Much  useful  information  can  show  up  here  revealing  the  interests 
and  aptitudes  of  different  department  heads  and  managers. 

As  with  any  tool,  however,  cost  information  can  be  used  safely  or  it  can 
be  used  carelessly  and  dangerously.  Due  respect  must  always  be  given 
to  inherent  differences  between  the  different  activity  areas,  as  for  example 
between  a  production  activity  with  many  employees  at  a  lower  average 
wage  and  an  engineering  activity  with  fewer  employees  at  a  rather  high 
wage.  Again,  no  amount  of  information  or  reports  can  eliminate  the 
necessity  for  clear  analytical  thinking  and  sound  deductions  and  con- 
clusions. Different  people,  including  executives,  can  and  will  drags'  dif- 
ferent inferences  from  the  same  set  of  figures. 

The  chief  executive  should  receive  a  narrative  type  of  report  in  addi- 
tion to  numerical  and  statistical  reports.  This  report  should  describe 
concisely  in  words  on  a  monthly,  quarterly,  and  yearly  basis  the  over-all 
picture  within  the  activity  area.  It  should  outline  the  problems  ^vhich 
have  been  encountered  and  solved  during  the  period.  It  should  spell  out 
the  accomplishments  of  the  activity  area,  whether  they  be  in  shipments. 
in  orders  booked,  or  in  projects  completed.  It  should  describe  any  serious 
problem  existing  and  standing  in  the  way  of  future  performance. 

The  chief  executive  requires  complete  quantitative  reports  of  the  opera- 
tions within  each  activity  area  as  well  as  a  concise  narrative  summarv 
prepared  by  the  activity  area  outlining  its  goals,  its  performance,  and  its 
achievements.  This  is  a  substantial  upflo^v  of  information,  the  substance 
of  which  it  is  essential  for  the  chief  executive  to  have  to  do  an  adequate 
job.  The  extent  to  which  this  information  is  burdensome  is  not  deter- 
mined by  the  numbers  or  quantities  involved,  but  ^vill  be  determined 
by  the  relative  obscurity  or  clarity  of  the  analyses  and  the  presentation 
of  charts.  This  is  an  area  of  business  operations  in  which  I  believe  there 
is  room  for  considerable  advancement  in  techniques.  The  statistical  quan- 
tification of  a  business  is  not  fundamentally  different  from  the  statistical 
quantification  of  scientific  or  engineering  phenomena.  Yet  the  techniques 
of  presentation  of  data  common  to  the  business  world  are  crude  and 
inadequate  when  compared  with  the  methods  of  presentation  of  informa- 
tion in  the  scientific  world.  I  am  not  speaking  here  solelv  of  the  presenta- 
tion of  numbers,  digits,  charts,  and  tables,  nor  am  I  referring  to  applying 
"scientific  concepts"  to  the  performance  of  management. 
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Feedback  Completes  the  Information  Circuit 

There  are  some  things  which  the  chief  executive  can  do,  or  perhaps 
should  do,  to  close  the  loop  in  the  managing  process.  Modern  electronic 
industry  is  based  on  the  so-called  "closed-loop"  concept  of  automatic 
control.  The  analogy  between  an  electronic  system  and  the  management 
of  a  business  enterprise  is  almost  exact.  The  electronic  system  is  a  vast 
array  of  interconnected  nerve  lines  and  control  centers  through  which 
countless  bits  of  information  pass  with  the  speed  of  light.  Modern 
management  likewise  channels  and  processes  vast  and  varied  quantities 
of  information  to  make  decisions  and  to  take  action. 

At  this  point  I  am  referring  more  to  those  matters  that  constitute  the  art 
of  management  than  the  application  of  mathematical  principles  of 
financial  and  cost  control.  A  business  in  its  simplest  form  is  a  combination 
of  a  machine,  a  system,  and  a  man.  To  succeed,  the  machine  must  be 
well  designed,  efficient,  and  sufficiently  accurate  to  meet  the  requirements 
of  the  product.  To  succeed,  the  business  must  have  a  system  which  is 
adequate  and  capable  of  achieving  the  goals  of  its  management.  This 
system  can  be  thought  of  as  a  combination  of  the  organizational  structure 
of  the  enterprise  together  with  its  financial  capitalization  and  resources. 
But  to  succeed,  it  must  also  have  people  to  supply  the  labor,  the  profes- 
sional and  engineering  skills,  and  the  necessary  managerial  and  super- 
visory acumen  to  conduct  efficient  operations.  The  people  in  the  business 
must  be  qualified  and  competent.  In  recent  years,  much  has  been  said  to 
the  efi:ect  that  these  people  must  also  have  sufficient  motivation.  They 
must  be  interested;  they  must  be  happy;  they  must  achieve  personal 
satisfactions  beyond  the  monetary  compensations  of  wages  and  salaries. 
The  successful  enterprise  might  be  described  as  a  combination  of 
machines,  a  system,  and  people,  where  the  total  combination  exists  in  a 
climate  of  human  respect  and  satisfaction. 

Because  this  climate  is  vital  to  the  utilization  of  the  machines  and 
the  efficiency  of  the  system,  it  is  well  that  the  chief  executive  be  ade- 
quately informed  of  its  condition.  I  know  of  no  operating  business  report 
that  will  give  an  adequate  or  reliable  picture  of  these  factors.  What's 
more,  in  my  philosophy  of  business  management,  this  is  a  determination 
which  the  top  executive  should  not  delegate  to  any  other  manager.  It  is 
his  responsibility  to  monitor  these  factors  and  conditions  within  the 
very  department  of  the  manager  whom  he  might  otherwise  delegate  to 
do  the  job.  He  should  not,  therefore,  depend  heavily  on  anyone  other 
than  himself  to  determine  these  conditions  and  to  assure  himself  that  his 
fundamental  policies  and  philosophy  are  being  supported.  There  is  no 
such  thing  as  a  strong  and  competent  manager  who  will  think,  act,  and 
believe  in  exactly  the  same  way  as  his  chief.  This  would  not  be  realistic 
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or  desirable.  All  people,  including  managers,  supervisors,  and  department 
heads  are  prone  to  make  mistakes  and  are  influenced  by  their  own  ex- 
periences. These  human  factors  are  characteristic  of  competent,  qualified 
people.  The  requirement  exists  for  a  system  of  informal  nonmathematical 
information  gathering  in  this  area. 

Random  Monitoring.  The  kind  of  informal  nonmathematical  informa- 
tion required  by  the  chief  executive  can  be  obtained  by  a  program  of 
random  monitoring.  Such  a  procedure  will,  in  addition  to  providing  the 
chief  executive  with  vitally  needed  information,  apply  a  random  control 
to  an  otherwise  rigid  and  regulated  system.  To  this  procedure  of  random 
monitoring,  I  apply  the  automation  terminology  of  "feed-back  control." 

To  carry  the  analogy  to  automation  systems  one  step  further,  one 
might  call  this  a  "dither"  function,  the  purpose  of  which  is  to  gently 
shake  or  vibrate  the  whole  system  or  enterprise  to  ensure  that  all  condi- 
tions of  static  friction  and  sticking  are  eliminated.  This  random  monitor- 
ing by  the  president  of  an  otherwise  highly  regular  and  periodic  flow 
of  information  can  be  of  great  value  to  the  successful  performance  of  his 
responsibilities. 

Feed-back-control  management  by  random  monitoring  can  be  accom- 
plished by: 

1.  Irregularly  spaced  and  unexpected  plant  visits 

2.  Sampling  of  vital  documents  processed  in  the  operation 

3.  Listening— to  individuals  and  to  operating  groups 

There  are  those  who  say  that  the  president  of  a  corporation  has  no 
business  traipsing  around  the  plant.  They  say  that  ^vhen  he  takes  an 
important  customer  through  the  factory  he  is  doing  so  because  he  has 
the  same  human  frailties  that  others  have— he  likes  to  "goof  off"  a  little 
bit.  This  is  perhaps  largely  true.  In  my  judgment,  ho^vever,  it  is  important 
for  the  chief  executive  to  visit  every  nook  and  cranny  of  the  operations 
under  his  direction. 

One  opportunity  for  the  president  to  make  plant  visits  presents  itself 
when  he  must  take  important  visitors  through  the  plant.  The  fact  that 
the  president  is  taking  a  major  customer  through  the  plant  in  no  way 
detracts  from  his  ability  to  observe  and  watch  over  everything  that  is 
going  on.  Even  though  he  must  show  a  guest  about  the  plant,  he  has  a 
great  deal  of  opportunity  to  pick  up  all  types  of  information.  Direct 
visual  observation  of  the  operation  and  activities  going  on  in  the  business 
is  a  vital  feed-back  control  on  the  over-all  management  of  the  corporation. 
It  helps  the  president  to  select  key  points  rapidly  from  the  voluminous 
information  which  comes  to  him.  In  this  way,  the  regular  formal  control 
reports  that  he  receives  become  more  vital  and  meaningful  to  him. 

The  second  system  of  feed-back  management  is  monitoring  bv  sam- 
pling. The  problem  of  top  management  is  to  let  the  operation  proceed 
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without  interfering  while  still  maintaining  the  opportunity  to  review 
some  of  the  evidence  of  performance.  One  solution  to  this  problem  is  for 
the  chief  executive  to  review  carbon  copies  of  certain  documents  processed 
in  the  operation.  Three  vital  documents  amenable  to  this  task  of  review 
are  purchase  orders,  correspondence,  and  checks.  By  scanning  these 
documents  for  an  hour  or  so,  he  can  add  immeasurably  to  his  "feel"  for 
the  over-all  business  operation  and  again  correlate  the  information  with 
his  regular  reports. 

It  is  a  good  thing  at  random  and  infrequent  intervals  for  the  president 
to  ask  the  company  bank  to  hold  all  canceled  checks  for  a  given  month. 
These  take  but  a  few  minutes  to  scan  through  and  give  him  a  different 
view  of  the  operation  of  the  business.  It  is  particularly  salutary  for  his 
psychological  attitude  in  the  performance  of  his  job.  There  is  nothing 
like  the  sight  of  large  quantities  of  money  being  paid  out  to  revitalize 
the  president's  realization  that  the  many  statistical  reports  represent  cash 
dollars  going  out  the  door  and  that  one  way  to  increase  profits  is  to 
reduce  this  outflow.  The  intent  here  has  no  bearing  on  spotting  dis- 
honest operations  or  even  inaccuracies.  The  sole  purpose  of  this  review 
is  the  psychological  stimulus  to  the  president  and  the  embellishment  of 
his  "total  picture"  concept  of  the  corporation  which  he  is  running. 

The  third  step  in  the  feed-back  management  process  is  the  job  of  listen- 
ing. There  are  many  subjects  of  the  business  on  which  different  members 
of  the  company,  no  matter  at  what  level,  may  have  vitally  interesting  or 
valuable  ideas.  There  are  risks  here  for  the  chief  executive.  He  must  not 
disrupt  the  smooth  operations  of  his  supervisory  management.  Although 
I  have  continually  exposed  myself  to  many  of  the  employees  of  the 
company,  I  have  never  heard  a  subordinate  undercut  his  boss  or  an 
employee  criticize  his  associate. 

Feedback  and  communication  are  amplified  through  the  individual 
interview.  As  an  adjunct  to  the  climate  of  satisfaction  and  achievement, 
it  is  necessary  that  the  president  be  accessible  to  every  employee  if  the 
conditions  and  circumstances  warrant.  Naturally,  the  larger  the  corpora- 
tion the  less  this  is  possible.  The  principle  remains  sound  whether  the 
employees  are  at  manager  level,  middle  management,  or  the  supervisory 
foreman  level.  This  policy  would  include  the  exit  interview  where  a 
person  might  leave  the  company  for  no  apparent  cause.  It  may  be  un- 
pleasant, but  it  is  the  president's  duty  to  be  available  at  such  times  in  an 
effort  to  determine  whether  unknown  conditions  or  misunderstandings 
might  prevail. 

A  further  application  of  listening  to  feed-back-control  management  is 
the  practice  of  the  chief  executive,  either  as  an  invited  guest  or  uninvited, 
to  visit  occasionally  different  management  meetings.  He  must  avoid  by 
careful  self-discipline  being  drawn  into  the  meeting  and  participating  in 
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making  decisions  or  letting  the  chairman  dump  the  responsibility  of 
the  meeting  in  his  lap.  It  is  his  purpose  to  perform  only  a  listening  func- 
tion and  to  observe  the  operation  of  the  business,  the  operation  of  a 
portion  of  his  management  team,  or  the  means  by  which  ordinary  operat- 
ing problems  are  resolved  and  decisions  made.  By  observing  and  listening, 
he  can  add  to  his  knowledge  of  abilities  and  qualifications  of  his  team 
members  and  can  round  out  information  he  has  received  in  reports. 

Week  of  September  20, 19  __ 


MONDAY 

TUESDAY 

WEDNESDAY 

THURSDAY 

FRCAY 

Top  management 
8:30AM-10:30AM 

Sales-Engineering 
8;30AM-I0:30AM 

Production- 
Engineering 
8:30AM-IO:30AM 

Standards- 
Engineering 
llAM-12 

Division  managers 

luncheon 
I2-2PM  (monthly) 

Activity  area'^ 

Management 

2PM-4PM 

New  products 

planning 
Sales-Engineering 
2PM-4PM  (monthly) 

Bidding  and  pricing 
Sales-Finance- 

Production 
2PM-4PM 

Cost  control 
Finance-Engineering- 
Production 
2PM-4PM 

Industry  forum 
Dinner  meeting 
7PM-IOPM(annual) 

Activity  areas; 
Soles 

Engineering 
Production 


Finance 

Personnel 

Legal  8  Secretarial 

Fig.  8-5.  Typical  weeklv-meeting  schedule. 


A  helpful  "tool"  for  the  president  is  a  schedule  of  meetings  to  be  held 
throughout  the  company  during  the  ^veek.  A  typical  schedule  is  illustrated 
in  Figure  8-5.  This  sho^vs  when  each  meeting  is  to  be  held  and  the  activitv 
areas  involved.  From  this  the  president  is  able  to  select  ^diat  meetings  he 
wishes  to  attend.  It  also  shows  him  the  activity  of  his  organization  in  the 
group  approach  to  operations. 

Chief  Executive  Needs  a  Firsthand  ''Feel"  of  Operations.  The  feed-back 
principle  of  management  is  intended  to  give  the  chief  executive  a  first- 
hand "feel"  of  the  climate  and  condition  of  the  enterprise.  This  repre- 
sents information  which  he  must  gather  himself  by  direct  observation  and 
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experience.  It  is  essential  and  most  valuable  to  give  him  the  over-all 
climate  of  the  organization  and  to  point  up  opportunities  for  improve- 
ment, rewards,  or  commendation.  If,  as  some  say,  chief  executives  practice 
personal  observation  primarily  because  of  the  enjoyment  they  receive, 
then  I  am  guilty.  In  a  direct  observation  of  the  condition  of  the  business, 
the  president  can  obtain  one  of  the  greatest  pleasures  in  the  fulfillment 
of  his  responsibilities.  It  is  therefore  valuable  as  a  management  informa- 
tion-gathering tool  and  desirable  as  a  healthy  enjoyment  of  one's  work 
that  the  president  keep  himself  informed  by  frequently  seeing  the  whole 
working  enterprise.  In  this  manner,  all  the  blocks  and  parts  are  fitted 
together  into  the  integrated  whole  of  the  business. 

Inflow  Information 

We  have  discussed  the  upflow  of  information  from  the  internal  man- 
agement areas  of  the  business.  Let  us  now  discuss  the  inflow  of  informa- 
tion from  outside  sources.  Table  8-2  lists  the  typical  external  (inflow) 
information  required  by  a  chief  executive.  In  Table  8-3  I  have  listed  the 
media  through  which  I  obtain  external  information. 

National  Economic  Climate.  A  manufacturing  enterprise  as  a  producing 
entity  cannot  exist  alone.  It  must  exist  as  part  of  the  national  economy 
and  even  of  the  world  economy.  The  individual  enterprise  is  like  a  vessel, 
and  the  national  economy  is  like  the  ocean.  Over  and  above  its  direct 
relationship  to  its  suppliers  and  customers,  the  company  is  influenced  by 
and  vulnerable  to  large  forces  generated  in  other  major  segments  of 
the  economy.  These  forces,  like  winds  or  tidal  currents,  can  toss  the 
business  violently  about  or  cause  it  to  drift  serenely  toward  success. 

The  principal  source  of  information  concerning  the  national  economic 
climate  is  the  United  States  government.  The  agencies  most  directly 
concerned  with  the  generation,  analysis,  and  reporting  of  business  infor- 
mation are  the  Department  of  Commerce,  the  Federal  Reserve  Board,  the 
Bureau  of  Labor  Statistics  of  the  Department  of  Labor,  and  the  Small 
Business  Administration.  The  information  generated  by  these  agencies 
is  almost  without  limit,  and  it  is  practically  an  impossible  task  for  the 
busy  executive  to  keep  up  with  all  of  it.  Fortunately,  however,  there 
are  many  fine  management  and  professional  journals  which  search  out 
and  predigest  large  areas  of  this  information  for  application  to  a  specific 
industry  or  more  generally  to  the  specific  needs  of  business  management. 

A  different  type  of  coverage  of  the  business  picture,  which  is  equally 
valuable,  is  given  by  weekly  news  magazines  such  as  Nexvsweek,  Time,  or 
U.S.  News  and  World  Report.  These  magazines  give  not  only  some 
picture  of  the  general  business  climate,  but  also  a  broad  picture  of 
everything  going  on  in  the  nation  which  provides  a  good  perspective 
against  which  to  balance  the  business  news. 
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Our  newspapers  are,  of  course,  the  most  valuable  single  source  of 
timely,  important  business  information.  Newspapers  supply  basic  eco- 
nomic statistics  concerning  the  economy  and  are  alert  to  the  more 
important  pronouncements  from  government  agencies  or  private  institu- 
tions as  they  affect  the  general  business  climate.  These  are  written  up 
in  a  properly  emphasized  form. 


Economic  Indicators 

WEEK  ENDED  MARCH  6,  1960 

Last  Week.    Prior  Week.  ie» 

Comrnoditv  index 83.8  83.5  85.1 

*Mon6.y  in  circulation $31,516,000    $31,562,000    $31,129,000 

■■=Coml.,  indl.,  agric.  loans..  $31,085,000    ^31,175,000  N/A 

Steel   operating  rate t93.1%        „  ,5^Jf^       n  i^^AAn 

Steel  production  (tons)  ...  2,654,000  2,690.060  2,5o6,000 
Motor  vehicle  production  . .  173,320  HM?!       n  JS'S^a 

Daily  oil  production  (bbls.)       7,318,210       7,311,610       7,196,720 

Fieiffht  car  loadings 553,153  571,625  675,583 

^sfe^tHcpwr  output.  ^^^^      14.092:000     14,226,000      12.972,000 

Business  failures   277  289  29b 

Statistics  for  commercial-industrial-agrlculturai  loans,  steel, 
oil.  electric  power  and  business  failures  are  for  the  preceding  weeK 
and  latest  available.  tPreliminary.  JNot  comparable  because  of 
lower  capacity.  *000  omitted.  N/A  not  available. 

MONTHLY  COMPARISONS 

t  January.    Prior  Month.    1959. 

Employed 64,020,000     65,699,000     62,708,000 

uSlmploye'd    .....,.,. 4,149,000       3,577  000       4.724  000 

^I'^t^^^  fr^^^'^'l . V.V.V$393.30o!Jo'?  P?-M  l?f.fnS 

•Money  supply .$139,800,000  $140,000,000  $139,800  000 

Consumers^  price   index.,..  125.4    ■   ^  ^„  126.5     ..  ,123-8 

•Construction  conU^acts  ....  $2,192,949  $2,224,060  $2,319,167 
♦Manufacturers  inventories.  $53,200,000    $52,400,W0    H9. 500  000 

^Exports $1,560,300      $1,674,500      $1,400,100 

•Imports $1,129,000      $1,478,000      $1,154,000 

tSeries  was  revised  in  December,  1959. 

fFigures  shown  are  subject  to  revision  by  source.  •000  omittea. 

Commodity  index  and  consumers'  price  index,  based  on  1947- 
49=100.  are  compiled  by  the  Bureau  of  Labor  Statistics.  Industrial 
production  is  Federal  Reserve  Board's  adjusted  index  of  x947- 
49—100.  Manufacturers'  inventories  and  personal  income,  at  annual 
rate,  are  reported  by  the  Department  of  Commerce.  Construction 
contracts  are  reported  by  the  F.  W.  Dodge  Corporation.  Imports 
and  exports  as  well  as  employment  are  compiled  by  the  Bureau 
of  Census  of  the  Department  of  Commerce.  Money  supply  is  total 
currency  outside  banks  and  demand  deposits  adjusted  a«  reported 
by  Federal  Reserve  Board,  Business  failures  compiled  by  Dun 
$:  Bradstreet,  Inc. 


Fig.  8-6.  "Economic  Indicators,"  published  weekly  in  the  Sunday 


Neiu  York  Times. 


The  Sunday  New  York  Times,  for  example,  publishes  "economic  indi- 
cators." The  national  economic  climate  can  be  monitored  quicklv  and 
easily  by  studying  these  economic  indicators  (Figure  8-6).  By  studying 
these  figures  consistently,  a  "feel"  for  the  national  economic  climate  can 
be  maintained  which  becomes  almost  second  nature  to  the  experienced 
chief  executive. 
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Vital  information  on  the  national  economic  climate  is  given  on  an 
annual  basis  by  the  McGraw-Hill  Publishing  Company's  publication 
The  Pulseheat  of  Industry.  It  is  published  at  the  beginning  of  each  year 
and  is  a  brief  informative  roundup  of  every  industry  in  the  country,  its 
past  performance,  its  present  status,  and  its  future  prospects. 

The  New  York  Herald  Tribune  holds  an  annual  forum  which  con- 
siders many  important  problems,  the  results  of  which  are  published  by 
the  newspaper.  Each  January  the  Neiu  York  Times  runs  a  special  edition, 
surveying  all  the  economic  factors  of  the  country  which  will  be  important 
in  the  coming  year.  At  annual  budget  time,  information  of  this  type  is 
particularly  valuable  to  the  chief  executive. 

Meetings  and  symposia  are  sponsored  by  many  professional  manage- 
ment societies  and,  occasionally,  by  the  government.  Attendance  at  these 
meetings  stimulates  thinking  and  exposes  one  to  kindred  businessmen 
from  different  industries.  The  resulting  interchange  of  ideas  and  infor- 
mation can  supply  perspective  to  one's  own  situation. 

Industry  Economic  Climate.  Just  as  a  business  is  a  small  vessel  on  the 
ocean  of  the  national  economy,  it  is  also  possible  to  describe  particular 
industries  as  smaller  portions  of  that  ocean,  such  as  a  sea.  A  single 
industry  is,  of  course,  significantly  affected  by  the  national  economy. 
However,  within  a  single  industry  all  sorts  of  local  forces  can  be  acting 
on  a  particular  business  enterprise  which  may  bear  no  discernible 
relationship  to  the  national-economy  forces.  It  is  necessary  for  the  top 
manager  not  only  to  maintain  his  information  and  comprehension  of  the 
national  economic  climate,  but  also  to  watch  even  more  closely  for  the 
economic  and  specific  forces  operating  within  his  own  industry.  One 
industry  can  be  going  into  a  boom  at  the  same  time  another  industry 
is  heading  for  a  decline. 

The  principal  source  of  comprehensive  information  regarding  an 
industry  is  its  trade  association.  Each  industry  in  our  national  economy 
has  one  or  more  trade  associations.  These  are  supported  by  membership 
dues  from  each  of  the  member  companies.  They  generally  have  sub- 
stantial fact-gathering  services  and  perform  a  continuing  watching  service 
for  basic  factors  that  affect  the  prosperity  and  activity  of  the  particular 
industry. 

Trade  associations  generally  do  an  excellent  job  of  researching  all 
pertinent  data  relating  to  a  particular  industry,  analyzing  and  digesting 
them,  and  presenting  them  in  quickly  usable  form  in  reports  to  the 
member  corporations. 

In  addition  to  trade  associations,  American  industry  is  fortunate  in 
having  one  or  more  very  fine  publications  in  each  industry.  These  trade 
journals  are  published  by  private  publishing  companies  such  as  McGraw- 
Hill  and  Simmons  Boardman.  They  constitute  an  unexcelled  source  of 
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news  and  factual  information  relating  to  the  activities  within  an  industry. 
The  top  manager  of  a  manufacturing  enterprise  must  certainly  avail 
himself  of  the  highly  pertinent,  condensed,  and  specific  information  re- 
lating to  his  industry  which  is  ideally  prepared  and  presented  for  his 
purposes  in  the  published  trade  journals. 

Most  industries  have  professional  societies  in  addition  to  trade  associa- 
tions. These  societies  normally  publish  journals  containing  the  transac- 
tions and  proceedings  of  the  society.  They  tend  to  emphasize  new  science, 
new  theory,  and  new  concepts  relating  to  the  industry.  They  are  in  the 
forefront  of  technology  and  are  accurate  indicators  of  the  direction  in 
which  the  industry  is  moving.  Thus  they  are  a  tip-off  of  things  to  come 
which  is  vital  to  the  chief  executive  in  planning  the  future. 

Professional  societies  and  trade  associations  normally  conduct  con- 
ferences and  meetings  periodically  throughout  the  country.  These  con- 
ventions bring  together  all  the  top  professional  and  management  people 
in  the  nation  in  an  industry.  The  papers  which  are  presented  and  the 
panel  discussions  are  intellectually  stimulating  and  specifically  valuable 
in  better  understanding  the  principles  on  which  the  industry  is  founded. 
A  particularly  fertile  source  of  information  on  an  industry  is  the  trade 
show.  The  finest  collection  of  competing  and  related  products  is  found 
at  a  trade  show.  Manufacturers  both  large  and  small  use  this  medium 
to  display  their  product  lines  and  usually  their  latest  developments. 

As  the  president  passes  from  exhibit  to  exhibit  viewing  the  new 
"widgets"  on  display,  he  can't  help  but  sense  the  product  trends  which  are 
developing.  He  will  compare  each  competing  product  with  his  own  and 
evaluate  its  merits  against  its  present  and  projected  lines.  The  picture 
he  forms  ^vill  be  much  more  meaningful  than  if  he  derives  his  conclusions 
merely  from  publications,  competitors'  catalogues,  and  tales  related  to 
him  by  his  sales  organization.  In  addition  to  product  and  technical  ad- 
vances, trade  shows  also  furnish  valuable  information  on  competitors. 
The  Company  Situation.  The  chief  executive  requires,  of  course,  a  great 
deal  of  internally  generated  information  in  order  to  control  the  opera- 
tions of  his  enterprise.  To  get  the  total  picture,  however,  he  must  also 
obtain  information  about  his  company  from  external  sources.  The  most 
vital  sources  of  this  information  are: 

1.  Customers 

2.  Distribution  outlets 

3.  Competitors 

In  the  operation  of  a  business,  the  final  pay-off  is  the  sale  to  customers 
of  good  products  at  a  fair  price  which  permits  the  manufacturer  to  make 
and  keep  a  fair  profit.  The  successful  business  is  one  ^vhich  has  repeat 
customers  who  feel  they  are  getting  the  kind  of  service  and  the  kind 


GATHERING  INFORMATION  229 

of  goods  that  they  need  and  want  for  their  money.  The  president  must 
assure  himself  that  most  of  his  customers  are  well  satisfied.  It  is  not 
enough  to  ask  the  sales  manager  if  he  thinks  the  customers  are  happy; 
nor  is  it  enough  to  hear  from  the  engineering  department  that  the 
customer's  engineer  is  very  well  pleased.  In  order  to  assure  himself 
that  most  of  his  customers  are  satisfied,  the  president  must  make 
occasional  visits  to  selected  customers.  His  purpose  should  be  not  to  sell 
the  customer  anything,  but  to  visit  with  the  several  key  persons  in  the 
customer's  organization  who  are  concerned  with  purchasing  and  using  his 
company's  products.  Here  the  concept  of  informative  listening  and  bal- 
anced judgment  in  managing  is  brought  into  maximum  play.  The  most 
valuable  information  the  president  can  accumulate  is  to  be  found  in  the 
comments,  the  criticisms,  and  the  commendations  which  his  customers 
may  frankly  make.  Naturally,  a  customer  is  not  immediately  going  to 
unburden  himself  of  all  his  deepest  thoughts  or  feelings  regarding  the 
company  or  its  products.  In  fact,  he  may  not  even  wish  to  spend  his  time 
on  this  subject  even  if  he  is  hard-pressed.  Nevertheless,  with  some  skill 
and  proper  patience,  it  is  usually  possible  to  get  important  information 
from  a  customer  concerning  the  performance  of  the  company. 

While  tapping  customers  for  information,  it  is  also  well  for  the 
president  to  sound  out  his  distribution  channels.  The  people  who  move 
his  products  to  the  customer  are  a  vital  link  in  his  business.  The  president 
must  ascertain  whether  or  not  the  distributors  are  satisfied,  and  if  they 
are  not,  he  must  find  out  what  their  problems  are  and  what  steps  can 
be  taken  to  solve  them. 

Distributors  traditionally  feel  neglected  in  their  relationship  with 
company  management.  They  like  to  feel  they  are  a  member  of  the  "team." 
Although  the  president  cannot  possibly  make  the  rounds  of  the  entire 
circuit,  an  occasional  visit  to  different  distributors  will  serve  the  dual 
purpose  of  providing  useful  information  and  at  the  same  time  of  cement- 
ing relations. 

The  chief  executive  who  does  not  have  a  speaking  acquaintance  with 
some  of  his  competitors  lives  in  an  isolated  world.  Although  anything 
that  competitors  may  say  must  be  taken  with  a  grain  of  salt,  even  the 
strongest  competitor  may  drop  a  hint  as  to  where  he  has  been  particularly 
successful  or  where  the  chief  executive's  company  "missed  the  boat." 

Of  course,  the  chief  executive  will  be  careful  to  avoid  discussion  of  any 
subjects  which  are  legally  taboo,  as,  for  example,  price  fixing.  But  there 
is  no  law  that  prohibits  business  managers  from  exchanging  thoughts  on 
problems  common  to  their  respective  endeavors.  Broadly  speaking,  their 
interests  in  developing  a  market  in  their  industry  are  the  same.  Ideas  or 
constructive  criticisms  derived  from  competitors  are  extremely  valuable. 
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General  Information 

A  source  of  general  information  of  value  to  the  chief  executive  is  the 
extensive  supply  of  business  books  and  business  literature.  Some  of  the 
more  outstanding  books  are  listed  in  Table  8-3. 

Attendance  at  business  symposia  given  by  colleges  or  professional  man- 
agement societies  is  another  way  to  obtain  general  information.  As  a  bare 
minimum,  the  chief  executive  should  attend  at  least  one  week-long 
course  or  seminar  each  year  on  subjects  selected  to  meet  his  particular 
needs  or  to  stimulate  an  interest  in  a  new  field  of  activity.  The  subject 
of  management  organizations  and  top  management's  participation  in 
them  is  discussed  in  this  Handbook.^ 


SUMMARY 

Over  the  long  haul,  it  is  the  management  team  that  has  the  greatest 
resources  and  the  greatest  supply  of  reliable  information  that  is  going  to 
win  out. 

In  today's  economic  climate,  a  business  cannot  be  run  successfully  bv 
intuition  or  theory.  Competition,  rising  costs,  and  rapid  technological 
advances  leave  little  room  for  error.  Business  decisions  must  be  based 
on  facts.  The  chief  executive  must  be  a  generalist  in  assimilating  informa- 
tion. Furthermore,  he  must  have  or  develop  special  skills  in  evaluating 
and  using  the  vast  amount  of  material  that  comes  his  way.  His  infor- 
mation flows  upward  from  within  the  organization  and  inzvard  from 
outside  sources.  He  functions  much  like  an  electronic  computer  in  receiv- 
ing, storing,  and  processing  facts,  developing  solutions,  and  monitoring 
feedbacks  of  results. 

Reliable  information  is  required  for  every  step  in  the  managing  process 
—to  establish  objectives,  to  attain  these  objectives,  and  to  measure  the 
results.  The  successful  chief  executives  are  those  who  are  most  skillful 
in  the  gathering,  evaluation,  and  use  of  facts. 

2  Pierre  R.  Dupont,  Chap.  56,  Top  Management's  Participation  in  Management 
Organizations. 


T.  Ross  Moore 

PRESIDENT  AND  GENERAL  MANAGER 
ANGLO-NEWFOUNDLAND  DEVELOPMENT 
COMPANY,   LIMITED 
GRAND  FALLS,  NEWFOUNDLAND,  CANADA 


1 71  slightly  over-  eleven  years,  Ross  Moore  rose  from  mill  manager  to 
president  of  the  Anglo-Newfoundland  Development  Company, 
Limited,  one  of  the  miilti-million-dollar  enterprises  of  Canada's  largest 
industry. 

Ross  Moore  also  heads,  as  president,  the  Montmorency  Shipping 
Company,  Limited,  and  the  Grand  Falls  Central  Railway  Company, 
Limited.  Mr.  Moore  is  chairman  of  the  board,  Gaspesia  Sulphite  Com- 
pany, Limited,  and  a  director  of  Terra  Nova  Properties,  Anglo-Cana- 
dian Pulp  and  Paper  Mills,  Limited,  and  of  Lignosol  Chemicals, 
Limited. 

A  Maritimer  by  birth  (Saint  John,  Neiu  Brunswick),  Ross  Moore  first 
went  to  Newfoimdland  in  ip4y  as  mill  maiiager  at  Anglo-Newfound- 
land. His  technical  knowledge  and  executive  ability  quickly  put  him 
in  line  for  bigger  things.  In  19^2,  he  was  appointed  assistant  geyieral 
manager  of  Anglo-Newfoundland,  and  in  December,  19^4,  he  became 
general  manager.  Within  a  year  he  was  named  a  director  of  the  com- 
pany, and  at  the  amiual  meeting  in  May,  ic)^6,  he  was  elected  to  the 
office  of  vice  president.  He  was  made  president  two  years  ago. 

Mr.  Moore  graduated  from  the  University  of  New  Brunswick  in 
7955  with  a  Bachelor  of  Science  degree  and  has  been  connected  with 
the  pulp  and  paper  industry  ever  since.  His  first  job  was  as  an  assistant 
chemist  with  the  Port  Royal  Paper  Company,  Limited,  at  Saint  John, 
Neiv  Brunswick.  Four  years  later,  in  ic)^'j,  he  was  named  control  super- 
intendent of  Gaspesia  Sulphite  Company,  Limited,  a  company  he 
would  be  chairman  of  one  day. 

The  Anglo-N ewfoundland  Development  Company,  Limited,  which 
he  now  heads,  produces  800  tons  of  newsprint  daily  and  is  located  in 
the  cozy  inland  tozvn  of  Grand  Falls.  Some  would  call  this  a  "company 

Photo  by  Richard  Arless  Associates,  Montreal 
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toiun,"  and  certainly  his  company  is  its  economic  mainspring.  But  Ross 
Moore  also  plays  an  active  part  in  community  activities— in  spite  of  a 
heavy  travel  schedule  that  takes  him  to  many  parts  of  the  world  each 
year. 

Golfing,  curling,  and  model  trains  are  Ross  Moore's  hobbies.  But  as 
anyone  who  knows  him  will  testify,  his  real  hobby  is  work-and  lots 
of  it. 

He  is  married  to  the  former  Mary  Smith  of  Chandler,  Quebec,  and 
is  the  father  of  three  children. 

April,  i960 


CHAPTER     9 

Synthesizing  Information 


In  recent  years,  the  manager  has  emerged  from  a  position  of  mere 
authority  to  a  position  of  complexity  which  demands  more  kno^vledge 
in  many  new  areas  of  management  thought  and  activity.  In  fact,  manage- 
ment leadership  may  well  be  the  dominant  social  trend  in  the  median 
part  of  the  twentieth  century.  As  Peter  F.  Drucker  has  stated,^  "Manage- 
ment seems  to  express  the  basic  philosophy  and  concept  of  modern 
Western  society."  And  he  also  points  out  that  the  concept  of  management 
is  the  foundation  of  our  belief  in  the  possibility  of  controlling  the 
material  well-being  of  our  people  through  systematic  organization  of 
economic  resources. 

The  influence  of  the  manager  on  the  way  of  life  of  our  people  is  out 
of  all  proportion  to  his  numerical  strength.  There  are  really  very  few 
people  who  manage  or  who  are  even  interested  in  managing.  Nonetheless, 
the  influence  they  wield  is  mighty. 

The  importance  of  management  is  well  recognized  in  progressive 
Canada  and  the  United  States.  But  management  has  also  plaved  a  tre- 
mendous role  in  the  rebuilding  of  Western  Europe  following  ^Vorld 
War  II.  It  is  to  the  great  credit  of  European  managers  that  the  economies 
of  their  countries  have  remained  relatively  free  from  socialistic  taint. 
Had  they  failed,  no  doubt  some  form  of  collectivism  would  have  resulted. 
As  a  Canadian,  I  am  particularly  sensitive  to  this.  Many  of  our  largest 
firms  have  close  financial  relations  with  those  in  Europe. 

1  The  Practice  of  Management,  Harper  &  Brothers,  New  York,  1954. 

232 


SYNTHESIZING  INFORMATION  233 

Without  dynamic  management  action,  it  is  hard  to  visualize  just  where 
many  of  our  great  international  companies  would  be  today.  And  even 
though  the  American  dollar  played  its  part  in  postwar  recovery,  man- 
agerial knowledge  had  to  be  present  too.  I  am  convinced  that  only 
continuing  improved  management  performance  will  keep  the  private- 
enterprise  system  solvent  in  the  years  ahead. 

In  view  of  the  basic  importance  of  sound  management,  therefore,  it  is 
necessary  for  managers  of  all  levels  to  have  a  clear  understanding  of 
the  managing  process.  In  this  chapter,  I  shall  discuss  one  of  the  less 
widely  understood  aspects  of  managing,  namely,  the  act  of  synthesis. 

DECISION  MAKING 

r     ■ 

There  are  many  ways  to  define  management  and  managing.  For  my 
part,  management  means  decision  making,  and  the  manager,  be  he  a  fore- 
man in  the  mill  or  the  executive  head  of  a  multiplant  operation,  is  the 
decision  maker.   Naturally,   not   all   decisions  must  be  weighty  ones. 

Decision  making  can  be  as  innocuous  as  planning  vacation  schedules 
for  a  group  of  workers  by  a  foreman,  or  as  vital  as  deciding  on  the 
construction  and  creation  of  new  facilities.  Both  have  to  do  with  the 
things  which  affect  the  lives  of  other  people.  If  the  foreman,  in  planning 
his  vacation  schedules,  happens  to  leave  himself  shorthanded  at  a  crucial 
time,  it  can  have  a  serious  effect  on  the  profits  of  his  company.  A  poor 
decision  on  building  new  facilities  can  affect  the  very  livelihood  not  only 
of  the  people,  but  of  the  enterprise  itself. 

Because  so  much  rests  on  decision  making,  I  believe  that  we  might  term 
it  the  "mark"  of  the  manager. 

The  manager  must  make  decisions  in  many  areas.  A  typical  listing  of 
functions  in  which  the  top  manager  must  play  a  part  might  look  some- 
thing like  this: 

1.  He  must  manage  people,  at  a  great  many  levels,  in  all  possible  busi- 
ness and  personal  situations. 

2.  He  plays  a  part  in  the  sales  function  for  his  company,  even  though 
he  may  make  no  sales  calls. 

3.  Naturally,  he  gets  into  the  production  end  of  the  business  to  a 
greater  or  lesser  degree  depending,  in  part  at  least,  upon  the  size  of  the 
company. 

4.  He  certainly  has  to  take  a  broad  interest  in  the  financial  structure 
of  the  company  which  he  manages. 

5.  A  corollary  activity  in  his  own  task  of  managing  is  the  part  that  he 
either  wishes  to  play,  or  must  play,  in  the  area  of  labor  relations, 

6.  He  plays  a  key  role  in  the  company's  community  or  public  relations 
activities. 
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7.  He  certainly  gets  into  long-range  planning  activities  for  virtually 
every  area  in  management. 

These  are  but  a  few  of  the  several  "hats"  that  any  manager  must  wear, 
particularly  a  company  president.  But  his  basic  job  is  one  of  decision 
making,  regardless  of  the  functional  areas  to  which  he  must  give  his 
attention. 

There  are  presidents  who  keep  the  number  of  decisions  thev  have  to 
make  themselves  to  a  minimum.  There  are  other  presidents  who  reserve 
the  right  of  final  decision  on  almost  every  management  function.  Franklv, 
I  do  not  believe  it  possible,  with  today's  complexities,  for  any  top  execu- 
tive to  make  sound  decisions  in  every  area  and  function  of  management. 
Apparently  some  tr)'  to  do  this,  but  I  have  found  that  it  often  leads  to 
chaos. 

Clarence  Randall,  former  chairman  of  the  Inland  Steel  Corporation 
and  a  most  eminent  American  in  many  important  fields,  finds  that  "deci- 
sion-making is  a  lonely  business,  and  the  greater  the  degree  of  responsibil- 
ity, the  more  intense  the  loneliness."  He  says  that  his  reason  for  this 
feeling  is  the  very  human  wish  to  share  the  risk  of  error  and  to  feel  the 
strength  of  outside  support.  This  feeling  seems  to  be  present  to  some 
degree  in  all  of  us.  There  is  much  to  be  said  for  his  opinion.  But  just  as 
many  other  presidents  of  companies  find  decision  making  sheer  pleasure, 
even  "fun." 

In  a  series  of  business  stories  run  by  Fortune  magazine,  there  was  ever\- 
type  of  opinion  given  as  to  what  constituted  the  decision-making  act.  John 
McDonald,  writing  in  Fortune  on  the  subject  of  "How  Executives  Make 
Decisions,"  quotes  a  number  of  business  leaders,  verbatim,  on  their  o^vn 
particular  formulas. 

Here  are  a  few  of  their  statements: 

Charles  Cox,  president  of  Kennecott  Copper,  stated  that  he  "does  not 
think  businessmen  know  how  they  make  decisions."  Then  he  admits.  "I 
know  that  I  do  not." 

Charles  Dickey,  who  is  chairman  of  the  executive  committee  of  J.  P. 
Morgan  and  Company,  simply  states  that  "there  are  no  rules  at  all." 

Benjamin  Fairless,  former  chairman  of  U.S.  Steel,  says,  "You  do  not 
know  how^  you  do  it  [make  decisions];  you  just  do  it." 

The  late  Thomas  J.  ^Vatson,  Sr.,  constantly  admonished  us  to  "Think." 
But  Roger  Stevens,  New  York  real  estate  tycoon,  reverses  this  and  is  per- 
fectly frank  to  admit  that  "whenever  I  think,  I  make  a  mistake." 

It  is  evident,  therefore,  that  many  decision  makers  are  not  reallv  quite 
able  to  put  their  fingers  on  just  what  they  feel  about  decision  making, 
how  they  arrive  at  decisions,  or  what  processes  are  included  in  the  churn- 
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ing,  mental  mishmash  which  often  attends  the  birth  of  a  decision.  There 
probably  can  be  no  one  best  formula  for  sound  decision  making.  It  de- 
pends too  much  upon  the  individual.  But  there  are  a  number  of  things 
which  we  can  learn  from  a  study  of  the  decision-making  process  which 
can  help  us  in  our  own  day-to-day  managing  activities. 

Can  Decision  Making  Be  Learned? 

It  would  be  very  convenient  and  comfortable  merely  to  say  that  decision 
making  is  a  something  which  springs  from  the  intuition  of  certain  types 
of  people.  This  would  make  our  problem  quite  simple.  We  could  go  back 
to  the  old  saw  that  ''either  a  man  has  it  or  he  doesn't." 

But  this  is  scarcely  good  enough  for  today's  managerial  thinking.  We 
also  once  thought  the  entrepreneur  could  not  be  replaced.  But  in  most 
successful  companies,  entrepreneurism  has  disappeared,  and  it  has  been 
replaced,  quite  successfully,  by  the  science  of  management. 

What  do  we  mean  by  the  science  of  management?  Just  this.  Today,  we 
take  the  tools  of  the  management  "artist,"  observe  them,  record  them, 
systematize  them,  adapt  them  to  our  present  needs,  and  then  use  them 
and  instruct  others  in  their  use.  Thus  the  science  of  management 
means  little  more  than  identifying  instinctive  actions  of  the  entrepre- 
neur and  recording  them  so  that  others  can  use  the  same  processes  success- 
fully. 

I  maintain  that  most  intuitive  things,  if  we  understand  their  processes, 
can  be  learned.  And  decision  making  is  largely  intuitive. 

I  have  personally  found  one  further  very  important  thing  about  the 
decision-making  process  which  indicates  that  it  can  be  learned.  The  more 
decisions  I  make,  the  better  is  their  quality. 

I  have  also  observed  that  there  are  those  who  seem  to  be  unable  to 
make  decisions.  I  have  at  times  managed  men  at  various  levels  who  had 
difficulty  in  reaching  decisions  of  any  kind.  Some,  I  find,  are  merely 
building  "a  fence  around  their  jobs."  Others  are  actually  afraid  to  take 
a  chance.  Still  others  simply  do  not  want  the  responsibility  of  any  form 
of  decision  making. 

When  I  run  into  these  situations,  I  try  to  peg  the  man  immediately  at 
the  level  to  which  he  has  risen.  There  should  be  no  further  promotions 
for  him.  A  man  unable  to  make  decisions  merely  adds  a  form  of  paralysis 
to  any  organization. 

As  to  what  marks  one  man  as  a  decision  maker  and  another  as  a 
follower,  no  one  really  knows.  It  is,  perhaps,  buried  in  attitudes  or  basic 
temperament.  But  in  any  event  a  manager  must  remember  that  he  is 
running  a  business,  not  a  philanthropic  institution.  When  the  ability  to 
make  decisions  is  lacking,  an  individual  cannot  be  a  successful  manager, 
no  matter  how  gifted  he  may  otherwise  be. 
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Steps  to  Decision  Making 

The  steps  which  lead  to  sound  decision  making  have  been  variously 
described  by  different  writers.  Peter  Drucker,  in  the  Practice  of  Manage- 
ment,- tells  us  that  decision  making  has  five  distinct  phases: 

1.  Defining  the  problem 

2.  Analyzing  the  problem 

3.  Developing  alternative  solutions 

4.  Deciding  upon  the  best  solution 

5.  Converting  the  decision  into  effective  action 

No  one  could  disagree  that  these  factors  should  help  in  the  decision- 
making process. 

Colonel  O.  G.  Haywood,  an  authority  on  military  decisions,  has  de- 
scribed decision  making  in  a  somewhat  similar  way.  He  gives  the  follo^v- 
ing  series  of  five  formal  steps:  ^ 

1.  Determination  of  the  mission 

2.  Description  of  the  situation  courses  of  action 

3.  Analysis  of  opposing  courses  of  action 

4.  Comparison  of  our  courses  of  action 

5.  The  decision 

These  are  two  slightly  different  ways  of  describing  the  process.  Perhaps 
the  only  thing  that  these  listings  omit  is  the  "human  equation."  Decision 
making  is  not  a  simple  process.  For  instance,  take  the  chess  game.  The 
total  possibilities  in  a  chess  game,  we  are  told,  are  more  numerous  than 
the  human  mind  is  constitutionally  capable  of  mastering.  If  this  be  true 
about  a  chess  game,  I  believe  it  can  also  be  true  about  the  managing  of  a 
modern  multi-million-dollar  company. 

The  big  trouble  in  all  such  listings,  it  seems  to  me,  is  that  most  of  the 
emphasis  is  put  on  analysis.  Analysis  is  most  important  and  is  certainlv 
necessary  before  intelligent  decisions  can  be  made.  It  is  necessary  to  break 
any  situation  down  into  the  elements  which  compose  it  before  ^ve  can 
begin  to  understand  it.  But  analysis,  in  itself,  decides  nothing.  It  merelv 
leaves  us  with  a  number  of  small,  and  at  that  point  unrelated,  pieces  of 
the  total  situation. 

The  Association  of  Consulting  Management  Engineers  has  added  a  step 
which  seems  to  make  a  great  deal  of  sense  in  achieving  an  understanding 
of  the  art  of  decision  making.  This  is  a  mental  process  known  as  synthesis, 
and  it  is  probably  the  most  important  of  all  the  elements  which  lead  to 
sound  decision  making. 

2  Ibid. 

•"  "Military  Decision  and  Game  Theory,"  Journal  of  the  Operations  Research  Society 
of  America,  November,  1954. 
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The  Association  lists  the  following  four  "elements  of  managing"  under 
the  general  heading  of  "Establishing  Objectives": 

1.  Gather  information 

2.  Synthesize  information 

3.  Plan 

4.  Decide 

Step  2,  synthesize,  it  seems  to  me,  provides  the  important  "human  equa- 
tion" which  is  missing  in  most  listings. 


SOME  THOUGHTS  ON  SYNTHESIZING 

What  do  we  mean  by  "synthesize  information"?  Let  us  assume  that  a 
man  has  gathered  all  the  information  which  he  needs  or  which  is  avail- 
able about  a  given  situation.  He  has  (i)  obtained  information,  counsel, 
and  advice  from  his  associates,  (2)  obtained  information  from  his  com- 
petitors (in  this  day  and  age,  little  difficulty  is  encountered),  (3)  acquired 
full  information  on  the  money  markets,  present  and  projected,  (4)  checked 
with  his  trade  association,  (5)  digested  business  periodicals,  (6)  studied  his 
market  forecasts,  and  ('7)  accomplished  all  the  other  things  necessary  to 
equip  himself  with  facts  related  to  the  problem  in  which  he  is  interested. 

Many  executives  may  say  that  this  is  the  time  we  should  begin  to 
analyze.  I  believe  that  this  is  the  time  for  synthesis. 

The  Oxford  Dictionary  defines  "synthesis"  as  "combination,  composi- 
tion, putting  together  (opposite  of  analysis);  building  up  of  separate  ele- 
ments .  .  .  into  a  connected  whole  .  .  .  especially  a  theory  or  system." 

I  like  to  define  synthesis  as  "developing  logical  assumptions  from  known 
facts."  This  seems  to  me  to  express  synthesis  in  a  few  words  which  most  of 
us  can  understand  quite  easily. 

Synthesis  is  the  putting  together  of  the  many  bits  and  pieces  of  infor- 
mation which  we  get  from  many  sources,  arranging  them  logically,  and 
developing  from  them  a  picture  of  the  whole  situation,  which  we  can  then 
use  as  the  basis  for  making  a  decision.  Until  we  have  created  through  syn- 
thesis a  picture  that  seems  to  us  to  be  logical  and  correct,  no  decision  is 
possible. 

It  would  appear  that  this  process  we  call  synthesis  is  by  far  the  most 
important  element  which  leads  to  sound  decisions.  Almost  all  well-trained 
managers  can  gather  facts,  analyze  reasonably  well,  do  an  adequate  job 
of  planning,  and  carry  out  decisions. 

But  the  ability  to  synthesize  is  to  me  "element  X,"  the  characteristic 
that  marks  the  difference  between  brilliant  results  from  decision  making 
and  mere  journeyman  results.  The  actual  act  of  synthesizing  is  difficult  to 
describe.  At  times  it  seems  to  take  place  quickly  in  a  flash  of  intuition.  At 
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Other  times,  it  appears  more  like  putting  together  a  jigsaw  puzzle,  piece 
by  piece.  Some  have  referred  to  synthesis  as  the  result  obtained  from  ones 
"internal  computer,"  drawing  on  modern  electronic  concepts  for  the 
simile.  Others  regard  it  as  being  more  like  a  mechanical  process,  an  in- 
ternal churning,  pulling,  and  tugging  to  put  together  information  in 
order  to  arrive  at  correct  assumptions,  or  "logical  assumptions  based  on 

known  facts." 

The  ability  to  synthesize  appears  to  differ  greatlv  among  individuals. 
Some  men  can  develop  a  finished  picture  from  a  very  ie^v  pieces  of  scat- 
tered information,  and  some  cannot.  This  would  indicate  that  the  ability 
to  synthesize  is  related  to  imagination,  as  indeed  it  is.  But  also  two  differ- 
ent men  will  often  create  two  different  pictures  from  the  same  set  of  in- 
formation, even  when  a  great  deal  of  information  is  available.  Thus  the 
ability  to  synthesize  rests  on  more  than  imagination  alone. 

Clarence  Randall  once  spent  a  great  deal  of  time  trving  to  analvze  ^s'hat 
he  did  when  he  was  managing.  His  statements  on  svnthesis  in  management 
give  us  a  good  clue  to  help  isolate  the  "element  X"  I  mentioned  just  now: 

One  further  concept  will  be  quite  clear  at  the  end  of  a  dav  spent  widi  the 
executive  which  is  that  he  must  at  all  times  see  his  job  as  a  whole. 

This  is  the  result  of  the  synthesis  process. 

As  the  problems  come  over  his  desk,  they  get  distorted  emphasis,  because  he  is 
continuously  receiving  the  opinions  of  subordinates  who  see  only  one  segment  of 
the  total  problem. 

This  is  perhaps  management's  hardest  task.  Special  pleading,  one-sided 
presentations,  the  persuasions  of  people  who  have  an  ax  to  grind,  all  make 
it  difficult  to  synthesize  any  given  set  of  information  correctly. 

In  each  echelon  in  the  distribution  of  authority,  ho^vever.  there  comes  a  time 
when  the  person  responsible  for  decisions  must  evaluate  die  relationship  of  each 
segment  to  the  others  that  are  involved.  The  chief  executive,  for  example,  can- 
not wisely  make  a  decision  ^vith  regard  to  operations  until  he  has  evaluated  the 
problem  in  terms  of  sales  policy,  public  relations,  financial  implications,  and 
other  phases  of  the  business.  He  must  have  a  sound  instinct  for  svnthesis. 

A  man  lacking  the  ability  to  synthesize  will  lack  the  ability  to  manage 
well. 

Just  as  for  our  progress  in  technology,  there  must  and  should  be  men  ^vho 
are  qualified  to  pursue  this  divisive  approach  to  inquiry,  so  like^sise  diere  must 
be  men  whose  training  is  in  svnthesis.  or  the  correlating  of  the  results  of  divisive 
effort  into  a  unified  and  effective  whole. 

This  I  take  it  has  been  the  aim  of  the  philosopher  through  the  ages:  the  open- 
ing of  men's  minds  to  the  relationship  of  the  part  to  the  whole. 
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So  perhaps  the  philosopher  is  the  one  who  has  laid  the  foundation  for 
management  skill. 

Similarly,  Chester  I.  Barnard,  former  president,  New  Jersey  Bell  Tele- 
phone Company,  has  said,  "The  essential  aspect  of  the  executive  process 
is  the  assessing  of  the  organization  as  a  whole  and  the  total  situation 
relevant  to  it." 

A  Canadian  management  consultant  with  whom  I've  had  a  long  rela- 
tionship helps  to  clarify  still  further  the  nature  of  the  synthesizing  process 
and  the  factors  which  result  in  good  synthesis  when  he  says  "the  important 
part  of  the  executive  job  in  synthesis  is  that  it  is  largely  responsible  for 
the  quality  of  decisions  made;  that  it  is  not  susceptible  to  formalization; 
that  successful  synthesis  depends  greatly  on  the  knowledge  of  the  execu- 
tive in: 

1.  His  own  particular  industry 

2.  His  business  environment  and  economic  conditions  now  and  projected 

3.  The  ability  to  place  proper  emphasis  on  available  data  to  obtain  a  'bal- 
anced' picture  -  -  .     ^ 

4.  A  sense  of  accurate  timing         '  ^  . 

5.  Creative  imagination"  -         '  • 

Factors  Playing  a  Part  in  Good  Synthesis 

The  preceding  listing  provides  a  starting  point  for  an  expanded  listing 
of  factors  which  are  necessary  for  a  man  to  be  able  to  synthesize  intelli- 
gently. Let  me  repeat  that  some  people  will  always  do  a  better  job  than 
others  and  some  will  never  do  a  good  job  of  it.  But  if  we  stay  with  our 
definition  of  "developing  logical  assumptions  from  known  facts,"  I  believe 
that  the  following  outline  may  be  of  some  help  to  those  who  would 
methodize  the  synthesizing  process. 

1.  A  large  and  accurate  supply  of  information  from  all  sources   is 
vitally  necessary. 

a.  There  should  be  a  great  deal  of  knowledge  about  the  specific 
business.  There  is  no  difficulty  in  finding  it.  There  is  also  very 
little  difficulty  in  finding  out  about  a  competitor's  business.  This 
poses  no  problem. 

b.  There  should  be  a  good  understanding  of  the  business  environ- 
ment. Again,  in  this  day  and  age  we  can  find  out  more  about  the 
business  environment  of  almost  any  kind  of  business  than  ever 
before.  For  instance,  a  newsprint  business  depends  on  the  bur- 
geoning population  of  most  countries  of  the  earth.  The  world 
demand  for  newsprint  now  and  in  the  future  is  constantly  grow- 
ing. What  will  be  the  demand  for  newsprint  as  the  underdevel- 
oped countries  grow  more  sophisticated  and  in  need  of  more 
information?  What  will  the  better  standard  of  living  cause  in 
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newsprint  demands?  In  other  words,  those  of  us  whose  businesses 
are  affected  by  the  demand  for  newsprint  must  be  aware  of  even 
such  remote  things  as  having  to  supply  the  Hottentots,  if  they 
decide  that  they  need  information,  with  enough  more  newsprint 
to  keep  their  future  theoretical  presses  busy  at  all  times. 

2.  Problem-solving  ability  is  important,  but  not  as  important  as 
knowing  the  right  question  to  ask  on  any  given  situation. 

3.  Intelligence  is  needed  for  synthesis.  It  takes  an  inquiring  and 
thoughtful  mind  to  anticipate  problems  before  they  appear.  In  fact, 
much  more  intelligence  is  needed  for  recognition  than  solving. 

4.  There  must  be  some  form  of  orderly  thinking  in  order  to  fit  the 
various  pieces  of  information  together.  Perhaps  it  is  a  combination 
of  inductive  and  deductive  thinking  in  the  long  run. 

5.  Saturation,  not  experience,  with  a  specific  business  is  required  so 
that  all  the  routine  and  detail  is  second  nature  and  no  time  needs 
to  be  wasted  on  it. 

6.  Saturation  with  the  whole  philosophy  of  a  specific  business  and  its 
management  practices  is  desirable.  This  may  seem  to  go  against  the 
concept  that  a  man  who  can  run  a  steel  mill  can  also  run  a  candv 
plant.  Although  a  man  may,  indeed,  be  able  to  manage  one  kind 
of  business  or  another,  there  are  certain  managerial  limitations 
resulting  from  lack  of  detailed  knowledge  that  have  a  verv  great 
bearing  on  accurate  synthesis  and  sound  decision  making.  Detailed 
knowledge  of  a  specific  industry  or  business  is  of  tremendous  value. 

7.  Judgment  is  needed  for  good  synthesis.  Many  people  define  judg- 
ment as  "common  sense."  I  lean  rather  to  the  idea  that  good  judg- 
ment is  the  result  of  "uncommon"  sense. 

a.  Intuition  is  another  important  but  illusive  factor.  Intuition  can 
be  best  described  as  "feel,"  or  even  perhaps  as  "smell."  Un- 
fortunately, we  do  not  have  any  courses  in  our  colleges  or  uni- 
versities which  teach  "feel."  It  is  in  the  same  category  as  sensi- 
tivity, which  we  do  not  teach  either. 

8.  Imagination,  too,  should  be  a  prerequisite  for  synthesis.  Open- 
mindedness  is  supposed  to  help  us  achieve  a  certain  degree  of 
imagination.  Personally,  I  have  never  cared  for  the  term  "open- 
mindedness."  It  suggests  vacuousness,  to  me.  But  it  seems  to  be  true 
that  a  certain  degree  of  open-mindedness  is  necessarv.  And  cer- 
tainly one's  mind  must  be  ready  for  acceptance  of  every  tvpe  of 
innovation.  Suffice  it  to  say,  imagination  is  a  must. 

9.  Creative  ability,  if  we  can  distinguish  it  from  imagination,  is  prob- 
ably the  single  most  important  factor  which  helps  us  to  manage. 
There  is  no  way  to  measure  this,  scientifically,  as  it  so  far  defies  all 
forms  of  regimented  approach.  The  top  manager  will,  however. 
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have  to  have  creative  ability.  Without  it,  not  only  can  he  not  use 
synthesis  as  a  process,  but  he  will  have  difficulty  managing  anything 
over  a  period  of  time. 

10.  Energy  is  also  an  important  consideration  for  sound  synthesis. 
Mental  energy,  in  particular,  is  important.  It  has  its  part  in  creative- 
ness,  in  imagination,  in  virtually  everything  that  will  be  demanded 
of  the  manager  as  he  attempts  to  put  his  many  facts  into  perspec- 
tive. 

11.  Self-knowledge  is  important  when  management  decisions  are  to  be 
made  which  affect  the  fortunes  of  so  many  other  people.  How 
strongly  do  your  emotions  affect  the  decisions  you  make?  Do  you 
have  a  tendency  to  withdraw  from  difficult  human-relations  situa- 
tions? Does  your  experience,  training,  or  educational  background 
tend  to  make  you  view  one  corporate  activity  sympathetically  at  the 
expense  of  the  others?  Have  you  been  truly  objective?  Or  is  the 
decision  based  on  preconceived  ideas? 

12.  The  temperament  of  individuals  also  plays  a  big  part  in  the  sound- 
ness of  decision  making.  There  seems  to  be  little  difference,  as  far 
as  success  is  concerned,  between  the  executive  who  is  a  metronome 
and  works  around  the  clock  and  the  one  who  calmly  sits  back  and 
works  from  nine  to  five.  This  shocks  some  people.  But  I  don't  be- 
lieve that  there  is  any  single  right  temperament  for  any  executive. 
It  plays  a  part  in  what  he  does  and  how  he  does  it.  But  this  is  about 
all  we  can  say.  I  have  often  thought  how  nice  it  would  be  if  we 
could  "slot"  people.  Then  all  we  would  need  to  do  would  be  test  a 
group  of  people  and  find  out  exactly  which  one  had  the  best  tem- 
perament for  being  a  manager.  But  we  have  the  happy,  extro- 
verted, hail-fellow-well-met  individual  who  does  tremendous  think- 
ing out  of  questions  and  answers  on  his  feet  before  a  group,  and  we 
have  the  shy,  retiring  individual  who  arrives  at  the  same  conclusion 
by  an  entirely  different  process.  There  are  no  fixed  patterns  for 
successful  managers. 

Up  to  this  point  I  have  listed  the  things  which  are  necessary  to  good 
synthesis.  It  might  be  well  to  look  at  a  factor  that  makes  sound  synthesis 
impossible— the  factor  of  prejudice.  This  includes  the  obvious  prejudices 
based  on  race,  color,  or  creed  and  the  more  dangerous  prejudices  against 
progress,  resistance  to  change,  rigidity.  Prejudices  prevent  one  from 
synthesizing  any  given  picture  correctly  and  lead  to  what  often  appear  to 
be  "errors  of  judgment." 

Some  Examples  of  Good  and  Faulty  Synthesis 

I  have  pointed  out  that  of  all  the  factors  which  take  place  in  this  thing 
we  call  synthesis,  none  is  so  important  as  creative  imagination.  All  too 
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often,  we  are  inclined  to  think  of  this  great  talent  as  a  something  used 
only  by  the  inventor  or  innovator.  But  managers  use  it  too. 

Creative  imagination  permits  one  to  take  a  given  set  of  information 
and  synthesize  it  into  a  picture  that  has  greater  dimensions,  depth,  and 
detail  than  is  possible  without  it.  That  is  why  some  people  are  able  to 
see  greater  opportunity  in  a  given  situation  than  others;  it  helps  to  ex- 
plain why  some  competitors  in  a  given  field  are  more  successful  than  their 

rivals. 

Most  of  us  know  the  story  of  the  Lambert  Pharmacal  Companv,  the 
makers  of  Listerine.  The  product  was  known  as  a  mouthwash,  and  at  one 
time  it  topped  all  sellers  on  the  market.  Lambert  could  have  gone  on 
almost  indefinitely  making  their  mouthwash.  But  they  asked  themselves, 
where  else  on  the  human  body  could  the  same  ingredients  be  used  bene- 
ficially? 

One  of  the  obvious  and  first  alternatives  was  its  application  to  the  hair 
to  check  dandruff.  Then  they  really  went  to  work.  They  made  a  similar 
product  called  Absorbine  as  a  liniment  for  sore  muscles.  And,  finallv. 
using  again  much  of  their  basic  formula,  a  solution  was  developed  for 
the  treatment  of  athlete's  foot. 

Then  there  is  the  story  of  the  Minnesota  Mining  Company.  It  grew 
from  a  little  specialty  house  producing  Scotch  tape  into  the  giant  cor- 
poration which  it  is  today  by  creating  literally  thousands  of  ne^\-  uses 
for  its  basic  product. 

Alex  Osborne,  in  his  popular  work  Your  Creative  Power, ^  cites  thou- 
sands of  examples  of  brilliant  synthesis.  The  story  of  Corning  Glass 
Works,  which  developed  a  stronger  globe  for  railroad  lanterns,  then  used 
the  same  type  of  glass  for  battery  jars,  and  finally  progressed  to  ovenware 
glass  that  could  stand  the  heat  of  direct  flame,  is  a  perfect  example. 
Du  Font's  use  of  coal,  water,  and  air  to  make  water  glass  is  perhaps  a 
greater  example  of  synthesis. 

Understand,  I  am  not  talking  about  invention.  The  information,  once 
a  product  had  been  created,  was  available,  waiting  for  someone  to  put  it 
to  new  uses. 

In  the  steel  industry,  slag  is  one  of  the  costliest  of  ^vaste  materials.  Xo^v 
it  is  salvaged  for  making  cement  and  for  processing  into  building  blocks. 
It  is  also  sold  as  a  soil  conditioner.  Examples  are  legion  throughout  all 
business  and  industry. 

Sound  synthesis  also  calls  for  great  adaptation.  It  is  a  truism  that  very 
little  is  actually  new.  We  incessantly  copy  from  the  experiences  and 
products  of  others.  Wendel  Phillips  points  out,  "In  every  matter  that  re- 
lates to  invention,  to  use,  or  being,  or  form,  we  are  borrowers."  Borro^sing 
is  a  legitimate  business  practice. 

4  Your  Creative  Power,  Charles  Scribner's  Sons,  New  York,  1951. 
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Yet  today  we  also  see  examples  of  management  action  which  show 
complete  lack  of  any  creative  synthesis. 

One  good  illustration  of  this  is  the  company  that  moves  its  plant  from 
one  area  to  another  to  obtain  the  advantages  of  lower  labor  rates.  In 
many  cases,  this  shows  a  lack  of  understanding  of  the  total  situation,  for 
a  mere  change  in  geography  seldom  gives  permanent  advantage,  especially 
to  the  company  that  does  nothing,  or  very  little,  to  get  at  the  fundamental 
reasons  for  high  labor  costs.  This  is  an  example  of  recognizing  the  prob- 
lem but  failing  to  ask  the  right  question.  Most  companies  seeking  lower 
costs,  not  only  for  today  but  tomorrow  as  well,  would  be  far  better  off 
if  they  were  to  improve  their  management  methods,  their  manufacturing 
processes,  and  their  skill  at  handling  human  problems. 

Effect  of  Differences  in  Synthesizing  Ability  on  Leadership 

The  manager  who  has  gathered  information,  synthesized  it,  planned, 
and  decided  on  a  set  of  objectives  next  has  the  responsibility  of  directing 
the  attainment  of  these  objectives.  Sometimes  he  finds  it  difficult  to  get 
his  associates  or  even  his  subordinates  to  show  any  enthusiasm  for  his 
ideas.  Somehow  they  do  not  grasp  what  he  wants  them  to  do,  and  they 
comply  with  his  directions  grudgingly  if  at  all. 

I  recall  very  vividly  watching  a  brilliant  and  capable  friend  of  mine  go 
through  an  experience  like  the  following  as  a  young  man.  This  was  in  a 
trade  association  where  action  cannot  be  obtained  by  giving  orders  but 
only  by  persuasion.  For  months  my  friend  had  watched  an  older,  inept 
president  fumble  his  way  through  situation  after  situation  without  ac- 
complishing anything  important.  My  friend  studied  the  matter  patiently. 
He  gathered  information  about  every  phase  of  the  association's  operations. 
He  wanted  to  be  ready  if  he  ever  had  the  opportunity  to  give  the  asso- 
ciation the  leadership  it  so  badly  needed. 

Then  at  last  he  was  elected  to  the  presidency.  At  the  first  board  meet- 
ing, he  could  hardly  wait  until  the  routine  business  had  been  disposed  of. 
When  it  had,  he  began  to  present  his  well-conceived  plan  for  future 
action.  At  a  constantly  accelerating  pace,  he  poured  out  his  ideas  about 
what  should  be  done,  about  the  actions  which  should  be  taken  to  enable 
the  association  to  realize  its  full  usefulness  to  its  members  and  to  the 
whole  economy. 

He  was  so  carried  away  w^ith  the  bright  picture  of  the  future  that  he 
visualized  that  he  failed  to  notice  that  his  board  members  were  sitting 
motionless  with  downcast  eyes.  Finally  he  finished  breathlessly  on  a 
triumphant  note  and  asked  for  discussion.  After  a  moment  of  painful 
silence,  someone  moved  that  the  meeting  should  adjourn. 

It  was  a  painful  experience  and  one  which  neither  my  friend  nor  I 
ever  forgot.  In  retrospect,  of  course,  it  is  easy  to  see  what  happened.  My 
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friend  had  an  unusual  creative  imagination.  In  a  few  sentences,  he 
sketched  the  picture  which  he  had  synthesized  in  his  mind  after  a  long 
period  of  information  gathering.  The  picture  was  cnstal  clear  to  him,  but 
he  lost  the  others  soon  after  he  started  to  speak.  At  that  point  communi- 
cation ceased.  The  board  members  did  not  hear  him,  did  not  understand 
him,  and  certainly  were  in  no  way  motivated  by  what  he  said.  The  best 
they  could  do  was  to  wait  politely  until  he  was  finished  and  then  escape 
to  a  more  comfortable  atmosphere  as  quickly  as  possible. 

This  is  an  extreme  example  of  what  happens  almost  daily  when  a 
manager  does  not  recognize  the  need  for  taking  the  time  to  help  his  people 
through  the  process  of  synthesis.  The  fact  that  he  may  himself  have  done 
a  good  job  of  synthesis  does  not  mean  that  he  can  cram  into  the  minds  of 
his  associates  a  mass  of  undigested,  and  often  indigestible,  facts,  figures, 
viewpoints,  and  ideas  and  expect  them  to  reach  almost  immediately  the 
same  conclusions  he  has  reached. 

Almost  everyone  has  had  the  experience  of  working  out  some  plan, 
perhaps  over  a  period  of  weeks  or  months,  perfecting  the  details  and 
anticipating  every  objection  which  might  be  made  to  his  course  of  action. 
But  on  meeting  with  his  associates,  he  finds  that  it  is  virtually  impossible 
to  sell  them  on  his  solution.  Instead  of  accepting  it  enthusiastically,  thev 
start  to  argue.  Since  he  has  anticipated  their  objections,  he  should  be  able 
to  answer  them  without  any  trouble.  But  still  he  fails  to  gain  accept- 
ance. 

Put  it  in  terms  of  your  own  experience.  Have  your  associates  ever  failed 
to  respond  promptly  and  enthusiastically  to  a  sound  idea?  If  so,  does  this 
mean  that  your  associates  are  stupid?  No.  The  trouble  is  that  you  have 
not  given  your  people  time  for  mental  assimilation.  Ho^\'  can  they  be 
expected  to  digest  in  a  few  minutes,  or  even  after  a  long  discussion,  ^diat 
it  has  taken  you  weeks  to  think  through? 

It  will  be  well  for  every  manager  to  ponder  this  thoughtfullv.  There 
will  always  be  roadblocks,  based  on  misunderstanding,  to  hold  up  action, 
even  though  you  have  carefully  worked  out  sound  programs. 

To  work  more  effectively  with  people  and  to  get  ideas  accepted,  we 
must  always  allow  plenty  of  time  for  mental  digestion.  Above  all,  we 
must  learn  to  curb  our  impatience  when  our  spark  of  enthusiasm  fails 
to  set  off  a  spark  in  others. 

What  of  Tomorrow? 

As  we  stand  today,  in  our  management  knowledge,  ^\^e  are  still  flying 
blind  in  most  of  the  areas  of  creative  management. 

Educational  trends  throughout  the  AVestern  ^vorld  indicate  that  more 
and  more  colleges  and  universities  are  conducting  courses  dealing  \vh\\ 
creativity  and  imagination.  This  will  certainly  be  an  aid  to  sound  synthesis 
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and  decision  making  in  the  future.  It  seems  to  me,  however,  that  there  are 
four  areas  for  the  future  manager  to  concentrate  on  if  he  wishes  to  become 
proficient  in  the  area  of  decision  making: 

1.  He  should  be  educated  to  think  in  broad  general  terms.  There  seems 
to  be  a  growing  area  of  agreement  among  business  executives  and  educa- 
tors that  specialized  education  in  engineering,  accounting,  physics,  and  the 
like,  leaves  a  great  deal  to  be  desired  as  education  for  eventual  managerial 
maturity.  Most  authorities  agree  that  the  "sense"  of  the  education  is  what 
really  counts.  Some  people  have  gone  so  far  as  to  suggest  not  only  further 
training  along  our  present-day  liberal  arts  courses,  but  even  broadening 
these  to  include  more  literature,  and  even  strong  dosages  of  music  appre- 
ciation. Why  is  this  so?  The  feeling  is  that  this  will  make  a  man  better 
oriented  to  the  total  environment  in  which  he  lives  and  hence  able  to 
synthesize  more  realistically. 

2.  His  knowledge  and  training  on  the  job  should  be  broadened.  All 
too  often,  a  man  is  given  a  position  within  a  company  where  he  must 
spend  so  much  time  doing  this  job  to  perfection  that  he  is  virtually  blind 
to  what  goes  on  in  the  rest  of  the  company.  When  he  is  promoted  and 
then  again  gives  single-minded  attention  to  the  job  at  hand,  there  is  little 
opportunity  for  much  additional  learning.  To  avoid  the  narrowing 
effects  of  this  method  of  operating,  some  companies  make  a  conscious 
effort  to  relocate  their  more  promising  executives  from  time  to  time.  Not 
only  are  they  rotated  to  different  geographical  areas,  but  they  also  are 
rotated  in  one  another's  jobs  to  give  them  greater  depth  and  experience. 
This  trend  is  one  that  is  likely  to  be  expanded  upon  in  the  future. 

3.  He  needs  saturation  instead  of  experience.  To  achieve  greater 
creative  ability  which  leads  to  better  decision  making,  one  needs  to  be 
utterly  saturated  with  company  policies,  plans,  and  objectives  so  that 
these  need  not  be  considered  when  trying  to  put  together  information 
in  order  to  arrive  at  sound  decisions. 

4.  There  must  be  a  stimulus  within  the  company  to  encourage  creativ- 
ity. Much  of  this  must  depend  upon  the  top  executive  in  the  company.  If 
he  deliberately  sets  an  example  and  stimulates  others  in  searching  for 
solutions,  he  will  find  that  the  creative  abilities  of  even  the  least  of  his 
managers  will  be  surprising  indeed. 

CONCLUSION 

Where  and  how  does  synthesis  take  place?  The  truth  is,  there  is  no 
formula  for  synthesis.  It  is  the  creative  element  in  managing.  In  my  own 
case,  synthesis  seems  to  come  from  reading,  listening,  discussing,  and  even 
arguing.  Then  follows  a  period  of  churning,  during  which  an  idea,  a 
plan,  or  a  suggestion  is  attacked  by  what  Robert  Rawls  calls  the  "juices 
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of  knowledge,  doubt,  experience,  hope,  suspicion,  fear,  faitfi."  ^  Finally, 
the  solution  appears.  The  mental  processes  of  synthesis  may  take  on  y  a 
fraction  of  a  second,  or  they  may  take  days,  weeks,  or  months,  depending 
on  the  "mental  feel  rate"  of  the  individual  and  the  importance  o£  the 
matter  involved.  But  the  entire  process  has  to  be  gone  through.  Until  it  is 
completed,  until  an  acceptable  picture  of  the  situation  has  been  evolved, 
the  mind  refuses  to  decide.  And  this  is  probably  fortunate. 

Out  for  Mental  Digestion,  Updegraff  Press,  Ltd.,  Scarsdale,  N.Y.,   .949. 
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CHAPTER    10 

Planning 


Of  all  the  techniques  used  by  modern  management,  planning,  more  than 
any  other,  characterizes  every  action  of  management,  including,  of  course, 
the  most  important  action  of  all,  the  action  of  decision. 

Planning  is  one  of  the  cornerstones  upon  which  successful  enterprise 
depends.  This  is  true  in  any  endeavor,  whether  it  be  the  management 
of  a  family  budget,   a  business  enterprise,   an  educational  program,   a 
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government  project,  or  a  military  campaign.  As  one  famous  and  uniquely 
successful  general  once  said,  "A  poor  plan  is  better  than  no  plan  at  all." 
In  our  company,  the  act  of  planning  keeps  our  management  group  think- 
ing and  working  ahead  of  just  today's  activities  and  problems. 

Planning — The  Concept 

Management  does  not  have  the  choice  to  plan  or  not  to  plan.  Manage- 
ment m7ist  plan  if  it  is  to  survive  and  keep  its  enterprise  growing  while 
engaged  in  the  7nust  struggle  of  daily  competition.  Even  so,  planning  is 
by  no  means  the  whole  answer  to  success.  Plans  without  decision  and 
decision  without  action  will  make  meaningless  the  best  plans  ever  con- 
ceived. Planning,  deciding,  and  acting  are  the  three  cornerstones  support- 
ing success. 

It  all  sounds  very  simple.  Planning  is  merely  the  analysis  of  a  problem, 
thinking  out  the  forward  solutions  to  that  problem,  and  then  outlining 
the  steps  that  must  be  taken  to  reach  the  objective  defined  in  the  solution. 
Cut  and  dried.  All  you  have  to  do  is  follow  the  rule  book.  Unfortunately, 
it  is  by  no  means  as  simple  as  that.  Sound  and  reasonable  planning 
evolves  from  experience,  and  the  action  related  to  planning  rests  as  much 
on  instinctive  feel  for  the  facts,  acquired  by  experience,  as  it  does  upon 
subjective  logic  applied  to  objective  facts.  Logic  and  reason  must  be 
blended  with  "anticipation"  and  "instinct,"  the  latter  having  been  sharp- 
ened by  experience.  The  two  go  together.  Call  them,  if  you  will,  the 
rational  and  psychic  elements  that  combine  to  make  planning  successful. 
I  certainly  do  not  claim  them  as  a  new  "philosophy  of  planning."  But  I 
know  that  my  own  experience  has  taught  me  how  true  they  are— and  how 
much  better  guideposts  they  are  than  many  of  the  procedures  and  pro- 
grams one  finds  in  the  rule  books. 

Military  Planning 

My  experience  with  planning  began  shortly  after  I  was  graduated  from 
the  Virginia  Military  Institute.  I  had  gone  to  work  in  a  small  manufac- 
turing business.  In  this  business,  at  that  time,  there  were  no  plans- 
only  a  series  of  crises,  one  after  another.  That  situation  might  have 
been  described  as  "too  much  instinct"  and  not  enough  "objective  anal- 
ysis." 

Then,  with  the  coming  of  World  War  II,  came  an  opportunity  for  me 
to  observe  and  participate  in  research,  objective  analysis,  and  logic  on  a 
grand  scale.  I  was  assigned  to  the  headquarters  of  the  Combined  Chiefs 
of  Staff  in  Washington.  I  was  the  courier  for  the  plans  for  the  invasion  of 
North  Africa  when  they  were  delivered  to  President  Roosevelt  in  Hyde 
Park,  and  eventually,  as  1  moved  on  to  more  important  tasks  overseas, 
I  saw  those  plans  evolve  into  books,  assignments,  orders,  and  eventually 
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battle  units.  Luckily,  I  was  where  I  could  see  the  whole  panorama  of 
planning  for  a  major  military  campaign— the  "logistics"  that  go  into  mak- 
ing a  victory.  But  there  was  more  than  logistics  in  military  planning; 
there  were  also  the  inevitable  anticipation  and  instinct— the  decisions 
required  to  adjust  plans  to  sudden  realities  which  are  not  known  parts  of 
any  planning  cycle. 

When  the  Combined  Chiefs  of  Staff  gave  General  Eisenhower  his  major 
directive  for  the  invasion  of  Normandy,  it  was  typed  on  one  sheet  of 
paper.  Imagine  the  pandemonium  that  might  have  ensued— and  the 
certain  catastrophe  that  would  have  resulted— if  the  military  planning  in 
support  of  that  directive  had  paralleled  what  had  existed  in  my  first 
manufacturing  experience.  The  preparations  for  the  Normandy  invasion 
called  for  the  most  intensive  planning.  Nevertheless,  after  all  the  pre- 
liminary planning,  training,  and  supply  had  been  effected,  there  still  had 
to  come  the  agonizing  hour  of  decision,  when  General  Eisenhower's 
powers  of  anticipation,  his  "feel"  of  the  situation  based  on  experience, 
moved  him  to  give  the  instinctive  go-ahead  for  the  invasion  despite  a 
weather  situation  which  might  have  caused  other  men  to  hesitate.  Nothing 
could  better  illustrate  the  importance  of  decision  in  bringing  a  plan  to 
final  success.  Some  people  love  to  plan,  but  they  don't  know  when  to  act 
—or  they  are  afraid  to  act. 

Action  in  Planning 

The  importance  of  action,  following  decision,  w^as  shown  to  me  after 
the  war,  when  I  served  in  the  Federal  government.  In  one  department  of 
the  government,  an  excellent  plan,  which  had  been  prepared  over  a  period 
of  time,  was  decided  upon  favorably  in  the  month  of  November.  The 
plan  came  to  naught,  however,  because  the  approval  to  act  upon  it  was 
not  handed  down  until  the  following  June!  By  that  time  the  conditions 
that  had  caused  the  creation  of  the  new  plan  had  crept  back  into  the 
action  directives  developed  long  after  the  study,  so  that  the  status  quo  ^\'as 
not  disturbed.  In  other  words,  those  individuals  who  were  satisfied  whh 
the  past  prevailed  over  those  who  saw  the  pressing  needs  of  the  future. 
As  the  problem  widened,  however,  a  public  study  commission  was  formed 
to  investigate  the  situation.  The  commission  discovered  the  flaw  in  the 
past  efforts  and  developed  a  new  plan.  Actions  proposed  by  this  com- 
mission were  put  into  effect  upon  their  submission  and  before  they  could 
be  watered  down.  These  decisions  have  now  begun  to  fulfill  the  needs 
previously  negated  by  a  lack  of  timely  and  forceful  action. 

Elements  of  Planning 

To  turn  now  to  the  business  world,  we  must  also  acknowledge  that 
planning  is  not  all  statistics  or  logistics;  it  is  thought  and  timely  action 
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based  upon  experience,  concept  based  upon  instinct,  and  imagination 
based  upon  anticipation.  To  be  sure,  in  management  planning  we  use 
technology,  research,  and  accountancy.  We  use  statistics  and  market 
analysis.  We  use  the  laboratory  and  the  proving  ground  and  the  pilot 
plant.  But  these  do  not  completely  solve  our  problems.  They  are  merely 
the  tools  we  use  in  the  planning  process.  The  problems  are  solved  inside 
management  heads.  No  matter  how  accurate  our  statistics,  how  exhaustive 
our  research,  how  imaginative  our  product  development,  our  planning 
can  "plan"  us  into  disaster  if  our  management  lacks  the  judgment  neces- 
sary for  the  planning  process.  This  implies  that  who  acts  on  the  planning 
may  be  more  important  than  the  plans  themselves. 

In  business,  unfortunately,  there  seems  to  be  no  apt  phrase  to  describe 
the  successful  planner,  as  there  is,  for  example,  to  describe  the  successful 
gardener.  The  good  gardener  is  the  man  who  has  "a  green  thumb." 
Others  can  follow  his  instructions  to  the  letter  yet  fail  to  get  the  same 
results.  In  cooking,  a  young  housewife  can  follow  precisely  the  recipe 
of  her  mother,  yet  her  dish  somehow  lacks  the  same  savor.  One  of  our 
most  successful  businessmen  once  said  that  the  art  of  making  money  was 
an  isolated  skill  that  bore  no  traceable  relation  to  any  other  attribute, 
learning,  or  ability.  Perhaps  so.  About  all  that  can  be  said  of  this  in- 
definable "sixth  sense,"  when  it  is  applied  to  planning,  is  that  it  seems 
to  consist  of  an  instinct  that  senses  future  requirements  and  combines 
with  a  sense  of  timing  to  make  some  men  and  companies  succeed  im- 
measurably above  most  others.  All  of  which  means  that  the  human 
element  is  important  and  that  sound  plans  must  be  based  upon  the  capac- 
ities and  special  abilities  of  a  company's  people. 

Summarizing,  then,  the  general  nature  of  planning  before  proceeding 
to  specific  examples  of  planning  in  operation: 

Planning  has  intuitive  as  well  as  analytical  aspects,  and  both  are  related 
to  experience. 

Planning  involves  decision  and  action,  and  both  are  related  importantly 
to  timing. 

Successful  planning  requires,  above  all,  people-the  right  kind  of  people. 

Specifics  of  Planning 

Before  entering  into  a  discussion  of  our  company's  planning  activities, 
we  must  recognize  that  management  planning  deals  with  specifics,  but 
these  specifics  are  not  as  simple  as  their  word  labels  would  indicate.  To 
illustrate  what  I  mean,  consider  below  a  list  of  key  words  in  planning  and 
their  definitions  from  Webster's  Dictionary  on  the  left  of  each  word. 
Then  compare,  on  the  right  of  each  key  word,  the  definition  that  business 
experience  might  give  to  it: 
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Webster's  Dictionary  Key  word 

A  method  or  scheme  of  action  plan 


Projecting  a  method  or  course         planning 
of  action 


A  plan  of  future  procedure 


PROGRAM 


An  aim  or  end  of  action;  goal         objective 


A  meeting  together  of  people 
.  .  .  for  the  purpose  of  .  .  . 
purchase  and  sale;  the  eco- 
nomic extent  of  commercial  de- 
mand 

Act  of  selling  .  .  .  whereby 
ownership  of  property  is  trans- 
ferred 

A  financial  statement  of  esti- 
mated revenues  and  expendi- 
tures 


Foresight  of  consequences,  and         forecast 
provision  against  them 
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Business  definition 
A  short-  or  long-term  road 
map  for  future  action  embrac- 
ing date,  objective,  responsi- 
bility, and  provisions  for  audit 
of  results 

Tracing  the  business  past,  ana- 
lyzing the  present,  and  chart- 
ing future  action 

Part  of  a  plan,  amplified  in 
greater  and  more  specific  de- 
tail, which  is  follo^ved  in  ac- 
tion toward  achieving  a  mas- 
ter plan 

The  goal  for  action  which 
changes  with  the  constantly 
changing  conditions  of  busi- 
ness 

A  process,  not  a  place,  bv 
which  business  supplies  people 
and  satisfies  their  desires 


Act  and  art  of  selling  designed 
to  produce  a  profit 

A  statement,  usually  on  an 
annual  basis,  of  the  expected 
utilization  of  resources:  a  pre- 
determined schedule  of  goals 
in  terms  of  time,  men.  money, 
and  materials 

An  estimate  of  future  condi- 
tions essential  to  both  budget- 
ing and  planning  in  ^vhich 
provision  is  made  to  present, 
avoid,  or  improve  conse- 
quences by  positive  action 


Note  how  much  more  comprehensive  are  the  definitions  on  the  right 
and  how  much  more  specific  they  are  in  many  respects.  These  ^vords  and 
their  definitions  will  guide  our  discussion  of  American  Machine  Foundrv 
Company's  management  planning. 
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PLANNING  AND  ACTION 

As  it  was  in  many  industries,  the  position  in  which  AMF  found  itself 
after  World  War  II  required  planning  and  action.  Almost  a  decade 
earlier,  a  program  of  decisive  action  had  been  detailed  in  order  to  ensure 
the  company's  growth  through  a  diligent  search  for  new  products  and 
businesses.  Four  criteria  were  established  to  assist  in  the  search: 

1.  Look  for  a  market  that  is  large. 

2.  Make  sure  that  the  market  you  choose  is  relatively  unmechanized. 

3.  Find  a  device  that  is  patentable  and  has  sufficient  novelty  so  that  you 
can  obtain  a  continuing  royalty. 

4.  Don't  plunge  into  a  new  venture  without  first  finding  a  man  who 
has  lived  successfully  in  the  market  you  are  about  to  serve. 

That  was  the  program.  The  company  looked  around  and  saw  the 
bowling  industry  with  its  need  for  a  machine  to  set  up  the  pins  and  return 
the  ball,  in  short,  to  take  the  place  of  the  pinboy  in  the  bowling  lane. 

In  those  days,  a  bowling  establishment  with  fifty  lanes  required  a 
payroll  roster  of  at  least  1,000  pinboys,  on  whom  it  had  to  keep  social 
security  lists  and  other  bookkeeping  records.  Finding  and  keeping  enough 
boys  on  hand  took  most  of  an  assistant  manager's  time.  It  seemed  only 
logical  that  if  AMF  could  develop  an  efficient  automatic  pinspotter,  it 
would  have  a  product  whose  potential  earnings  would  greatly  exceed 
anything  the  company  had  ever  recorded  in  the  past. 

There  was  such  a  device— an  awfully  cumbersome  one— in  existence, 
and  AMF  undertook  to  develop  it.  However,  several  years  of  trying  to 
develop  a  commercially  practical  machine  were  not  encouraging.  Then 
came  the  war,  and  any  further  work  to  solve  the  pinspotter  problem  had 
to  be  left  until  the  end  of  hostilities. 

At  the  war's  end,  AMF  had  a  backlog  of  orders  for  its  principal  peace- 
time products— machinery  for  the  baking  industry  and  for  making  ciga- 
rettes and  cigars.  Once  that  backlog  was  filled,  the  company  faced  a  return 
to  a  business  volume  not  unlike  that  experienced  before  the  war.  Its 
machinery  was  well-made  and  long-lasting.  Sales  of  its  traditional  lines 
of  products  hardly  promised  a  level  of  operations  which  would  take  full 
advantage  of  the  new  economy  which  lay  ahead. 

In  1945  the  company  announced  the  formation  of  a  postwar  planning 
committee.  Automation  of  the  bowling  industry  still  offered  a  tremendous 
opportunity,  and  the  company  set  a  couple  of  fine  engineering  teams  to 
work  on  the  automatic  pinspotter. 

The  engineers  finally  developed  a  machine  that  worked,  but  the  com- 
pany went  into  production  just  at  a  time  when  costs  were  skyrocketing. 
It  was  next  to  impossible  to  get  materials.  It  was  obvious  that  the  machine 
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could  not  be  produced  profitably  as  it  stood.  The  decision  was  made  to 
start  all  over  again  and  attempt  to  produce  a  commercially  satisfactory 
machine,  redesigning  it  with  cost  reduction  in  mind. 

This  left  the  company  with  the  immediate  problems  of  how  to  utilize 
a  plant  in  Buffalo  that  had  been  bought  to  manufacture  pinspotters  and 
how  to  improve  our  earnings  in  the  immediate  years  ahead  when  the 
pinspotter  would  be  a  drain  on  our  earnings  rather  than  the  substantial 
contributor  that  had  been  envisioned. 

AMF  has  always  done  an  important  amount  of  contract  manufactur- 
ing. A  rapid  expansion  of  this  activity,  particularly  for  the  government, 
seemed  a  good  solution  to  the  Buffalo-plant  problem,  and  the  company 
therefore  redoubled  its  efforts  to  obtain  government  work.  Particularly, 
it  sought  a  position  as  a  prime  contractor  in  the  field  in  which  it  excelled 
—the  production  of  highly  engineered  and  designed  equipment  to  make 
industrial  production  more  efficient  and  living  and  leisure  more  enjovable. 

However,  it  takes  time  to  develop  a  position  as  a  prime  contractor. 
More  cash  and  profits  were  needed  quickly  if  the  pinspotter  development 
program  was  to  be  brought  to  a  successful  conclusion. 

Expansion  through  Acquisition 

A  campaign  of  expansion  was  initiated  in  1948  (1)  to  take  the  company 
into  new  commercial-growth  fields;  (2)  to  broaden  the  company's  earnings 
base;  and  (3)  to  enable  the  completion  of  the  costly  development  of  the 
automatic  pinspotter.  The  company's  available  funds  for  research  and 
engineering  were  all  committed  to  the  pinspotter  and  to  necessarv  im- 
provements in  our  regular  lines.  Neither  money  nor  time  was  available  to 
develop  still  other  new  products  from  scratch  and  then  develop  a  market 
for  them.  On  the  other  hand,  if  AMF  could  acquire  going  businesses  at  a 
fair  price,  it  could  immediately  add  their  profits  to  its  own  and  upgrade 
the  company's  per-share  earnings.  Also,  the  company's  products  ^vould 
be  more  diversified  and  the  company  would  no  longer  be  entirely  de- 
pendent on  the  capital-goods  market. 

I  have  mentioned  the  criteria  established  in  connection  with  the  search 
for  new  products  initiated  in  1938.  Similarly,  definite  limitations  were 
set  forth  with  respect  to  the  companies  AMF  would  acquire. 

1.  Because  diversification  was  the  object,  any  acquisition  ^vould  have  to 
serve  a  large  and  growing  market  closer  to  the  consumer  than  the  market 
already  being  served. 

2.  Because  the  company's  key  personnel  were  fully  occupied  ^\-ith  cur- 
rent problems  and  plans,  any  acquisitions  would  have  to  be  ^veil-managed 

firms. 

3.  Because  permanent,  not  temporary,  improvement  in  earnings  ^vas 
required,  only  companies  of  demonstrated  profitability  would  be  sought. 
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4.  The  company's  expansion  into  government  work  and  the  expected 
production  of  thousands  of  pinspotters  to  be  placed  on  lease  would  re- 
quire a  very  large  amount  of  cash.  The  company  therefore  decided  not 
to  acquire  any  organization  that  needed  cash  and  to  acquire  only  those 
that  were  adequately  financed,  particularly  those  that  had  surplus  cash. 
For  the  same  reason,  it  was  decided  to  buy  companies  for  stock  rather 
than  cash. 

5.  As  the  company  expected  to  improve  its  earnings  per  share  as  a 
result  of  the  automatic  pinspotter,  it  was  not  interested  in  issuing  stock 
for  an  acquisition  unless  there  was  a  reasonable  expectation  that  it  would 
earn  considerably  more  per  share  on  the  AMF  stock  given  for  it  than  AMF 
was  currently  earning. 

6.  It  was  decided  that  any  company  acquired  should  occupy  an  im- 
portant position  in  its  field  and  that  this  field  should  hold  a  reasonable 
hope  of  expansion  in  the  future. 

Results  of  Acquisition 

Of  course,  all  the  companies  acquired  did  not  meet  all  these  specifica- 
tions, but  on  the  whole  they  came  remarkably  close  to  doing  so.  Between 
1945  and  1957  AMF  conducted  its  basic  acquisition  program.  In  that 
period,  the  expansion  and  improvement  of  AMF  lines  accounted  for  29.1 
per  cent  of  the  increase  in  dollar  volume.  Acquisition  of  new  companies 
accounted  for  47  per  cent  of  the  increased  volume,  and  growth  of  the 
new  companies  in  AMF  accounted  for  the  remaining  23.9  per  cent.  Thus, 
almost  71  per  cent  of  AMF's  improved  sales  volume  was  attributable  to 
the  expansion  program  in  one  way  or  another. 

As  evidence  of  the  success  of  AMF's  management  planning  during  this 
period,  the  company's  position  in  Fortune  magazine's  list  of  the  nation's 
500  largest  American  companies  (ranked  by  sales)  rose  as  follows: 

In  1955  AMF  ranked  240th.  In  1958  AMF  ranked  179th.     \       ■. 

In  1956  AMF  ranked  199th.  In  1959  AMF  ranked  165th. 

In  1957  AMF  ranked  166th. 

Well-managed  corporations,  however,  are  not  in  business  to  make  sales 
just  for  the  sake  of  making  sales.  They  are  in  business  to  make  profits. 
They  have  to  make  profits  if  they  are  going  to  make  progress,  and  while 
AMF's  "sales"  standing  dropped  in  1958  (revenues  totaled  $231  million 
compared  with  $262  million  in  1957,  a  decrease  of  12  per  cent),  the  com- 
pany's relative  position  in  net  profits  improved  from  number  184  in  1957 
to  161  in  1958  and  to  139  in  1959.  It  must  be  remembered  that  volume 
is  not  the  only  standard  for  measuring  progress.  The  company's  sales 
volume  in  1958  was  reduced  by  the  sale  of  marginal  or  unprofitable 
divisions,  but  net  profit  dropped  only  $1  million. 
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Acquisition  Problems 

In  pursuing  its  expansion  program,  AMF  soon  learned  that  in  acquir- 
ing a  company  there  are  always  present  possible  points  of  conflict  between 
the  parent  company  and  the  subsidiary.  If  growth  is  the  principal  reason 
for  the  acquisition— as  was  the  case  with  AMF— then  the  closest  kind  of 
control  over  the  activities  of  the  new  subsidiary  might  have  been  ex- 
pected. On  the  other  hand,  ventures  by  the  parent  company  into  new 
fields  implied  the  wisdom  of  dependence  on  the  local  managements  which 
had  been  operating  the  independent  companies  successfully.  Too  much 
control  by  the  parent  company  would  threaten  the  initiative  and  imagi- 
nation of  the  subsidiary  management.  Too  little  control  might  threaten 
the  growth  of  the  combined  enterprises.  This  was  the  problem  of  person- 
nel and  policy  faced  by  AMF  management  in  its  planning  for  growth. 

AMF's  policy  was  decided  in  favor  of  a  proper  balance  between  de- 
centralization and  control.  One  of  the  best  means  of  achieving  this  balance 
was  to  form  an  internal  board  of  directors  at  either  the  business-unit 
or  business-group  level.  At  least  two  AMF  officers  serve  as  members.  The 
boards  provide  a  meeting  ground  for  the  top  AMF  subsidiary  manage- 
ment and  those  of  the  parent  company,  and  they  permit  full  discussion 
of  matters  in  which  the  parent  company  must,  if  necessary,  have  the  final 
say. 

Corporate  Organization.  In  general,  it  was  the  parent  company's  purpose 
to  provide,  acquire,  or  train  management  and  render  financial  guidance 
and  assistance  for  the  benefit  of  its  acquired  subsidiaries-and,  of  course, 
for  its  own  benefit.  Under  this  scheme,  the  subsidiaries  were  divided  into 
a  number  of  groups,  each  under  the  supervision  of  a  senior  AMF  execu- 
tive with  a  staff  consisting  of  an  engineer  adviser,  a  production  adviser,  a 
sales  adviser,  and  a  financial  adviser.  Thus  each  group  was  almost  a  com- 
pany within  a  company,  a  system  which  seemed  to  facilitate  both  line 
and  staff  functions  and  clearly  distinguish  between  the  two. 

In  connection  with  the  choice  between  "decentralization"  or  "control. '" 
we  have  found  that  there  is  still  a  third  way  to  allow  freedom  of  initiative 
and  yet  maintain  proper  supervision  over  profit  performance.  For  want 
of  a  better  term,  this  might  be  called  "recentralization,"  in  which  a  divi- 
sion needing  closer  supervision  is  brought  into  the  central  AMF  manage- 
ment and,  after  having  been  straightened  out,  is  again  "decentralized," 
to  be  more  on  its  own  responsibility.  Since  the  completion  of  the  expan- 
sion program,  we  have  "recentralized"  two  acquired  divisions  inward  and 
moved  two  others  "out." 

Head-office  Charges.  One  of  the  most  difficult  things  for  the  subsidiaries 
to  understand  was   the  question  of  head-office  charges.   Obviously,   any 
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organizational  system  of  control  adds  to  the  overhead  of  the  company 
and  must  be  allocated  somewhere.  AMF  looked  at  its  group  headquarters 
as  providing  not  only  a  service  of  control  for  parent-company  manage- 
ment but  also,  and  equally,  a  service  for  the  benefit  of  the  subsidiary. 
Nevertheless,  to  relieve  the  psychological  burden  of  such  a  charge  upon 
subsidiary  operations  by  the  parent  company,  subsidiaries  reported  to 
AMF  management  with  the  head-office  charges  separated  so  that  a  view 
of  their  profit  results  was  apparent  both  with  and  without  the  charge. 

Personnel  Planning.  I  cite  the  above  example  of  a  seemingly  minor  aspect 
of  management  planning  so  as  to  highlight  the  importance  of  personnel 
planning  as  related  to  all  other  management  planning.  The  morale  of 
subsidiary  management  is  certainly  an  important  personnel  concern. 
Companies  are  people  first  and  plans  second.  And  if  management  of 
people  is  not  properly  planned,  then  the  planning  in  all  other  parts  of  the 
business-money,  materials,  methods,  and  machinery-will  avail  very  little 
when  the  results  are  finally  totaled  on  the  balance  sheet.  Management 
planning  includes,  above  all  things,  the  proper  planning  of  the  use  of 
the  company's  most  valuable  asset,  its  personnel.  Preserving  the  initiative 
and  imagination  existing  in  the  subsidiary  organization  was  a  paramount 
objective  of  AMF's  planning.  Another  objective  was  centralized  policy 
and  financial  control  coordinated  with  the  benefits  of  decentralized  oper- 
ation and  decentralized  profit-and-loss  responsibility.  AMF  succeeded  to 
a  large  extent,  I  believe,  in  attaining  both  of  these  objectives. 

Marginal  Operations.  Not  all  of  AMF's  acquisitions  came  off  successfully. 
It  would  have  been  too  much  to  expect  that  every  move  toward  expansion, 
during  the  company's  period  of  rapid  growth,  would  turn  out  for  the 
best.  All  companies  have  both  high-  and  low-profit  activities,  and  when 
their  capital  is  not  fully  employed,  they  tolerate  the  marginal  operations 
so  long  as  they  contribute  some  net  profit  for  the  stockholders. 

However,  when  borrowing  capacity  is  being  strained  to  the  limit  and 
the  most  profitable  operation  is  expanding  at  an  accelerated  rate,  the 
only  way  to  raise  more  capital  is  by  the  sale  of  common  stock.  This  move 
the  company  wished  to  postpone  as  long  as  possible.  Under  these  con- 
ditions, marginal  operations  could  no  longer  be  tolerated.  They  were  a 
source  of  money  from  which  cash  could  be  extracted  internally,  instead 
of  resorting  to  the  sale  of  stock.  AMF  reached  this  point  in  1957  and 
hence  sold,  liquidated,  or  realigned  six  marginal  companies  and  divisions, 
using  the  cash  so  obtained  to  finance  more  profitable  operations. 

Financing  the  Pinspotter 

The  marked  increase  in  AMF's  total  sales  and  rental  income— from  $29 
million  in  1947  to  $284  million  in  1959-was  not  the  only  result  of  the 
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company's  planned  expansion  program.  It  provided  also  an  increase  and 
a  stability  in  the  company's  earnings  which  previously  did  not  exist;  and 
it  provided  AMF  with  a  base  of  assets  and  earnings  sufficient  to  justify 
the  large  amount  of  borrowing  necessary  to  finance  the  pinspotter. 

The  company  believed  from  the  beginning  that  the  pinspotter  would 
be  a  big  thing,  and  as  the  machines  were  to  be  leased  rather  than  sold,  it 
was  obvious  that  the  investment  requirements  would  be  enormous  for  a 
company  of  AMF's  size. 

It  was  decided  early  in  the  game  that  one  of  the  key  requirements  was 
to  finance  the  production  program  through  debt  as  much  as  possible,  so  as 
to  preserve  for  the  present  stockholders  the  higher  earnings  that  would 
result  from  a  successful  development. 

It  will  be  noted  that  a  plan  was  being  mapped  out  to  finance  produc- 
tion long  before  the  development  program  was  completed.  There  cer- 
tainly was  no  point  in  spending  millions  to  develop  a  new  product  if 
the  company  was  unable,  or  unwilling,  to  raise  the  necessary  funds  to 
produce  and  market  the  product.  Moreover,  the  board  of  directors  would 
not  have  approved  the  large  expenditure  necessary  to  complete  the  de- 
velopment if  there  had  not  been  available  a  practical  financing  program 
for  the  production  and  installation  of  the  machines. 

Having  evolved  a  plan  that  would  provide  a  basis  for  borro^ving,  the 
company  next  had  to  decide  the  nature  of  the  borrowing. 

The  pinspotters  are  leased,  not  sold.  When  installing  rental  machinery 
in  a  new  field,  the  investment  in  the  rented  machinery  follows  a  certain 
pattern.  You  start  by  installing  a  few  machines,  and  then  installations 
grow  at  an  accelerated  rate  as  the  product  is  accepted  by  the  market. 
Finally,  when  the  market  saturation  point  is  reached,  the  number  of 
new  machines  installed  each  year  falls  off,  and  finally  levels  off  at  a 
volume  sufficient  to  provide  for  replacements  and  the  normal  gro^N'th  of 
the  industry  itself. 

The  rental  income  increases  each  year  as  new  machines  are  put  out  on 
lease,  but  instead  of  falling  off  when  the  saturation  point  is  reached  and 
the  cash  requirement  for  new  machine  installations  falls  off,  it  continues 
to  increase,  but  increases  at  a  slower  rate.  The  rental  income  thereafter 
will  decline  only  if  new  machine  installations  do  not  keep  up  with  lease 
expirations. 

This  means  that  in  the  early  build-up  period  the  cash  requirement  for 
investment  in  new  machines  greatly  exceeds  the  revenue  from  the  ma- 
chines, but  a  turning  point  is  ultimately  reached  after  which  the  cash 
from  rental  income  is  more  than  sufficient  to  pay  for  each  year's  ne^s' 
machine  installations.  It  is  in  this  period  that  the  loans  to  finance  the 
build-up  can  be  paid  off. 

This  pattern  calls  for  a  rapid  build-up  of  debt  until  the  turnnig  ponit 
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is  reached,  and  then  a  payout  over  ten  to  fifteen  years;  in  other  words, 
short-term-debt  bank  funds  initially,  institutional  money  later. 

The  company  established  an  initial  $15  million,  five-year  revolving 
credit  with  a  group  of  banks.  As  the  program  grew,  the  amount  of  the 
credit  was  increased  to  $30  million,  then  $40  million,  then  $60  million. 
Then,  when  in  1957  we  at  last  reached  the  turning  point  and  revenues 
exceeded  expenditures,  the  five-year  pinspotter  loan  was  refinanced  with  a 
fifteen-year  note  issue. 

The  pinspotter  program  is  now  behind  us,  and  no  longer  is  every  major 
corporate  decision  influenced  by  its  effect  on  our  ability  to  carry  out  the 
pinspotter  program.  Instead,  we  can  now  count  on  a  steady  and  substan- 
tial flow  of  cash  for  many  years  to  come. 

'  r  '"■' 

THE  PLANNING  DIVISION 

Thus  far  I  have  described  action  as  a  result  of  planning,  with  examples 
of  planning  failures  and  successes.  But  what  of  the  planning  function 
itself?  How  does  a  company  organize  for  planning,  and  what  are  the 
touchstones  of  successful  planning? 

The  emphasis  which  AMF  places  upon  planning  is  evident  from  the 
status  of  the  planning  division  as  a  separate  corporate  staff  group  under 
the  direction  of  a  vice  president  who  is  responsible  for  (1)  long-range 
corporate  planning  and  the  related  organizational  planning,  (2)  acquisi- 
tions and  mergers,  (3)  sale  of  corporate  properties,  (4)  product  and  market 
analysis,  and  (5)  corporate  advertising  and  special  project  studies  and 
services.  The  vice-president-planning  directs  a  staff  of  about  thirty  people 
in  full-time  management  planning. 

I  emphasize  the  word  "full-time"  because  I  want  to  stress  the  importance 
of  differentiating  between  management  planning  and  administration. 
There  is,  of  course,  a  certain  amount  of  planning  of  a  short-term,  or 
tactical,  nature  in  all  administration.  But  in  business,  as  in  military  opera- 
tions, there  are  essential  differences  between  tactics,  pertaining  to  the 
immediate  and  local  situation,  and  strategy,  pertaining  to  the  longer- 
term  situation.  Management  planning,  to  be  worthy  of  the  name,  should 
reach  into  the  future— in  concept,  imagination,  and  strategy.  In  fact,  its 
essence  is  entrepreneurial  strategy. 

Planning-division  Functions 

To  perform  its  functions  properly  and  realistically,  the  planning  divi- 
sion must  start  with  the  present.  At  AMF  it  maintains  a  scheduled  orderly 
review  of  all  operations  to  detect  strengths  and  incipient  weaknesses.  The 
usual  criteria  for  determining  performance  concern  sales  growth,  profit 
margins,  and  rate  of  asset  turnover.  In  general,  optimum  performance  in- 
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dicates  a  growth  in  sales,  stable  or  increasing  profit  margins,  and  stable 
or  increasing  rate  of  turnover. 

The  current  performance  of  AMF  and  its  business  units  is  evaluated 
in  the  light  of  the  planning  division's  independent  analytical  studies  of 
long-term  trends  of  the  economy  as  a  whole  and  the  various  industrial 
groups  in  which  AMF  has  an  interest.  Important  confirmatory  informa- 
tion can  be  gleaned  from  a  study  of  the  results  being  achieved  bv  im- 
portant competitors. 

These  investigations  and  analyses,  coupled  with  the  intuition  and  judg- 
ment of  the  key  management  personnel  of  the  whole  of  AMF  in  regard 
to  the  implications  of  the  present  and  their  estimate  of  the  future,  lead 
to  major  decisions  or  plarming  action  for  the  disposition  of  certain  prop- 
erties, contraction  in  present  areas  of  activity,  or  expansion  in  anticipated 
growth  fields. 

Each  business  unit  submits  annually  to  the  planning  division  a  five- 
year  plan  of  action  which  sets  forth,  by  year,  the  goals  of  that  particular 
unit  with  the  major  actions  proposed  to  be  taken  to  achieve  its  goals.  To 
provide  continuity,  the  results  of  the  previous  five  years'  performance  are 
also  submitted.  The  following  is  an  outline  of  the  more  important  data 
and  information  presented: 

Present  major  product  lines  and  the  sales  volume  in  each 
Total  industry  volume  and  evaluation  of  important  competitors 
Proposed  new  major  product  lines 
Projected  unit  performance  to  include: 

Net  revenues 

Pre-tax  profits 

Assets  employed 

Profit  margins 

Asset  turnover  rates 

Return  on  assets 

Cash  flow 
Evaluation  of  projected  unit  performance  to  include: 

Cost  of  materials  in  products 

Direct  labor  costs 

Organization  and  staffing 

Trends  within  the  industry 

Technological  changes  affecting  products 

Market  penetration 
Unit  cash  requirements  for: 

Research  and  development 

Machinery  and  equipment 

Buildings 
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Other  unit  requirements  for: 
Personnel  and  training 
Market  research 
Advertising 
Product  line  acquisitions  - 

The  individual  business  group's  or  unit's  reports  of  their  projected 
performance  and  plans  are  received  by  the  planning  division  late  in  the 
year,  but  prior  to  the  submission  to  the  executive  office  and  the  company 
controller  of  the  detailed  operating  budget  for  the  following  year.  The 
individual  plans  are  carefully  analyzed  and  consolidated  into  an  over-all 
company  projection  and  plan  of  action. 

In  general,  the  corporate  plan  of  action  consists  of  the  individual  unit 
plans,  modified  as  necessary  not  only  by  the  introduction  of  corporate 
priorities  and  goals,  but  also  by  the  introduction  of  those  programs  con- 
ceived at  the  corporate  level  (usually  in  the  areas  of  major  new  product- 
development  programs  and  corporate  acquisitions). 

The  corporate  plan  of  action  is  then  presented  to  the  company's 
long-range  planning  committee,  which,  including  the  members  of  the 
executive  office  of  the  company,  decides  on  the  major  aspects  of  the  over- 
all plan  presented.  The  long-range  planning  committee  includes  the  views 
of  objective  and  experienced  outside  advisers. 

Such  intensive  and  constructive  reporting  and  analysis  permits  top 
management  to  review  the  detailed  operating  budget  for  the  succeeding 
year  in  the  light  of  the  longer-term  future  as  well  as  the  historical  data. 
It  is  here,  then,  that  it  is  assured  that  near-term  actions  or  tactics  are 
consistent  with  the  opportunities  being  established  for  the  future.  By 
emphasis  on  planning  at  all  important  levels  of  management,  the  corol- 
lary benefit  of  an  improved  ability  to  gather  the  proper  and  needed  "in- 
telligence" for  sound  and  aggressive  daily  action  is  also  attained.  In- 
stinctive views  for  action  and  timing  are  very  much  a  part  of  the  total 
process. 

The  close  relationship  of  the  reasoning  and  justifications  supporting 
corporate  acquisition  actions  is  the  basis  for  including  this  responsibility 
in  the  planning  division.  This  division,  which  also  has  the  functions  of 
product  and  market  analysis  and  a  major  role  in  the  formulation  of  over- 
all company  goals,  is  in  a  strategic  position  to  evaluate  the  financial  facts 
concerning  a  potential  acquisition-whether  it  be  a  product  or  a  company 
—the  market  outlook,  distribution,  technological  assets,  and  other  related 
matters.  Where  specialized  professional  assistance  is  needed,  it  can  call 
upon  other  elements  of  AMF  for  this  service. 

The  same  reasoning  applies  to  the  assignment  of  corporate  advertising 
responsibility  to  the  planning  division.  The  integration  of  all  the  factors 
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^vhich  lead  to  a  successful  corporate  or  institutional  advertising  program 
or  promotion  can  be  performed  effectively  by  this  division  in  view  of  its 
major  role  and  knowledge  in  related  areas. 

Instinct  Is  Still  Needed 

It  must  not  be  inferred  tfiat  the  smooth  functioning  of  a  planning 
division  places  management  planning  upon  an  assembly  line  and  permits 
everyone  in  management  except  those  in  the  planning  division  to  confine 
his  efforts  solely  to  administration.  Nor  does  the  formalization  of  man- 
agement planning  into  the  regular  procedures  and  manuals  of  a  planning 
division  in  any  way  restrict  opportunity  for  the  free-wheeling  man  of 
imagination  who  has  the  knack  of  creating  new  management  ideas,  ne^v 
products,  new  methods,  and  new  markets.  American  industry  can  still  use 
the  "uncommon  man."  It  can  still  benefit  by  the  type  of  leadership  once 
associated  with  the  old-time  "captains  of  industry." 

If  some  of  the  old  captains  of  industry  lacked  an  elaborate  lexicon  for 
"management  planning"  in  the  old  days,  they  more  than  made  up  for  it 
in  the  indefatigable  pursuit  of  their  own  profit.  They  knew  everv  inch 
and  cranny  of  their  businesses,  and  in  many  cases  they  personally  knew 
every  workman  in  their  shops.  The  size  and  complexity  of  modern  indus- 
try prevent  any  such  approach  to  business  planning  today.  But  the  need 
for  facts  on  which  to  base  plans  is  still  a  basic  principle  of  management- 
planning  success— and  it  will  never  change.  There  is  an  unfortunate 
tendency  today  to  replace  deeds  with  words.  The  Andrew  Carnegies  and 
Henry  Fords  and  Walter  Chryslers  perhaps  never  talked  much  about 
"setting  up  goals  for  development"  or  "programming  of  products  and 
services"  or  "programming  of  other  functions"  or  "carrying  out  these 
programs"  or  "planning  the  process  of  decision  making."  They  would 
have  wondered  what  was  meant  by  such  effusive  language.  They  would 
simply  have  measured  their  task  by  finding  out  what  would  sell,  making 
it  so  it  would  sell,  and  operating  so  they  could  make  a  profit.  Of  course, 
their  task  was  simplified  by  the  fact  that  the  government  did  not  tax 
away  52  cents  out  of  every  dollar  they  earned.  Nor  were  the  problems  of 
research  and  development,  the  complexities  of  technology,  and  the  ex- 
tensiveness  of  competition  as  great  as  they  are  today. 

Nevertheless,  today's  exhaustive  procedures  for  finding  the  facts  and  for 
analysis  and  forecasting  of  trends  do  not  always  produce  solutions  or 
plans  whose  perfection  can  be  assumed.  Not  all  the  failures  of  planning 
are  negative  failures.  Many  times  they  are  failures  of  omission  as  ^vell  as 
commission.  A  good  example  of  this  truth  lies  in  AMF's  experience  ^s'ith 
its  acquisition  of  DeWalt,  Incorporated. 

This  company  made  a  small  radial  arm  sa^v  ^vhich  had  been  marketed 
to    mill    supply    houses,    woodworking   machinery    dealers,    contractors' 
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equipment  suppliers,  and  lumberyards.  It  sold  for  more  than  $300.  Not 
long  before  AMF  became  interested  in  the  company,  DeWalt  had  com- 
missioned an  exhaustive  market  survey  and  product  evaluation  to  be 
made  by  a  nationally  known  firm  of  management  consultants.  DeWalt 
had  been  considering  the  possibility  of  selling  its  saw  to  the  home-work- 
shop market. 

The  management  consultants  reported,  relative  to  the  home-workshop 
market,  that  "over  the  long  run  any  tool  that  costs  more  than  $100  had 
little  chance  for  success."  They  recommended  that  DeWalt  regard  the 
home  workshop  as  a  secondary  market  until  it  could  "overcome  the  price 
barrier." 

AMF's  management,  weighing  and  then  giving  a  different  dimension 
to  the  admittedly  factual  research  of  the  management  consultants,  put 
an  "instinctive"  finger  to  the  commercial  wind  and  came  up  with  a 
different  conclusion.  AMF— through  "instinct,"  feel  of  the  market,  or 
call  it  what  you  will— decided  that  America's  home  workshoppers  would 
pay  more  than  $100  for  such  a  saw  if  it  were  aggressively  sold.  Today 
DeWalt  is  one  of  AMF's  busiest  and  most  profitable  divisions.  In  this 
case,  the  management  consultants  had  the  research  and  the  plan  which 
said  "No."  But  AMF  had  the  people  who  said  "Yes."  Which  brings  me 
back  to  the  fundamental  element  in  all  good  management  planning— 
people. 


THE  NEED  FOR  PEOPLE 

The  importance  of  people  in  planning  cannot  be  overstated.  We  fre- 
quently hear  of  the  term  "product  mix"  in  reference  to  various  lines  of 
goods  sold  by  a  firm.  But  we  seldom  hear  of  the  term  "manpower  mix"— 
yet  the  manpower  mix  is  even  more  important  than  the  product  mix. 
The  success  of  the  product  and  profit  mix  depends  upon  it. 

This  was  brought  home  to  me  sharply  one  day  when  a  friend  of  mine, 
describing  conditions  in  his  own  company,  said,  "We  spend  more  time 
at  our  board  meetings  talking  about  our  financial  and  capital  facilities 
programs  than  we  ever  do  about  our  human  capital  requirements.  I 
wonder  how  much  farther  we  would  get  if  we  devoted  as  much  time  to 
our  manpower  assets  as  we  do  to  our  dollar  and  machine  assets." 

We  consider  engineering  and  research  to  be  the  heart  of  our  future 
success.  Yet  increased  budgets  alone  will  not  achieve  results;  it  is  the 
caliber  of  our  technical  personnel,  the  incentives  and  motivation  we 
provide  them,  and  the  mix  of  skills  we  engage  to  meet  the  competition 
of  business  and  the  needs  of  our  population  ten,  twenty,  and  fifty  years 
down  the  road  of  the  future.  This  is  one  of  our  most  serious  challenges 
in  planning— the  planning  of  our  people.  It  is  a  problem  for  all  American 
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industry,  especially  at  this  time  when  our  system  is  being  challenged 
economically,  politically,  and  militarily  by  the  communist-dominated 
countries. 

THE  PLANNING  AUDIT 

Sound  management  planning  is  not  assured  unless  it  is  supplemented 
with  what  we  call  the  "planning  audit."  In  a  rapidly  expanding  company, 
with  many  new  and  ambitious  divisions,  new  "plans"  are  likely  to 
spring  up  quite  frequently.  Each  division  wants  to  use  capital  to  realize 
its  plans. 

As  an  example  of  the  planning  audit,  we  have  developed  a  method 
to  assess  requests  for  capital  and  to  audit  the  use  of  capital  if  it  is  made 
available.  Capital  expenditure  programs  must  be  approved  by  the  board 
of  directors  of  each  subsidiary  concerned.  Every  request  for  major  capital 
expenditures  must  be  accompanied  by  a  justification  based  on  the  cost 
of  operating  with  the  new  equipment  as  compared  with  the  old  equip- 
ment. Unless  the  calculation  shows  a  decided  advantage  in  favor  of  the 
new  equipment,  the  purchase  is  disapproved  or  deferred. 

In  every  case  where  the  purchase  is  approved,  there  must  be  a  subse- 
quent make-good  report,  showing  how  actual  experience  ^vith  the  new 
equipment  compares  with  the  calculation  on  which  the  appropriation  was 
approved.  It  is  noteworthy  that  this  simple  analysis,  coupled  ^vith  the 
established  procedure  of  the  planning  audit,  induces  realistic  thinking 
in  the  early  consideration  of  capital  expenditure  proposals. 

Thus  auditing  of  plans  and  specific  programs,  such  as  sales,  is  just 
as  important  as  measuring  sales  against  quotas  or  auditing  the  books  of 
account.  And  speaking  of  accounting,  this  management  service-and  its 
importance-must  not  be  overlooked.  As  any  company  grows,  the  volimie 
of  fiscal  data  to  be  recorded  and  analyzed  creates  complexity  and  out- 
grows manual  methods.  The  old  hand  methods  may  suffice  for  a  companv 
under  one-man  control,  with  sales  of  several  million  dollars  a  year. 
Beyond  this,  however,  a  more  elaborate  system  is  required.  As  sales  mount 
higher,  automatic  tabulating  and  computing  systems  become  a  necessitv. 
AMF's  accounting  practice  is  flexible,  depending  upon  the  varied 
requirements  of  our  groups,  units,  and  subsidiaries.  In  some  cases  it  has 
been  preferable  to  continue  the  use  of  manual  accounting  procedures. 
In  others,  machine  equipment  has  been  required.  In  each  case,  however, 
the  standardization  of  reports  and  procedures  is  emphasized. 

THE  PROMISE  OF  THE  FUTURE 

One  final  word  to  the  talented  young  business  student  whose  natural 
flair  for  entrepreneurial  success  makes  him  impatient  with  some  of  the 
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hard  digging  for  facts  and  the  long  statistical  computations  that  must 
be  made  in  the  process  of  planning.  If  he  is  inclined  to  think  that 
management  planning  takes  "all  the  romance"  out  of  business,  if  he  is 
inclined  to  feel  that  we  have  turned  an  exciting,  pulsing  adventure  into 
a  prosaic  business  of  slide-rule  pushing  behind  a  desk,  let  me  assure 
him  he  need  have  no  fear. 

The  marvelous  and  time-reduced  frontiers  opening  up  for  creative 
business  management  planning  in  the  years  ahead  dwarf  the  imagination. 
The  possibilities  in  mechanization  are  only  beginning  to  open  up  a 
whole  new  world  of  service  to  the  nation.  And  the  potentials  of  nuclear 
and  other  energies— as  yet  not  even  dimly  realized— make  the  business  of 
management  and  management  planning  one  of  the  most  exciting  ad- 
ventures in  the  whole  business  world.  Our  world  will  never  become  so 
mechanized  or  our  lives  so  ruled  by  science— or  our  management  so 
organized  by  procedures  and  "policies"— that  the  creative  individual, 
from  the  inspiration  arising  within  his  imagination  and  his  rare  arts  of 
persuasion,  cannot  find  his  happy  place  of  high  and  profit-making  achieve- 
ment in  the  thrilling  story  of  American  industry. 


'^ 
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CHAPTER    1  1 

Deciding 


Nearly  everyone  in  a  top-management  ^  position  recognizes  the  intense 
and  continuing  opportimity,  need,  and  pressure  to  make  decisions. 

The  sheer  volume  of  important  yet  diverse  matters  that  require  decid- 
ing can  be  so  overwhelming  that  some  men  are  driven  beyond  reasonable 

1  Note— "Top  Management"  is  a  frcquenLly  used  phrase,  and  yet  the  frequency  of 
its  use,  with  so  many  different  meanings,  seems  to  have  created  considerable  aml)iguity. 
For  instance,  it  has  been  used  variously  to  refer  to  people: 

All  of  the  "officers"  of  a  corporation 
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limits  of  endurance.  Others  find  themselves  spending  all  their  time  and 
attention  deciding  on  relatively  less  important  matters  of  the  moment, 
while  completely  neglecting  more  important  long-range  considerations. 
Still  others  find  that  for  lack  of  time  to  obtain  and  consider  needed 
and  relevant  information,  important  matters  are  left  undecided,  with 
consequent  deterioration  of  morale  and  loss  of  operating  efficiency.  Fre- 
quently, to  avoid  the  dire  consequences  of  indecision,  important  decisions 
are  made  with  inadequate  consideration  of  the  information  that  is  avail- 
able, with  the  consequent  risk  that  many  of  them  will  be  bad  decisions. 

Moreover,  lack  of  a  decision  often  results  in  merely  continuing  past 
practices,  thus  possibly  missing  opportunities  for  progress  and  an  im- 
proved competitive  position. 

"Deciding"  can  thus  be  a  crucial  bottleneck,  especially  in  the  work  of 
the  managers  at  middle  and  higher  levels  in  the  organization  structure  of 
a  large  corporation.  Whatever  ways  can  be  found,  therefore,  to  enable 
managers  to  devote  the  needed  time  and  attention  to  the  decisions  that 
are  most  significant  to  both  the  short-  and  long-range  future  of  the 
business,  to  seeking  and  obtaining  needed  information,  and  to  the 
development  and  consideration  of  a  range  of  worthwhile  alternatives  are 
of  vital  concern. 

Many  experienced  and  thoughtful  presidents,  general  managers,  and 
other  higher-level  managers  have  come  to  realize  that  the  quality  of  de- 
cision making  would  be  vastly  improved  if  most  managers— particularly 
higher-level  managers   themselves— would  make  far  fewer  decisions,  re- 

The  "owner/operator"  of  a  gasoline  station 

Policy-making  "senior"  officers  in  the  Department  of  Defense 

The  otherwise  unidentified  "group"  who  "really  run"  any  business 

Whoever  it  is  at  the  "top"  who  make  up  the  opposite  of  "labor,"  etc. 
It  has  also  been  used  variously  to  mean: 

A  body  of  knowledge  needed  and  used  by  one  or  more  of  the  above 

Techniques  or  methods  used  by  higher-level  "managers" 

The  "art  of  entrepreneurship,"  or 

The  "profession"  that  has  succeeded  it  in  today's  publicly  owned  corporation,  etc. 

Widespread  apparent  acceptability  of  the  term  "Top  Management"  may  be  in  part 
due  to  this  very  ambiguity.  There  is  so77ie — but  often  diverse — meaning  in  it  for  every- 
one; yet  this  tends  to  limit  its  usefulness  for  serious  discussion  where  both  precision 
and  consistency  are  needed.  Faced  with  this  problem,  two  alternatives  are  available: 

The  term  can  be  defined  precisely  in  some  one  sense  that  is  used  consistently  in  the 
text 

The  term  can  be  avoided,  in  favor  of  other  words  more  definitive  of  exactlv  who  or 
what  is  being  discussed  in  each  instance 

Since  the  first  alternative  may  still  lead  to  later  different  interpretations  of  the 
Avords  that  different  readers  believe  they  "know"  so  well,  the  latter  choice  has  been 
made,  for  this  chapter. 


DECIDING  2^^ 

serving  more  time  and  a  better  atmosphere  for  unhurried  contemplation, 
and  consequently  for  more  deeply  decisive  treatment  of  matters  rightly 
and  legitimately  left  to  ^//e/'r  judgment. 

The  key  to  better  "deciding"  is  thus  to  decentralize  as  much  responsi- 
bility as  is  feasible  so  as  to  have  to  make  fewer  decisions,  but  to  concen- 
trate on,  and  bring  greater  competence  and  better  information  to,  the 
more  important  ones  that  thus  remain  to  be  made.  This  chapter  accord- 
ingly outlines  both  the  process  of  "deciding"  and  also  a  philosophy  of 
managing  and  organizing  through  which  competent  "deciding"  can  be 
done  throughout  the  organization. 

The  broad  subject  of  "deciding"  is  covered  in  five  parts: 

What  Is  Deciding?  The  relationship  of  "deciding"  to  freedom,  creativ- 
ity, responsibility,  information,  and  values. 

Organization  as  a  Decision-making  Structure.  Criteria  for  selecting,  in 
an  organization  structure,  where  specific  decisions  can  best  be  made;  and 
the  need  for  decentralization  of  decision  making,  especially  in  an  environ- 
ment of  increasing  complexity,  characteristic  of  a  time  of  accelerating 
change. 

Assuring  Responsible  Decision  Making  throughout  the  Entire  Structure. 
The  need  for  managing  by  objectives  and  for  sensing,  understanding, 
and  communicating  the  common  interests  and  common  purposes  which 
bring  people  together  in  organized  work  relationships. 

Use  of  New  Machines  and  Techniques  for  Processing  Information.  The 
use  of  new  data-processing  and  computing  machines  as  well  as  "scientific- 
management"  techniques,  and  how  all  these  fit  into  the  decentralized  de- 
cision-making structure. 

Neiu  Order  of  Deciding.  The  need  for  and  the  challenges  of  a  new 
order  of  "deciding,"  especially  by  those  in  positions  at  higher  levels  in  the 
organization  structure,  w^ith  the  appropriate  application  of  decentralized 
decision  making  and  concomitant  decentralization  of  information. 

WHAT  IS  DECIDING? 

"Deciding"  involves  bringing  to  a  resolution,  making  a  specific  determi- 
nation to  achieve  a  result,  and  then  at  least  defining  some  of  the  limita- 
tions on  how  to  achieve  that  result.  "Deciding"  thus  is  related  to  the 
future.  It  involves  making  a  choice  and  selecting  from  among  alternative 
possibilities. 

"Deciding,"  therefore,  implies  freedom— h^^dom.  to  choose  from  among 
alternatives  without  externally  imposed  coercion,  and  freedom  to  con- 
ceive alternatives  from  which  to  choose. 

Freedom   to   decide   is   not   unlimited,   however.   Decisions   are  made 
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within   boundaries   set   up   by   many   constraints,   including   the   follow- 
ing: 

Prevailing  and  unalterable  features  of  the  total  social,  political,  eco- 
nomic, and  technological  environment 
The  individual's  interpretation  of  the  legal,  moral,  ethical,  and  reli- 
gious limits  to  possible  courses  of  action 
The  totality  of  the  "culture"  that  has  been  "inherited"  and  "learned" 
by  the  individual,  at  least  to  the  extent  that  he  cannot  perceive  that 
many  possible  courses  of  action  are  unavailable  to  him  as  a  result 
of  his  subconscious  interpretation  of  "custom" 
Both  decision  making  and  freedom  involve  more  than  choice  alone. 
Making  choices   presupposes  alternatives,  from  among  which  a  choice 
can  be  made.  It  is  essentially  judicial,  a  matter  of  judging  the  merits  of 
specific  alternatives  (that  is,  becoming  aware  of  and  weighing  the  similari- 
ties and  differences  among  them)  and  choosing  a  specific  alternative  on 
the  basis  of  these  merits. 

Decision  making  has  a  creative  aspect  as  well  as  a  judicial  aspect.  The 
visualization  of  possible  alternatives  is  as  much  a  part  of  this  over-all 
process  of  deciding  as  is  the  actual  "choosing."  Highly  creative  human 
imagination  in  visualizing  alternatives  may,  in  fact,  be  as  significant  as 
the  judicial  wisdom  used  in  choosing  from  among  them  once  the  alter- 
natives have  been  visualized.  Many  a  manager  in  business,  competent 
at  choosing  from  among  some  alternatives,  has  been  left  behind  by  a 
competitor  who  had  the  creative  imagination  to  consider  ?nore,  different, 
and  better  alternatives. 

The  creative  aspect  of  deciding  is  also  closely  related  to  freedom.  It 
involves  the  freedom  to  consider  possibilities  beyond  the  confines  of 
tradition,  established  practice,  or  a  narrow  channel  dictated  by  someone 
else's  assumptions  about  where  promising  alternatives  may  be  found. 
It  involves  the  freedom  to  perform  rather  than  to  conform.  Many  ob- 
servers have  noted  that  human  creativity  thrives  best  in  a  climate  of 
freedom,  including  freedom  from  the  social  pressure  of  conforming 
blindly  or  unreasoningly  to  the  "expectations  of  the  group." 

With  the  creative  aspect  of  "deciding"  functioning  well,  and  ample 
imaginative  and  good  alternatives  from  which  to  choose,  the  judicial 
aspect  then  needs  to  be  considered.  How  is  the  final  choice  made? 

The  judicial  aspect  of  "deciding"  involves  a  keen  balancing  of  values  in 
light  of  the  facts  and  information  available  and  in  light  of  the  likely 
impacts  and  consequences  of  pursuing  each  of  the  alternatives. 

"Deciding"  is  thus  a  matter  of  value  judgment  and  of. wisdom.  The 
quality  of  value  judgments  will  be  improved  to  the  extent  that  they  are 
influenced  by  factual  rather  than  erroneous  or  inaccurate  information, 
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and  by  a  genuine  understanding  of  the  possible  chains  of  cause  and 
effect  that  form  the  basis  of  estimating  the  likely  impacts  and  conse- 
quences. 

Effective  "deciding"  is  thus  dependent  on: 

The  availability,  accuracy,  organization,  and  use  of  relevant  informa- 
tion 

The  predictive  value  of  the  principles  used  to  estimate  possible  impacts 
and  consequences 

The  degree  of  commitment  involved 

Since  the  judgments  used  in  "deciding"  are  value  judgments,  effective 
"deciding"  also  requires  a  well-developed  sense  of  values.  This,  in  turn, 
needs  to  be  oriented  toward  the  objectives  of  the  particular  business  to 
assure  that  it  will  survive  competitively  and  remain  profitable.  As 
brought  out  later  in  this  chapter,  these  values  need  to  reflect  the  com- 
mon interests  and  common  purposes  that  bring  customers,  share  owners, 
employees,  suppliers,  and  the  general  public— including  government  as 
the  public's  representative— together  in  the  particular  relationships  that 
enable  the  business  to  survive  and  prosper.  They  are  thus  values  that 
reflect  the  "balanced  best  interests"  of  these  interrelated  groups. 

Effective  "deciding"  requires  a  balance  in  timing:  of  deliberate,  care- 
fully planned,  analytically  determined  judgments;  of  rapid,  decisive,  in- 
tuitive judgments;  and  of  wisdom  as  well  as  mechanics  in  perceiving  and 
evaluating  both  similarities  and  differences. 

When  Must  a  Decision  Be  Made? 

Many  situations  do  not  require  immediate  "decision,"  but  rather  re- 
.  quire  the  best  and  most  careful  consideration  of  available  information. 
When  such  matters  are  reviewed,  the  significant  "decision"  of  the  moment 
often  does  not  attempt  the  "final  answer,"  but  considers  whether  enough 
information  has  been  collected,  whether  it  has  been  arranged  in  a  form 
that  reveals  its  significance,  whether  sufficient  alternatives  are  being  con- 
sidered, or  whether  some  new  approach  should  be  tried  before  attempting 
to  reach  a  final  decision.  Frequently  the  only  "decision"  that  can  be  made 
is  to  seek  additional  information  or  to  study  the  matter  from  another  ap- 
proach. 

In  other  situations— continually  confronting  each  man  faced  with  busi- 
ness decisions— there  is  the  need  to  "get  on  with  the  job"  with  the  least 
practical  expenditure  of  company  resources.  Additional  information  costs 
time,  effort,  and  money.  If  the  probability  of  a  better  decision  does  not 
justify  such  costs,  and  if  the  immediate  need  for  some  decision  on  which 
to  proceed  outweighs  the  possibly  "better"  decisions  that  migJit  be 
reached  with  more  information,  the  most  satisfactory  course  of  action  may 
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be  to  make  the  best  decision  that  can  be  made  immediately  on  the  basis 
of  the  information  at  hand. 

Cost  and  risks  entailed  in  not  making  a  decision  need  to  be  weighed 
frequently  against  the  cost  and  risks  entailed  in  making  some  decision. 
The  balance  will  occur  differently  as  situations  differ.  Typically,  there 
will  be  a  blend— oi  highly  intuitive  decisions  made  rapidly  as  the  needs 
arise,  and  of  deliberate,  planned  step-by-step  analytical  and  judicial  de- 
cisions where  months,  or  even  longer,  are  spent  assembling  and  then  con- 
sidering the  pertinent  information  and  differing  viewpoints. 

Appropriate  balance  between  such  extremes,  including  selection  of 
matters  to  which  each  approach  applies,  is  itself  a  part  of  "deciding.'  It 
is  a  balance  best  resolved  when  each  individual  is  "on  top  of  his  job,'" 
rather  than  driven  by  it.  It  is  therefore  a  balance  that  can  better  be 
achieved— by  higher-level  managers  in  particular— if  the  mass  of  repetitive 
or  routine  decisions  of  lesser  consequence  can  be  cleared  away  to  give 
time  for  careful  consideration  of  the  broader,  longer-range,  strategic,  high- 
impact  decisions.  Such  decisions  properly  need  to  be  made  at  high  levels 
in  the  organization  structure  because  of  their  multifunctional  or  environ- 
mental complexity,  their  extensive  futurity  or  uncertainty,  and  their  rela- 
tive irreversibility,  once  made. 

Because  value  judgments  are  made  by  considering  the  likely  conse- 
quences of  alternative  courses  of  action,  there  is  a  responsibility  aspect  of 
"deciding."  A  person  is  responsible  when  he  is  capable  of  determining  his 
own  acts,  when  he  is  capable  of  being  deterred  by  consideration  of 
undesirable  consequences  or  inspired  by  consideration  of  desirable  conse- 
quences. Because  an  individual  needs  freedom  to  make  decisions,  he  also 
becomes  responsible  for  his  decisions.  Thus  the  freedom  referred  to 
earlier  is  not  license  to  do  as  he  pleases.  It  is  responsible  freedom— not 
"responsible"  in  some  vague,  impersonal  sense,  but  characterized  by  the 
responsibility  to  achieve  results,  personally  and  voluntarily  assumed.  As 
Clemenceau  put  it:  "Liberty  is  the  right  to  discipline  oneself  in  order 
not  to  be  disciplined  by  others." 

Thus  "deciding"  is  resolving,  or  achieving  a  specific  determination 
regarding  a  course  of  action.  It  implies  creative  visualization  of  alterna- 
tives and  exercising  a  choice  of  the  specific  alternative  that  is  most  likely 
to  achieve  desired  results,  giving  due  consideration  to  the  facts  and 
information  applicable  and  the  likely  consequences  and  values  associated 
with  these.  Exercising  a  choice  requires  freedom;  giving  consideration  to 
likely  consequences  implies  responsibility.  "Deciding"  thus  involves  the 
responsible  exercise  of  freedom. 

Deciding  Is  a  Human  Process 

These  considerations  emphasize  that  "deciding"  is  exclusively  human. 
It  is  human  choice,  human  freedom,  and  human  responsibility.  "Decid- 
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ing"  is  an  act  of  a  human  will,  of  that  power  of  a  human  mind  to  decide 
upon  and  direct  its  energies  to  carry  out  a  chosen  course  of  action;  and 
the  "mind"  is  itself  the  uniquely  human  set  of  consciousness,  contempla- 
tion, thought,  opinion,  and  feeling. 

The  human  "mind"  thus  embraces  feeling,  or  emotion,  as  well  as 
thought.  It  covers  more  than  intellect  or  reason  alone.  For  it  is  through 
the  total  capacity  of  the  mind— through  emotion,  opinion,  and  belief,  as 
well  as  intellect  and  reason— that  the  mind  has  the  uniquely  human 
capacity  for  value  judgments,  as  contrasted  with  simpler  number  judg- 
ments or  mere  magnitude  comparisons. 

Every  act  of  every  human  being  in  an  organization  can  be  considered 
the  result  of  a  decision— oi  an  operation,  either  conscious  or  reflex,  of 
an  individual's  mind.  To  the  extent  that  an  individual  is  deprived  of  the 
use  of  his  own  mind  and  his  own  judgment  within  the  area  of  his 
particular  competence,  he  has  been  dehumanized;  and  this  is  inconsistent 
vv^ith  the  respect  for  the  worth  and  dignity  of  every  individual  in  the 
enterprise  that  underlies  our  concepts  of  a  free  society  and  a  free- 
enterprise  business  system. 

"Deciding"  is  thus  a  uniquely  human  action  or  process.  In  the  sense 
that  the  term  is  being  used  in  this  chapter,  it  is  something  that  only 
human  beings  can  do.  It  is  furthermore  something  that  every  human 
being  can  do  within  his  own  area  of  competence  and  assigned— and 
voluntarily  accepted— responsibility.  Since  people  are  the  most  precious 
assets  of  a  business,  "deciding"  is  the  heart  of  the  uniquely  human  con- 
tribution that  every  individual  needs  to  make  to  the  fullest  if  this 
precious  asset  is  to  be  effectively  utilized. 

Summing  up,  then,  a  basic  definition  of  managerial  decision  making 
includes: 

Exercising  judg?nent  and  making  reasonable,  objective,  and  timely  de- 
cisions to  effectuate  managerial  work  and  progress 

Taking  reasonable  risks  confidently,  competitively,  courageously,  and 
on  oion  responsibility 

On  the  basis  of  facts  and  information  available,  choosing  wisely  from 
among  possible  alternatives,  as  responsibility  and  need  for  a  decision 
arise 

ORGANIZATION  AS  A  DECISION-MAKING  STRUCTURE 

Since  all  human  work  in  the  organization  involves  making  decisions 
in  a  designed  and  designated  area  of  competence  and  responsibility,  the 
organization  structure  can  itself  be  viewed  as  also  being  a  decision-making 
structure.  It  is,  in  this  sense,  the  guide  to  an  orderly  way  of  defining  the 
specific  kinds  of  decisions  that  are  the  responsibility  of  each  position 
in  the  organization. 


274  MANAGEMENT  BY  OBJECTIVES 

Such  a  decision-making  structure  can  be  understood  more  easily  by 
considering  two  propositions: 

Decisions  are  made  only  by  individuals,  not  by  groups. 
All  individuals,  rather  than  only  managers,  make  decisions  and  need 
to  do  so  responsibly. 

Decisions  Are  Made  by  Individuals,  Not  Groups 

The  first  of  these  propositions  is  particularly  timely  in  light  of  an 
apparent  movement  away  from  personal  to  so-called  "group"  responsi- 
bility. "Togetherness,"  "the  lonely  crowd,"  "other-directedness,"  and 
various  other  phrases  have  been  coined  to  describe  an  only  too  widespread 
drift  toward  conformity— a  kind  of  flight  from  "apartness"  even  to  a 
degree  where  truly  personal  creativeness  and  responsibility  are  sub- 
stantially abdicated. 

Our  free-enterprise  system  has  derived,  and  should  continue  to  derive. 
its  principal  success  from  individual  initiative.  It  depends  on  the  indi- 
vidual's willingness  to  take  risks  to  achieve  results  and  to  be  responsible 
for  and  accountable  for  those  results;  on  free,  competitive  markets;  and 
on  opportunity  for  individual  private  economic  gain— or  loss.  Continuing 
success  of  the  competitive  free-enterprise  system,  as  progress  in  technology 
and  corresponding  changes  which  increase  the  complexity  of  the  social 
structure  take  place,  will  depend  more  than  ever  on  our  ability  to  con- 
tinue to  tap  the  initiative,  creative  innovation,  and  responsible  exercise 
of  freedom  of  individuals. 

The  spirit  and  progress  of  our  American  heritage  have  been  based  on 
the  desire  of  individuals  to  perform  rather  than  to  conform.  It  is  per- 
formance, not  conformity,  that  leads  to  leadership  and  progress  as  against 
copying  or  stagnation. 

If  decision  making  is,  as  stated  earlier,  responsible  exercise  of  freedom. 
what  is  a  "group  decision"?  Who  is  responsible?  Who  is  free?  ^Vho  is 
coerced  by  "group  pressure"?  Who  is  accountable?  Doesn't  the  "group.'" 
in  fact,  provide  a  much  too  convenient  refuge  for  each  individual  to 
"duck"  his  personal  responsibility  for  facing  up  squarely  to  tough  de- 
cisions? 

In  the  final  analysis,  isn't  every  decision  by  a  "group"  really  a  decision 
by  one  or  more  individuals  in  it?  And  if  it  isn't  also  a  decision  of  each 
of  the  other  individuals  in  the  group,  have  these  others  made  their 
own  decisions  and  stood  up  for  them  and  been  outvoted?  Or  have  thev 
abdicated  personal  responsibility  in  response  to  "pressure"  from  the 
group? 

Representative  democratic  government  at  its  best  is  not  group  action 
in  the  sense  that  individual  voters  or  representatives  are  submerged  in  a 
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"group."  Each  is  acting  on  his  own  initiative,  making  his  own  decisions, 
for  which  he  is  personally  responsible  and  accountable.  The  results  of  an 
election  or  the  actions  of  a  legislative  body  represent  the  aggregate  of 
many  individual  decisions  for  which  specific  individuals  are  responsible. 
The  even  more  "democratic"  action  of  a  free,  competitive  market  (more 
democratic  because  of  the  far  more  numerous  opportunities  of  each 
individual  to  "vote"  by  buying  or  not  buying,  selling  or  not  selling, 
choosing  one  product  or  opportunity  in  preference  to  others)  similarly 
represents  the  aggregate  of  many  individual  decisions  in  which  each  is 
free  to  choose  responsibly  according  to  his  own  preferences. 

Business  that  operates  within  the  checks  and  balances  of  free  markets 
is  thereby  already  governed  by  this  "more  democratic"  choice  of  the 
individuals  affected.  Business  responsibilities  thus  can  best  be  assigned 
directly  to  competent  individuals  who  are  themselves  responsible  for 
seeing  that  their  decisions  integrate  the  viewpoints  of  such  others  as  are 
appropriate.  Business  decisions,  therefore,  do  not  ordinarily  (outside  of 
legal  actions  of  the  board  of  directors)  require  the  mechanics  of  "voting" 
to  achieve  an  aggregate  expression  of  many  individuals.  Each  decision 
area-and  so,  finally,  each  decision-can  be  specifically  defined  as  the 
responsibility  of  a  specific  position.  The  incumbent  of  this  position  is 
personally  and  individually  responsible  and  accountable  for  the  re- 
sults and  the  consequences  of  the  decisions  so  designated  as  his  respon- 
sibility. 

To  the  extent  that  each  needed  kind  of  decision  in  a  business  organi- 
zation has  thus  been  clearly  visualized  and  designated  to  fall  in  the 
scope  of  a  specific  position,  and  to  the  extent  that  this  assignment  is 
known  both  by  the  individual  in  that  position  and  also  by  others  affected 
by  the  decision,  then  an  organization  structure  also  serves  as  a  clearly 
understood  decision-making  structure.  Authority  and  responsibility  are 
commensurate  and  coterminous. 

Even  an  organization  structure  which  has  clearly  and  fully  met  these 
requirements  as  a  decision-making  structure  can  still  be  inadequate  to 
the  task.  An  appreciable  portion  of  the  total  decisions  may  have  been 
structured  in  inappropriate  places.  Furthermore,  in  designing  the  organi- 
zation structure,  adequate  allowance  may  not  have  been  made  for  those 
ideas  (and  hence,  needed  decisions)  which  are  unforeseeable  at  the  time 
of  designing  the  structure.  Yet  these  are  the  unpredictable-yet  expected 
-imaginative,  good  ideas  that  need  to  be  encouraged,  released,  and 
used,  ideas  which  arise  precisely  because  of  the  imagination  and  creative 
capacity  inherent  in  other  members-indeed,  in  every  member-occupying 
every  job  in  the  organization  structure. 

In  this  sense,  such  "unpredictable"  ideas  also  need  to  be  anticipated 
and  allowed  for,  and  then  utilized  in  all  their  imaginative  usefulness. 
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Such  ideas  should  not  be  viewed  as  disrupting  disturbances,  just  because 
they  were  not  explicitly  foreseen. 

All  Members  of  the  Organization  Make  Decisions 

To  consider  the  particular  positions  from  which  specific  kinds  of  de- 
cisions can  best  be  made,  the  second  proposition— all  individuals,  rather 
than  only  managers,  make  decisions  and  need  to  do  so  responsibly— needs 
to  be  thought  through. 

There  are  two  irreconcilably  contrasting  views  of  ^vhat  a  "manager" 
should  be.  A  little  exaggeration  of  each  of  these  tersely  brings  out  the 
differences  in  these  views. 

One  view  is  that  of  an  aristocratic  "master"  with  other  men,  his  sub- 
ordinates, to  multiply  him— io  increase  his  capacity  to  effectuate  his 
ideas,  his  aims,  his  work,  to  be  for  him  additional  arms,  legs,  and  even 
brains.  This  vision  comes  perilously  close  to  the  concept  of  an  "elite" 
and  its  slaves,  of  a  dictator  and  his  subjects,  of  classes  of  human  beings 
with  superior  and  inferior  human  dignity  and  identity. 

The  other  view  is  that  a  "manager"  is  one  ^vhose  o^vn  work  is  to  lead, 
but  to  lead  by  inspiring  or  persuading,  by  serving,  by  teaching.  This  is 
setting  a  cli?nate  of  freedom  and  initiative  in  which  both  he  and  also 
the  other  manager  and  nonmanager  fello^v  ^vorkers  can  recognize  their 
common  interests  and  pursue  common  purposes  rooted  in  those  common 
interests.  It  is  leadership  in  which  their  thinking  has  had  a  part  in  the 
formulation  of  purposes  or  objectives  for  the  enterprise  or  component 
being  managed,  normally  before  making  the  managerial  decision  estab- 
lishing such  objectives,  as  the  target  for  the  creative  ^vork,  performance, 
and  profitable  results  for  all  concerned. 

In  this  second  view,  the  work  of  the  "manager"  consists  in  blending 
thought  and  action  in  decision  making  to  secure  balanced  results  through 
the  specific  but  different  work  of  other  people— in  whatever  fields  of 
functional  activity  their  respective  efforts  are  focused— to  get  results  chieflv 
through  their  own  direct  efforts. 

In  our  free,  competitive-enterprise  society,  this  is  ^s'ith  the  clear  under- 
standing that  both  they  and  the  manager  are  acting  Tvith  initiative,  self- 
development,  self-discipline,  and  competence  as  to  both  their  personal 
work  and  their  voluntary  teamwork  and  two-way  communication. 
Further,  both  are  seeing  the  individual  job  and  its  relationships  to  the 
whole  enterprise,  imaginatively  and  in  true  perspective,  consistent  ^dth 
the  current  and  potential  economic,  social,  and  political  environment  in 
which  the  business  is  being  operated. 

The  differences  between  these  two  alternative  views  are  deeply  sig- 
nificant.   In   the   first  view,    there   were   classes   of   human   beings   ^vith 
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superior  and  inferior  human  dignity.  This,  of  course,  is  not  in  keeping 
with  our  American  beliefs  in  the  freedom  and  the  dignity  of  every 
individual. 

It  also  has  operating  difficulties.  It  inherently  pushes  all  "important" 
decisions  toward,  or  up  to,  the  top.  It  tends  to  separate  personnel  of  the 
organization  into  "managers,"  who  think  and  crystallize  their  thoughts 
into  "decisions,"  and  into  mere  ''doers,"  who  simply  carry  out  decisions 
made  by  others. 

The  usual  result  of  such  a  separation  is  to  overload  those  at  the  top 
who  are  expected  to  make  all  the  significant  decisions,  while  failing  to 
make  use  of  the  vast  decision-making  potential  of  those  in  jobs  in  other 
parts  of  the  organization  structure.  Such  a  course  becomes  increasingly 
unworkable,  because  the  sheer  knowledge  required  for  today's  complex 
business  decisions  is  spread  too  widely  for  any  small  "manager  corps" 
either  to  assimilate  it  or  to  monopolize  it. 

Responsibility  for  Deciding  Must  Be  Decentralized.  There  is  little  choice 
in  today's  successful  business  organization  but  to  have  the  great  bulk  of 
all  decisions  made  by  the  nine-tenths  of  the  individuals  in  the  organiza- 
tion who  are  not  managers  but  who  are,  individually,  free,  creative 
human  beings  with  minds,  reason,  and  feelings  of  their  own. 

This,  of  course,  is  decentralization  of  the  responsibility  to  make  de- 
cisions; and  it  requires  the  second  view,  or  vision,  of  what  a  "manager" 
should  be,  the  view  that  both  the  manager  and  the  functional  individual 
contributors-or  nonmanagers,  as  the  logical  differentiation-act  with 
personal  initiative,  creativeness,  and  uniqueness  of  individual  human 
spirit  as  well  as  reason  and  judgment. 

Such  decentralization  of  decision  making  unburdens  the  manager  of  a 
myriad  of  essentially  wo^imanagerial  decisions  that  otherwise  would  be 

pushed  his  way.  He  no  longer  tends  to  be  run  by  his  job,  but  can  get 

on  top  of  it  and  run  it  instead.  And  he  can  devote  his   time   to   the 
significant  things  that  a  manager  should  do,  including  the  job  of  seeing 

that  the  organization  structure-as  to  all  its  components  and  jobs  and 
relationships-is  consciously  designed  to  decentralize  maximum  feasible 

decision  making  to  each  of  the  individuals  who  do  the  organization's 

work. 

Objective  criteria  are  needed,  however,  in  order  to  determine  what  is 

meant  by  "maximum  feasible  degree"  in  the  decentralization  of  decision 

making.  One  concise  statement  of  this  is: 

The   determinant  position   level   for  responsibility   and   authority   to  make   a 

particular  decision  should  be  that  organizational  level  nearest  the  work  where 

both  the  needed  skills  and  competence,  on  the  one  hand,  and   the  needed  iu- 

formation-embr^icing  understanding  of  both  direct  and  environmental  probable 
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impacts  of  the  decision — on  the  other  hand,  can  reasonably  be  brought  to  exist; 
so  that  such  information  and  understanding  can  be  brought  to  bear  in  choosing 
wisely  from  among  possible  alternatives,  or  risks,  as  responsibility  and  need  for 
decision  arise. 

This  gives  real  meaning  to  decentralization.  It  provides  a  goal  well 
beyond  the  "divisionalization"  of  the  top  structure  of  a  large  company. 
To  many  people,  even  today,  the  concept  of  decentralization  merely 
means  the  classic  type  of  centralized  managerial  authority,  with  its  in- 
herent "top-down"  approach,  applied  to  smaller  and  dispersed  com- 
ponents of  people,  rather  than  to  very  large,  collective  organizations, 
either  states  or  industrial  corporate  enterprises. 

That  is,  after  all,  one  tenable  concept  of  "decentralization."  On  the 
other  hand,  it  merely  represents  the  centralist— or  authoritarian— philos- 
ophy, unchanged  in  nature  and  restrained  only  by  limiting  the  scope  of 
its  application,  particularly  as  to  the  number  of  people  or  areas  so 
"governed." 

In  itself,  this  would  of  course  result  in  dispersion,  permitting  a  better 
"balance  of  power."  Presumably,  this  would  be  achieved  through  the 
resultant  limitation  and  avoidance  of  the  potential  bad  consequences  of 
overextended  and  even  more  centralized  power.  Hence,  even  such  limited 
"decentralization"  is  essentially  desirable,  rather  than  the  contrary,  con- 
sidered only  by  itself. 

If  this  were  all  that  is  desired,  it  would  hardly  represent  any  basic 
change  in  philosophy  of  the  relationships  among  the  individuals  involved. 
It  would  merely  represent  an  application  of  authoritarian  philosophy  on 
a  more  controlled  and  limited  basis.  But  such  limited  area  of  impact 
would,  in  no  fundamental  sense,  mean  abandonment  of  "rule"  by  com- 
mand or  dictation  from  the  top  under  this  organizational  approach. 
There  would  be  no  concept  of  leadership  by  inspiration  and  persuasion  to 
get  voluntary  initiative  and  participation  from  the  "followers,"  no  less 
than  the  "leaders,"  in  progressing  toward  jointly  held  common  interests 
and  shared  purposes. 

It  is  in  this  latter  philosophical  direction  that  deeper  "decentralization" 
may  be  sought.  In  this  sense,  decentralization  would  mean  a  sincere 
change  from  one  kind  of  philosophy  to  another,  rather  than  application 
of  the  same  philosophy  but  on  a  more  limited  scope. 

The  basic  concept  ot  this  deeper  kind  of  decentralization,  then,  as  a 
philosophy,  is  a  system  ot  leadership  in  which  both  managers  and 
their  professional  and  other  worker  associates  define  their  common 
interests;  translate  these  into  common  purposes,  objectives,  or  goals;  and 
then  initially  and  voluntarily  accept  responsibility  and  cOmmensinate 
authority  to  make  their  personal  decisions,  at  whatever  level  of  the  organi- 
zational hierarchy,   in   the  interests  of  the  over-all  enterprise   and  not 
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merely  in  the  interest  of  their  individual  selves,  or  individual  jobs,  or 
individual  organization  components. 

This  involves  a  genuinely  different  philosophy,  namely,  that  of  accept- 
ing responsibility  to  act  and  do  things  right,  in  the  first  place,  on  one's 
own  initiative.  It  is  from  this  philosophical  foundation  that  correspond- 
ing effects  can  be  obtained  in  the  form  of  creative  productivity,  low- 
cost  operations  (whether  of  business  or  government  or  labor  union,  or 
church,  or  university,  or  what-have-you),  and  of  deeply  personal  satis- 
factions. 

But  such  full  decentralization  involves  more  than  decentralization  of 
decision-making  responsibility.  Being  "close  to  the  scene"  is  no  guarantee 
of  having  adequate  information. 

Information  Must  Be  Made  Available.  Genuine  decentralization  requires 
widespread  transmission  of  significant  information,  so  that  the  informa- 
tion and  understanding  required  for  sound  decisions  can  be  brought  to- 
gether with  the  needed  skills  and  competence.  It  requires  designing 
individual  positions  with  the  specific,  personal  responsibility  to  seek, 
obtain,  and  use  vital  information  where  this  is  needed  to  make  particular 
kinds  of  decisions.  And  it  requires  continual  refinement  of  the  "informa- 
tion system"  of  the  business  in  order  to  have  more  useful,  pertinent,  and 
appropriate  information  made  available— and  promptly— at  all  the  various 
points  of  decision. 

Part  of  the  current  explosive  expansion  of  technology  involves  an 
"information  and  communication  revolution."  It  is  probably  still  largely 
ahead,  yet  clearly  enough  in  sight  so  that  for  the  first  time  in  history  there 
can  be  visualized  both: 

The  necessary  information,  and 

The   means   of  rapidly   communicating   it   for   truly   decentralized,   yet 
still  responsible,  decision  making 

Such  communicating  will  be  done  to  all  persons  at  all  echelons  in 
collective  organizations— i^p,  down,  and  throughout  the  structure— on 
a  scale  never  feasible  before;  on  a  scale  whereby  people  can  make  deci 
sions  with  "upstairs  vision,"  sensibly  and  realistically;  and  on  a  scale  so 
that  functional  experts— who  alone  may  increasingly  be  expected  to  be 
the  only  ones  with  needed  deep  technical  understanding  and  awareness 
of  current  developments  and  potentials  in  their  special  fields— may  them- 
selves have  information  about  the  external  and  business,  as  well  as  the 
purely  "technological,"  impacts  of  their  decisive  choices. 

And  so  decentralization  of  decision-making  responsibility  goes  hand 
in  hand  with  decentralization  of  information;  the  decision-making  struc- 
ture goes  hand  in  hand  with  the  information  structure;  both  are  different 
aspects  of  the  organization  structure. 
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ASSURING  RESPONSIBLE  DECISION  MAKING 
THROUGHOUT  THE  ENTIRE  STRUCTURE 

Perhaps  the  greatest  fear  that  many  managers  have  had  in  attempting 
to  extend  still  further  decentralization  of  decision  making  is  the  fear 
that  individuals  elsewhere  in  the  structure  lack  the  necessary  breadth  of 
vision  to  act  with  full  organization  responsibility  in  their  decisions. 

Added  individual  responsibility  occurs  when  the  manager  decentralizes 
genuine  decision  making  increasingly  to  the  specialist.  The  specialist 
with  resulting  authority  and  freedom  to  decide  has— like  the  manager— 
the  responsibility  to  act  in  behalf  of  the  entire  organization,  not  simply 
as  an  isolated  expert  in  his  own  cell  of  technical  competence. 

A  wise  philosopher,  the  late  Jose  Ortega  y  Gasset,  in  a  penetrating  essav 
on  what  he  called  the  "Barbarism  of  Specialization,"  urged  the  educated 
functional  specialist  to  act  with  full  human  as  well  as  technical  re- 
sponsibility. Criticizing  the  overnarrow  "specialist"  who  will  not  take  on 
that  broader  responsibility,  Ortega  said,  "The  specialist  'knows'  verv  ^\ell 
his  own  tiny  corner  of  the  universe;  he  is  radically  ignorant  of  all  the 
rest,  (literally)  'a  learned  ignoramus.'  " 

A  similar  criticism  has  frequently  been  directed  toward  managers  ^\ho 
tend  to  become  specialists  in  a  particular  type  of  business  decision  that 
seems  at  the  moment  to  work,  or  because  of  an  intense  preoccupation 
with  profitability,  tend  to  become  short-term  "profit  specialists."  AVallace 
Donham,  early  dean  of  the  Harvard  Business  School,  commented  in  these 
terms: 

Businessmen  do  not  undertake  the  hard  intellectual  job  of  securing  a  general 
grasp  of  these  complex  problems  through  prolonged  exchange  of  varied  view- 
points. 

Most  men  think  their  duty  done  when  they  listen  to  and  discuss  one-sided 
presentations  of  narrow  controversial  topics.  The  hard  study  of  relations  is  not 
undertaken.  Under  such  conditions  it  is  no  cause  for  wonder  that  leadership 
fails. 

Both  the  manager  and  the  specialist  consequently  have  the  responsi- 
bility to  make  decisions,  although  in  different  areas  of  competence:  and 
both  have  a  similar  obligation  to  make  decisions  with  mutual  regard  and 
respect  for  common  business  interests  no  less  than  the  technical  problem. 
Both  have  a  responsibility  like  that  of  the  statesman  as  contrasted  with 
the  more  common  view  conveyed  (although  perhaps  often  unfairly)  by 
the  label  "politician." 

Motivating  Individuals  to  Decide  Responsibly 

Motivating  individuals  to  decide  responsibly  is  a  big  order.  In  the 
practical  world  of  today-taken  not  as  some  remote  ideal,  but  as  it  is- 


DECIDING  ^^^ 

how  can  larger  numbers  of  functional  specialists  in  addition  to  the  man- 
agers be  motivated  to  decide  responsibly— to  act  like  both  business  and 
technical  or  functional  statesmen? 

Even  after  meeting  the  challenge  of  making  information  available  of 
the  kind,  quality,  and  timeliness  that  is  needed,  how  can  individuals  then 
be  imbued  with  the  needed  sense  of  responsibility? 

First,  to  be  consistent  with  the  philosophy  already  discussed,  they  are 
not  motivated  by  others,  specifically  by  managers.  All  managers— and 
especially  the  president,  general  managers,  and  other  higher-level  man- 
agers—need to  provide  the  climate  and  resources  in  which  people  can  and 
will  motivate  themselves  to  make  such  responsible  as  well  as  correct  and 
timely  decisions.  But  "how?"  is  still  a  good  question. 

There  is  indeed  one  school  of  thought  which  defines  administration, 
or  managing,  as  the  resolution  of  conflicts,  as  the  authoritative  settling 
of  differences  among  members  of  the  organization.  In  fact,  far  too  much 
emphasis  everywhere  seems  to  be  placed  on  differences  among  men's  aims 
and  viewpoints,  and  hence  on  struggles  for  power  to  resolve  such  points 
of  difference  in  one's  own  presumed  favor. 

All  around  are  conflicts  built  on  differences: 

Juvenile  delinquency  in  which  youngsters  are  in  conflict  with  their 
parents 

Labor  strife  in  industry 

Rampant  and  irresponsible  nationalism  running  loose  in  the  world 

Is  there  no  better  way?  Has  the  capacity  to  produce  knowledge  out- 
stripped the  competence  to  organize  to  use  it  peacefully  and  productively? 
It  has  been  said  that  if  a  "third  world  war"  is  fought  with  interconti- 
nental missiles  and  thermonuclear  weapons  that  are  available,  the  "fourth 
world  war"  will  be  fought  with  rocks!  Is  that  to  be  the  end  result  of  the 
aggregate  "deciding,"  after  bringing  our  social  and  political  economy  at 
last  to  the  threshold  of  a  world-wide  economy  of  abundance? 

Perhaps  this  is  a  logical  result  of  focusing  so  much  on  perceiving— and 
then  amplifying— the  differences,  while  being  blind  to  the  far  greater  area 
of  similarities.  Yet,  by  definition,  judgment  involves  becoming  aware  of 
both  the  differences  and  similarities  in  what  we  perceive. 

Even  a  little  reconsideration  of  the  fields  of  conflict  mentioned  above 
as  too  typical  of  life  today  readily  brings  out  the  questions: 

Do  the  youth  of  the  land  want  to  be  in  conflict  with  their  parents  and 
their  elders?  Or  is  there  a  failure  to  help  them  find  common  ground  to 
go  ahead  together? 

Do  the  wage  earners  in  industry  zvant  to  be  in  conflict  with  managers 
or  owners?  Or  is  there  a  failure  to  help  them  find  cofnmou  ground  to  go 
ahead  together? 
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Do  the  people  of  Egypt,  or  Russia,  or  the  United  States,  or  China,  or 
France,  want  to  be  in  conflict  with  each  other?  Or,  here  too,  is  there  a 
failure  to  find  common  ground  to  go  ahead  together? 

Similar  questions  can  be  asked  with  respect  to  the  myriad  of  conflicts 
that  arise  in  the  managing  of  business,  conflicts  that  all  too  often  are 
blithely  referred  "upstairs"  for  resolution  at  the  highest  level. 

Need  for  an  Awareness  of  Common  Purposes 

The  key  to  answering  such  questions  wisely  lies  in  finding  the  co7nmon 
ground  on  which  people  can  move  ahead  together  toward  a  common 
purpose  to  enhance  their  common  interests,  emphasizing  the  similarities 
among  these  more,  and  their  differences  less.  This  is  the  constructive 
route  to  assuring  that  all  people  in  an  organization  can  be  expected  to, 
and  increasingly  will,  act  responsibly  in  making  decisions,  each  in  his  own 
area  of  competence,  in  behalf  of  the  whole  enterprise. 

Every  manager  has,  inherent  in  the  work  of  his  position,  the  deep  re- 
sponsibility to  sense,  define,  and  then  clearly  communicate  common  in- 
terests and  common  purposes  so  that  all  members  of  the  organization  can 
be  fully  aware  of  them  and  mutually  understand  them.  To  serve  as  an 
effective  key  to  decentralized  decision  making,  these  common  interests 
and  common  purposes  need  to  become  "shared  perceptions,"  jointly 
sensed  and  felt  by  every  individual  in  the  organization. 

"Management  by  Objectives,"  the  over-all  subject  of  this  part  of  this 
Handbook,  involves  the  determination  and  accomplishment,  through  the 
voluntary  work  of  others,  of  desired  performance  and  results;  and  doing 
so  by  achieving— successfully,  economically,  profitably,  and  on  time- 
challenging  and  difficult-to-attain  objectives  of  the  organization  com- 
ponent and  of  the  enterprise  as  a  whole;  and  doing  so  also  in  the  balanced 
best  interests  of  customers,  share  owners,  employees,  suppliers,  and  the 
public,  including  its  governmental  representatives. 

An  "objective"  is  a  goal  or  a  purpose.  A  purpose  stems  from  an  interest 
-in  the  final  analysis,  from  a  personal  interest.  Managing  by  objectives 
can  therefore  itself  be  approached  by  sensing  the  similarities  of  interests; 
first,  of  the  same  individual  in  the  multiple  roles  he  actually  enacts  in 
real  life— customer,  investor,  employee,  citizen,  all  at  the  same  time:  and 
second,  of  the  different  individuals,  and  collective  organizations  of  in- 
dividuals, whose  interests  interlock,  and  hence  call  for  "best  balancing" 
with  those  of  the  enterprise  or  component  being  managed. 

Here,  then,  is  the  means  for  the  self-motivation  of  large  numbers  of 
individual  specialists  as  well  as  managers  to  act  responsibly  in  their  decen- 
tralized deciding,  and  thus  to  act  like  statesmen  in  behalf  of  the  entire 
organization. 
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Encourage  them  to  find  the  similarities  in  what  they  jointly  perceive, 
to  thus  sense  their  common  interests,  and  to  use  these  common  interests 
as  foundational  elements  for  definition  and  pursuit  of  common  purposes. 

This  is  the  plain  best  route  to  "motivation"  that  will  unlock  the  vol- 
untary efforts  of  diverse  individuals  working  in  a  common  cause.  Through 
this  approach,  in  turn-a  natural  result  of  managing  by  objectives-decen- 
tralized "deciding"  can  increasingly  be  done  responsibly  throughout  the 
entire  organization  structure. 


USE  OF  MACHINES  AND  TECHNIQUES  FOR 
PROCESSING  INFORMATION  AS  AN  AID  TO  DECIDING 

As  part  of  the  "information  and  communication  revolution"  in  which 
we  are  now  living,  there  is  an  expanding  array  of  tools-data-processing 
equipment,  computers,  and  similar  equipment-for  sensing,  translating, 
and  communicating  almost  instantaneously,  and  to  remote  locations,  the 
information  used  for  inputs  to,  or  resulting  from  the  output  of,  such 
computers. 

Not  directly  related  to  these  machines,  but  often  used  in  conjunction 
with  them,  are  evolving  ways  of  visualizing  information  in  more  signifi- 
cant forms,  or  for  "seeing  a  system  whole,"  which  are  highly  significant 
aids  to  the  increasingly  complex  decision-making  situations  in  business. 
These  are  developments  encouraging  both  the  decentralization  of  infor- 
mation, making  possible  more  and  better  decisions  throughout  the  organ- 
ization structure,  and  also  a  better  upward  flow  of  patterned  information 
in  the  forms  most  useful  to  improved,  appropriate,  higher-level  decisions. 

This  section  deals  briefly  with  these  new  and  expanding  developments 
and  with  how  they  can  fit  into  the  decision-making  structure  of  an 
organization,  thus  ever  more  vitally  affecting  the  "deciding"  element  of 
each  manager's  work,  and,  for  that  matter,  also  of  each  nonmanager's 
work. 

The  Use  of  Machines 

Machines  capable  of  handling  mathematical  or  analogue  "models"  of 
almost  unbelievable  complexity-and  of  grinding  out  answers  almost  in- 
stantaneously-are  available  and  in  use  and  are  constantly  being  reduced 
in  size,  complexity,  and  cost.  Ancillary  equipment  can  tie  these  machines 
through  teletype  or  microwave  networks  to  data  sensed  and  simultane- 
ously collected  from  many  different  plant  or  sales-office  locations  or  cities. 
Outputs  can  be  arranged  to  guide  automatically  both  individual  machine 
tools  and  also  over-all,  continuous-flow  industrial  processes,  or  even  many 
types  of  intermittent-operation  and  variable-mix  job  shops. 

The  full  capabilities  of  such  machines  are  as  yet  untapped.  It  is  not 
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surprising  that  many  people  have  been  overwhelmed  by  them.  Further- 
more, these  capabilities  are  expanding  and  will  continue  to  do  so  at  an 
accelerating  pace. 

There  have  been  demonstrations  of  machines  that  "learn"  with  experi- 
ence. These  are  arranged  to  readjust  automatically  their  original  pro- 
grams themselves,  improving  them  as  they  go  along.  Having  thus 
"learned,"  their  "educated"  programs  can  be  duplicated  and  inserted  in 
other  machines  wherever  the  more  advanced  kind  of  machine  is  needed. 
It  seems,  superficially,  almost  analogous  to  the  "automatic  reproduction 
of  educated  brains." 

At  least  one  such  machine  is  being  programmed  to  "play  chess."  Its 
proponents  predict  that  this  computer  will  become  the  uncontested  "chess 
champion"  of  the  world.  Of  more  potential  economic  significance,  it  is 
now  predicted  that  within  a  short  time  a  computer  will  be  able  to 
"discover"  and  "prove"  new  mathematical  theories. 

Those  who  talk  about  computers  "playing  chess"  and  "discovering 
theories"  also  talk  about  computers  "making  decisions."  If  this  were  pos- 
sible, the  "decision  making"  done  by  machines  would  become  part  of  the 
decision-making  structure  of  a  business  organization. 

Machines  are  and  will  increasingly  become  a  link  in  the  decision- 
making structure,  but  not  because  they  "make  decisions."  It  is  rather  be- 
cause they  are  highly  useful  tools  in  helping  ?nen  make  decisions  more 
effectively  and  more  promptly,  from  more  accurate,  more  useful,  and 
better-organized  information. 

In  the  sense  that  this  chapter  discusses  "deciding"  or  "decision  mak- 
ing," a  computer— no  matter  how  elaborate— does  not  "make  decisions" 
any  more  than  a  shovel  "digs"  or  a  spoon  "eats"  or  any  other  tool  can  be 
said  to  do  what  man  does  when  he  uses  the  tool. 

The  Man-Machine  Relationship.  A  simple  analogy  ^vill  be  helpful  in  un- 
derstanding the  relationship  between  man  and  machine,  as  man  uses  the 
latter  to  help  him  accomplish  his  work. 

Assume  that  a  road  is  under  construction  where  human  labor  happens 
to  be  plentiful  and  modern  tools  are  scarce.  Coarse  gravel  is  needed,  yet 
the  only  natural  gravel  consists  of  a  random  mixture  of  coarse  and  fine 
stones.  A  man  is  given  the  job  of  sorting  big  stones  from  little  stones  bv 
hand.  Such  a  man  may  well  view  his  job  as  a  whole  series  of  decisions. 
He  picks  up  a  stone,  looks  at  it,  and  asks  himself,  "Is  this  a  little  stone  or 
a  big  stone?"  He  makes  a  decision,  and  he  makes  another,  and  so  on,  all 
day  long.  He  can  be  imagined  as  discussing  his  work  with  his  ^vife  and 
saying,  "Decisions,  decisions,  decisions!  That's  all  I  do  all  day  long— make 
decisions!" 

Suppose,  then,  that  an  improvement  is  made  in  the  method  of  sorting 
gravel.  The  man  now  picks  up  a  screen  and  shakes  the  gravel  on  top  of 
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the  screen.  "Big"  stones  stay  on  top;  "little"  stones  drop  through.  Man 
now  has  a  new  tool  that  vastly  simplifies  his  work— it  saves  him  thousands 
of  decisions. 

Does  the  screen  now  make  the  decisions?  It  may  seem  absurd  to  think 
that  a  screen  can  "decide"  whether  a  stone  is  a  big  stone  or  a  little  stone. 
Yet  this  is  the  only  sense  in  which  a  computer  can  be  said  to  make 
decisions. 

None  of  the  human  qualities  discussed  in  the  first  section  of  this  chap- 
ter—freedom, responsibility,  creative  imagination,  awareness  and  visual- 
ization of  likely  consequences,  consideration  of  value,  principles,  feelings, 
and  beliefs— is  a  factor  in  the  process  that  a  computer  goes  through  in 
collecting,  sorting,  comparing,  rejecting,  and  following  other  electrical 
or  mechanical  predetermined  operations. 

Even  the  computer  that  "learns"  follows  a  predictable,  predetermined 
course.  What  it  learns  is  predetermined,  built  in,  inevitable. 

Machines  as  a  Means  of  Simplifying  the  Managers  Work.  The  computer  is 
a  tool,  like  a  shovel,  a  spoon,  or  the  screen  used  in  sorting  gravel.  As  a 
tool,  it  can  be  used  to  simplify  loork,  particularly  the  work  of  deciding. 

In  work  of  rapidly  increasing  complexity  and  of  accelerating  change, 
the  manager— and,  of  course,  no  less  his  nonmanager  fellow  workers- 
needs  to  learn  how  to  use  these  new  tools  effectively,  to  simplify  both  his 
own  work  and  also  that  of  the  organization  for  whose  results  the  manager 
is  ultimately  responsible.  These  tools  need  to  be  used  to  aid  in  bringing 
into  full  play  the  decentralization  of  decision  making.  It  is  through 
the  maximum  use  of  such  simplifying  tools  that  it  will  be  possible  to 
cope  with  the  rapidly  expanding  complexity  and  faster  pace  that  the 
business,  economic,  and  political  future  will  bring. 

Thus  the  computer  and  associated  data-processing  equipment  can  be 
used  in  several  specific  ways. 

Repetitive  Decisions  Can  Be  Eliminated.  In  the  first  place,  this  equip- 
ment can  be  used  to  eliminate  the  need  for  making  the  same  decisions 
over  and  over  again,  decisions  like  that  of  the  man  picking  up  stones  to 
separate  the  large  and  small. 

Wherever  a  general  conclusion  can  be  established— wherever,  in  effect, 
it  is  possible  to  standardize  certain  decision  making  and  say,  "Whatever 
meets  these  specific  criteria  will  be  accepted  without  further  question,  and 
whatever  fails  to  meet  them  will  be  rejected"- a  decision  can  be  made 
once,  eliminating  the  need  for  all  subsequent  repetitive  decision  making. 

This  is  what  was  done  when  someone  decided  to  use  a  screen  to  sort 
gravel.  Man  still  makes  the  basic  decision,  but  he  makes  it  once  in  setting 
up  the  criteria.  W'ith  the  judicious  use  of  a  new  tool,  he  then  saves  him- 
self the  trouble  of  making  it  over  and  over  again. 

The  advantages  of  new  machines  to  save  men  the  necessity  of  making 
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repetitive  decisions  can  be  brought  to  work  throughout  the  organization 
structure,  to  managers  and  also  to  each  functional  individual  contributor. 
The  current  economic  capabilities  of  such  machines  thus  need  to  be 
taken  into  account  in  the  organizing  process:  in  defining  and  establishing 
the  assignment  of  work  that  needs  to  be  done  in  each  position  and  com- 
ponent and  in  defining  and  establishing  the  decision  making  and  infor- 
mation structures.  The  effective  use  of  human  resources  will  closely  parallel 
the  extent  to  which  machines  can  be  used  wisely  and  economically  to 
reduce  the  number  of  individual  human  decisions  that  need  to  be  made. 
Consideration  of  the  uses  of  such  machines  needs  to  be  undertaken  on 
a  dynamic  basis.  The  economic,  and  especially  the  technological,  balance 
is  changing  and  will  continue  to  do  so  at  an  accelerating  rate  and  with 
ever  more  significant  social  and  political  impacts  concurrently.  ^Vhat  man, 
together  with  an  economic  use  of  today's  machines,  can  do  now  may  itself 
quickly  be  obsoleted  by  what  man  can  do  with  tomorrow's  machines. 

Rapid  Dissemination  of  Information  Is  Possible.  A  second  major  use  of 
modern  data-processing  and  computer  equipment  is  a  direct  result  of  the 
capacity  of  such  equipment  to  handle  massive  volumes  of  data  in  such  a 
short  time  that  they  become  available  almost  simultaneously  with  the 
occurrence  of  the  events  which  they  report.  The  equipment  can  also 
communicate  and  make  this  information  available  simultaneously  at 
widely  dispersed  work  stations,  offices,  or  geographical  plant  locations. 

Information  can  be  made  available  overnight  that  formerly  took  months 
merely  to  collect.  In  the  past,  this  kind  of  information  just  was  not  avail- 
able on  time  and  many  interim  decisions  had  to  be  made  without  it. 
"Educated  guessing"  had  to  be  done  on  what  the  actual  facts  might 
have  been,  or  seemed  to  be  trending  toward,  or  had  been  in  some  prior 
period. 

Information  can  now  be  presented  in  revealing  relationships  with  other 
information,  so  that  both  significance  and  meaning  are  readily  apparent. 
Arithmetical  sorting,  comparing,  plotting,  and  similar  processes,  formerly 
either  uneconomical  or  too  time-consuming,  increasingly  can  be  done 
economically  and  almost  instantaneously,  with  data-processing  equip- 
ment now  (or  soon  to  be)  available. 

Ready  access  to  information,  quickly  and  in  significant,  usable  form, 
can  take  much  of  the  uncertainty  out  of  "deciding,"  uncertainty  that  was 
hitherto  a  result  of  deficient  access  to  information.  Also,  the  "deciding" 
process  can  be  economized  by  eliminating  large  payroll  expenditures 
for  "deciding"  talent,  people  who  are  now  really  only  trying  to  guess  at 
what  the  facts  might  be. 

Actually,  today,  no  few— in  fact,  too  many— managers  seem  fascinated 
by  the  idea  of  using  such  marvelous,  rapid,  and  economic  data-processing 
equipment  and  computers  to  feed  better,  more  detailed,  more  accurate, 
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and  more  complete  information  promptly  to  the  center,  so  that  from  a 
single  spot  the  entire  operation  can  be  "controlled"  more  effectively.  The 
use  of  such  equipment  for  more  effective  centralized  "control"  is  self- 
defeating,  if  for  no  other  consideration  than  the  sheer  volume  of  informa- 
tion thus  brought  to  the  center.  No  human  can  possibly  absorb,  under- 
stand, and  wisely  utilize  it.  To  be  used  effectively,  it  needs  to  be  divided 
up  among  many  individuals— individuals  already  normally  out  in  places 
close  to  the  actions  to  which  the  information  is  related. 

As  the  computer  experts  of  one  large  company  expressed  it,  "Central- 
ized programming  tends  to  use  the  computer  efficiently  to  solve  the  wrong 
problem;  decentralized  programming  tends  to  use  the  computer  ineffi- 
ciently to  solve  the  right  problem."  Their  experience  thus  confirms  that 
no  small  group  of  individuals,  no  matter  how  skilled  they  may  become  in 
computer  operation,  can  possibly  have  the  needed  basic  knowledge  in  all 
today's  complex  and  expanding  functional  technologies  even  to  visualize 
accurately  the  countless  factors,  situations,  combinations,  and  trends 
which  are  constantly  multiplying  and  interlocking  in  each. 

Decisions  on  the  best  placement  of  responsibility  for  computer  opera- 
tion, however,  need  to  reflect  both  the  scope  and  the  diversity  of  the 
particular  business— as  well  as  where,  when,  and  to  whom  the  computer- 
generated  information  will  be  sent.  A  multiunit,  diversified,  and  decen- 
tralized national  corporation,  for  example,  may  be  organized  with  rela- 
tively autonomous  profit-and-loss-measurable  operating  businesses.  Many 
of  these  may  be  as  large  as,  or  even  larger  than,  the  complete  corporate 
structures  of  some  of  its  individual  competitors.  Optimum  computer 
operation  for  such  a  large  corporation  may  be  at  the  decentralized  busi- 
ness component  level,  or  even  dispersed  through  the  functional  organiza- 
tion components  of  such  businesses.  For  the  smaller  competitor,  it  may 
well  be  at  company  level  or,  likewise,  in  various  functionally  decentralized 
organization  elements. 

In  both  cases,  however,  the  use  of  modern  data-processing  equipment 
and  computers  is  far  more  promising  if  the  flow  of  information  is  quite 
the  reverse  of  that  visualized  by  those  managers  who  would  use  it  to 
recentralize  decision  making. 

Rather  than  feed  more  accurate,  more  detailed,  and  more  complete 
information  about  each  part  of  the  operation  to  some  center,  the  same 
basic  kinds  of  equipment  can  be  installed,  connected,  and  then  used  to 
feed  more  accurate  and  more  complete  relevant  information  about  the 
over-all  operation  to  each  part. 

The  "information  and  communication  revolution"  thus  becomes  the 
means  for  making  possible  the  rapid,  accurate,  effective  decentralization 
of  information  that  is  needed  for  progressive,  desirable  decentralization 
of  decision-making  responsibility. 
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These  new  tools  will  thus  become,  like  erasers  or  adding  machines, 
increasingly  decentralized,  both  physically  and  in  constituent  design,  for 
direct  use  at  or  near  each  local  work  place.  At  the  same  time,  they  may 
be  connected,  through  proper  circuitry,  to  simulate  a  view  of  the  over-all 
business  as  it  actually  exists  through  the  synthesis  of  its  separate  parts, 
but  from  the  parts  to  their  dynamic  whole,  not  by  mere  centralized  sub- 
division from  some  master  mind  down. 

Similarly,  decentralized  flow  of  information  permits  and  encourages 
the  use  of  self-measurement.  Continually  improved  decisions  are  possible 
when  results  of  previous  decisions  are  made  known  accurately  and  quickly 
to  those  responsible  for  such  original  and  improved  decisions.  They  can 
thus  make  their  own  "corrections,"  initially  and  voluntarily,  in  the  first 
place,  and  without  waiting  to  be  "told  how"  by  some  higher,  centralized 
"authority." 

The  Use  of  Techniques  for  Structuring  Information 

As  indicated  at  the  beginning  of  this  section,  closely  coupled  with  the 
use  of  the  machines  and  equipment  discussed  above  is  the  development 
of  an  entire  new  body  of  knowledge.  Putting  this  kno^vledge  to  use  has, 
in  turn,  led  to  the  development  of  a  whole  array  of  new  techniques  for 
visualizing  information  in  more  significant  forms— for  "seeing  a  system 
whole,"  even  for  anticipating  changes  in  such  a  "system"  more  rationally. 
Many  techniques  are  also  being  collected  from  a  diverse  array  of  the 
older  disciplines,  such  as  mathematics  and  physics,  as  well  as  economics 
and  the  other  "social  sciences." 

Various  different  names  have  been  given  these  techniques,  such  as 
"operations  analysis,"  "operations  research,"  "business  systems  research." 
"operations  research  and  synthesis,"  and  "management  science." 

Particular  names  are  not  significant,  however,  for  purpose  of  discussion 
here.  What  is  important  is  that  systematic  study  ca?2  result  in  classifica- 
tion, characterization,  and  structuring  of  raw  data  and  the  devising  of 
explicit  hypotheses  representative  of  the  real  ^vorld— hypotheses  them- 
selves capable  of  unfolding  and  progressive  refinement  and,  where  appro- 
priate, of  purging  the  old  to  make  way  for  new  developments. 

In  this  connection,  it  is  useful  to  distinguish  between  the  individual. 
"problem-solving"  kind  of  penetrating  study,  on  the  one  hand,  and  deep, 
continuing  research  into  the  business  as  a  dynamic  system,  on  the  other, 
including  the  synthesis  or  pulling  together  of  the  research  results  into 
revealing,  operationally  useful  knowledge  about  the  business  as  a  whole 
and  in  its  total  social  and  economic  environment. 

Both  kinds  of  "research"  involve  study  of  the  business.  Both  use  a  com- 
bination of  older  disciplines  and  evolving  newer  disciplines.  Both  bring 
methods  and  techniques  of  fresh,  penetrating  investigation  and  logical 
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analysis  to  the  masses  of  data  and  information  generated  within  the 
business  and  also  coming  to-or  at  least  available  to-the  business  from 
its  external,  competitive  environment. 

Yet  the  outstanding  contribution  of  all  this  to  a  business  comes  in 
planned,  continuing  synthesis,  or  "putting  together  again."  It  comes  from 
the  constructive  questioning  of  assumptions,  the  development  of  alterna- 
tive theories  based  on  different  assumptions,  and  the  development  of  new 
patterns  of  information  based  on  these  different  assumptions.  It  comes 
from  the  development  of  alternative  models  of  the  business  as  a  system- 
including  representations  of  its  total  environment  in  the  ecological  sense 
—models  that  can  be  operated  increasingly,  as  such  patterns,  trends,  and 
drift  from  trends  can  be  detected  and  made  available,  to  test  in  advance 
the  probable  relative  outcomes  of  alternative  business  decisions. 

This,  in  turn,  leads  to  a  remarkably  sharper,  steadily  more  inclusive, 
more  representative— and  so  more  useful— "image"  of  the  over-all  business. 
And  largely  aided  by  advanced  communication  devices,  this  "image"  can 
be  shared  quickly,  accurately,  and  widely  throughout  the  organization, 
thus  making  possible  vastly  improved,  individual,  decentralized  decision 
making. 

The  fulfillment  of  these  kinds  of  responsibilities  is  consequently  evolv- 
ing as  a  new  and  distinguishable  kind  of  work— itself  as  different  from 
the  managerial  work  of  the  business  as  such  managerial  work  is  from 
engineering  or  financial  work.  And  though  different  from  managerial 
work,  it  is  a  kind  of  work  that  itself  needs  to  be  managed  for  its  successful 
accomplishment,  as  does  any  other  functional  work.  Like  this  and  other 
kinds  of  functional  work,  it  may  be  structured  in  the  organization  to  be 
performed  either  at  the  over-all  business  level  when  used  at  that  scope  or 
as  "supporting"  work  within  some  other  functional  area,  when  used  only 
for  fields  within  that  functional  scope. 

In  one  sense,  this  developing  kind  of  work  involves  building  a  "screen," 
as  illustrated  in  the  previous  example  of  sorting  gravel.  Building  the 
screen  implies  knowing  what  is  meant  by  coarse,  medium,  and  fine,  as 
well  as  getting  agreement  on  these  meanings  and  on  how  to  make  use 
of  them.  Some  logical  way  then  needs  to  be  devised  to  use  this  informa- 
tion. In  the  case  of  the  stones,  this  involves  a  nest  of  screens  of  different 
mesh  sizes.  Different  sizes  of  stones  then  are  collected  on  the  surfaces  of 
the  next  smallest  mesh  screen. 

The  principles  of  selection— \ht  criteria  for  decision— n^^d  to  be  defined 
and  agreed  upon  before  any  process  can  be  routinized.  Here  again,  there 
is  both  the  need  and  the  opportunity  for  systematic,  penetrating,  and 
continuing  study. 

Limitations  of  the  Techniques.  New  scientific  methods,  as  used  in  this 
developing  kind  of  work,  have  much   to  offer  in  coping  with  business 
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situations  of  accelerating  complexity.  Yet  there  are  severe  current  limita- 
tions. Managers  need  to  be  aware  of  these,  especially  in  any  attempt  to 
transfer  directly  either  the  philosophy  or  the  techniques  of  the  physical 
sciences  to  the  operations  of  a  business.  Some  of  the  limitations  are: 

The  many  things  that  happen  in  a  business  reflect  past  or  present 
conditions.  These  are  the  things  that  are  noted  and  recorded— how  often 
they  occur,  their  regularity,  their  interrelationship-reflecting  conditions 
that  are  subject  to  change  by  human  action  within  or  outside  the  busi- 
ness. The  statements  that  result  from  this  information  (other  than  pureh 
historical  statements)  are  in  the  form  of  expectations  rather  than  of  "facts" 
of  directly  predictable  usability. 

A  business  commits  today's  resources  according  to  expectations  for 
tomorrow.  The  purpose  is  to  take  risks,  and  thereby  to  change  the  en- 
vironment in  which  it  exists,  as  well  as  to  adapt  to  this  constantly  chang- 
ing environment. 

Underlying  the  business  as  a  "system,"  therefore,  is  this  concept  of 
change— ch2Lnging  environment,  changing  expectations,  the  changing  be- 
havior of  people  (employees,  suppliers,  distributors,  customers,  compet- 
itors, voters,  public  officials,  to  mention  but  a  few)  from  some  condition 
originally  anticipated.  This  is  distinctly  different  from  the  concept  under- 
lying most  physical  systems,  that  of  sufficient  future  stability  to  enable 
the  prediction  of  consequences,  given  certain  present  conditions  and  cer- 
tain facts  known  from  past  measurements  or  reproducible  experiments. 

For  a  business,  the  actual  environment  in  which  a  given  "problem"  is 
embedded,  therefore,  is  fluid.  The  very  act  of  realizing  an  opportunity 
usually  has  a  perceptible  impact  on— and  so  tends  to  change— the  environ- 
ment itself. 

Theories  concerning  the  operations  of  a  business  as  a  system  should  not 
be  viewed,  then,  as  statements  of  natural  laws,  nor  of  the  operation  of 
natural  laws.  Rather  than  being  merely  the  observation  of  unchanging 
regularities  and  relationships  for  the  purpose  of  deriving  specific  pre- 
dictions, such  nonphysical,  or  social-science,  hypotheses  and  theories  need 
to  be  seen  clearly  as  being  only  statements  comparing  expectations  with 
observed  reality. 

A  theoretical  basis  can  thus  be  provided  for  effecting  changes  in  the 
behavior  and  the  relationships  of  the  specific  organization  of  people  and 
resources  which  makes  up  the  business,  and  so  for  anticipating  probable 
trends— even  trends  of  changes— but  always  subject  to  understanding  that 
with  human  judgment  in  the  "system,"  both  random  and  unpredictable 
changes  may  cause  actual  developments  to  vary  greatly  from  those  ex- 
pected or  anticipated. 

Need  for  a  Theory  of  the  Business.  A  primary  reason  for  developing  and 
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communicating  hypotheses  and  theories  concerning  the  business  is  to 
achieve  better-integrated  joint  performance  of  those  sharing  common 
economic  purposes.  To  the  extent  that  joint  performance  is  not  optimized, 
high  performance  in  any  function  becomes  less  significant,  or  at  times 
suboptimized  or  even  detrimental. 

Thus  there  is  constant  practical  need  for  developing  and  expressing  an 
over-all  hypothesis  or  theory  for  the  business  more  concisely,  more  ex- 
plicitly, and  more  meaningfully  than  most  managers  so  far  have  been 
able  to  provide. 

Diverse,  multidirectional  efforts  are  the  results  of  the  widely  divergent 
views  of  the  business  often  held  by  people,  both  managers  and  functional 
individual  contributors,  in  different  functions  and  working  at  different 
specialties.  They  may  disagree  significantly  on  the  part  their  own  work 
contributes  to  the  whole,  on  the  relationship  of  the  work  of  others,  on 
the  impact  of  perceived  environmental  changes,  and  even  on  the  direction 
and  goals  of  the  business  itself. 

The  leadership  challenge  is  therefore  to  provide  unified  hypotheses 
for  all  to  use  in  the  hypothetical  evaluation  of  the  consequences  of  their 
own  proposed  alternative  courses  of  action.  The  potential  effects  of  pro- 
posed decisions  and  actions  within  various  organization  components  of 
a  business  can  then  be  studied  and  understood  for  their  effects  on  the 
total  performance  of  the  business,  and  before  decisive  action  takes  place. 

Another  characteristic  of  an  ordinary  business  is  worth  noting.  Usually, 
it  is  the  major  change  that  is  observed,  recorded,  and  acted  upon.  This 
is  the  so-called  "quantum  jump,"  the  "break-through,"  the  abrupt  real- 
ization that  what  has  been  accumulating  for  some  time  has  "suddenly" 
erupted  into  a  crisis. 

But  in  reality,  many  changes— probably,  even,  most  changes— in  a  busi- 
ness take  place  gradually,  yet,  in  retrospect  at  least,  seem  to  move  almost 
imperceptibly,  with  a  discoverable  direction  or  amplitude. 

There  is  consequent  deep  need  to  measure  and  understand  such  "creep" 
—both  internal  and  external  to  a  business— as  a  prelude  to,  and  hence 
possibly  even  a  preventer  of,  the  kind  of  crisis  produced  when  something 
suddenly  reaches  the  threshold  where  decisive  action  is  demanded. 

Creative  Planning.  Alertness  to  major  change  is  enhanced  by  creative 
planning,  especially  creative  decentralized  planning  which  is  sensitive 
both  to  trends  in  specialized  developments  and  to  their  current  and  pro- 
spective "fit"  in  the  over-all,  dynamic  flow  of  the  business.  Frequently, 
"planning"  has  been  based  on  merely  extrapolating  or  projecting  his- 
torical data  and  trends  in  a  so-called  year-by-year  "forecast."  This  almost 
insures  getting  caught  napping  should  a  significant  "break-through" 
occur.  It  also  practically  guarantees  missing  profitable  alternative  oppor- 
tunities along  the  way. 
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More  imaginatively,  planning  can  be  based  on  at  least  three  views, 
or  expectations,  o£  the  future: 

An  accurate  projection  of  known  trends  to  get  a  highly  probable  view 
of  that  part  of  the  future  that  is  "almost  inevitable"  (e.g.,  today's  babies, 
already  born,  will  be  tomorrow's  adult  market  in  closely  known  num- 
bers) 

Creative  speculation  in  an  effort  to  try  to  imagine  possible  alternative 
environmental  changes,  say  ten  to  twenty  years  ahead:  changes  that  may 
be  brought  about  by  the  actions  of  other  people,  other  businesses,  the 
government,  even  other  countries  (for  example,  the  possibility  that 
someone  might  invent  an  inexpensive,  portable,  new  source  of  electrical 
power) 

Creative  speculation  in  hypothesizing  different  kinds  of  future  condi- 
tions that  might  be  deliberately  and  causatively  anticipated,  sought  and 
created  by  managers  and  other  workers  of  the  business  itself,  ^vithin  anv 
constraints  provided  by  these  first  two  "views  of  the  future" 

From  among  the  alternative  "futures"  portrayed  by  this  process,  one  (or 
several)  can  be  decisively  selected.  From  this  view,  Tvorking  back^s'ard  so 
to  speak,  plans,  even  "long-range"  plans,  can  then  be  developed  so  that  all 
concerned  can  move  causatively  to  make  the  ''selected  future"  come  true. 

For  greater  sophistication  and  flexibility,  several  alternative  "futures"" 
may  be  selected.  Alternative  plans  will  then  be  on  hand  to  modifv  earlier 
plans  to  take  full  advantage  of  the  future  as  it  actually  unfolds.  For  un- 
fold it  will;  seldom  in  exactly  the  manner  "predicted"  by  the  wisest 
"seer,"  yet  perhaps  closer— by  such  progressive  "information"  approaches 
—than  could  be  intuitively  anticipated  in  the  past. 

A  Human  Approach  Is  Required 

One  thing  to  bear  always  in  mind  is  that  men  are  a  part  of  the 
system  called  "a  business."  They  need  not  always  act  "rationally"":  in  fact. 
they  need  not  get  one  single  personal  "answer"  from  this  "system."" 
It  is,  however,  important  that  they  have  injormation  upon  which  to  act. 
and  that  others  who  act  with  them  in  concert  know  of  their  volitional 
acts,  so  that  they  may  go  along  with,  countervail,  or  correct  in  terms  of 
some  framework  of  common  understanding  and  common  objectives.  This 
again  requires  explicit  information  at  various  generalization  levels,  in- 
cluding more  knowledge  of  how  the  "world"  which  is  their  organization 
actually  works. 

A  part  of  this  process  is  to  try  to  foresee  or  anticipate  prpbable  conse- 
quences under  ideal,  theoretical,  or  assumed  "standard"  circumstances, 
so  as  to  establish  standards  of  expectation  for  men  who  do  not.  consider- 
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ing  their  usual  limitations,  always  act  rationally.  Again  the  need  to 
predict  men's  behavior  is  not  essential.  It  is  desirable  increasingly,  how- 
ever, to  provide  them  with  expectations  of  performance,  as  a  basis  for 
common  effort,  and  with  workable,  practical,  iisahle  hypotheses  to  indi- 
cate the  potential  consequences,  to  others  as  well  as  in  their  own  work 
field,  of  alternative  personal  decisions. 

Man,  while  volitional,  customarily  acts  in  his  social  and  economic  rela- 
tions within  a  culture,  or  a  framework  of  expectations  of  results  and 
consequences,  a  framework  which  with  time  comes  to  be  one  of  estab- 
lished customs  to  a  significant  degree. 

Sometimes  results  are  not  up  to  expectations;  sometimes  man  gets  too 
"volitional"  and  gets  "spanked";  and  sometimes  he  changes  his  "ideal"  ex- 
pectations and  does  different  things  accordingly. 

For  example,  it  is  a  curious  circumstance  of  the  accelerating  rate  of 
change  in  today's  social  and  political  economy  that  the  body  of  accepted 
moral  behavior  and  the  code  of  written  laws  are  both,  to  some  extent, 
themselves  theoretical,  rather  than,  as  has  historically  been  the  case,  es- 
sentially only  the  codification  and  writing  down  of  customs  already 
established  and  accepted  as  standards  of  behavior  in  the  existing  culture. 
As  theories,  they  lead  society  with  respect  to  the  results  expected  from 
their  use.  They  are  also  corrective  in  their  application. 

The  fact  that  human  behavior  cannot  be  "predicted,"  then,  is  not 
nearly  as  significant  as  the  fact  that  people  need  information  to  help 
them  with  their  own  "deciding." 

They  need  hypotheses  or  theory  that  spells  out  what  they  need  to  do 
—some  commitment— in  order  to  bring  about  "ideal"  consequences.  This 
information  will  need  to  indicate  both  the  current  situation  and  also 
the  common  standards  of  expectation,  which  are  both  so  necessary  for 
successful  joint  performance. 

"Scientific  techniques"  can  be  useful  to  help  see  as  a  whole  that  partial 
representation  of  a  business  which  is  validly  analogous  to  a  physical 
system.  Human  judgment,  understanding,  and  volitional  choice  are 
needed  to  fill  in  the  balance  of  the  picture,  the  part  that  depends  on 
human  beings  as  emotional,  feeling,  believing  individuals,  each  with 
his  own  sense  of  values. 

There  is  a  tendency  on  the  part  of  some  who  are  heavily  preoccupied 
with  "scientific  techniques"  to  visualize  all  reality  in  terms  of  the  deter- 
ministic, mechanistic  kind  of  behavior  exhibited  by  physical  systems. 
Others  find  it  useful  to  divide  reality  into  but  two  groups  of  phenomena: 
phenomena,  on  the  one  hand,  that  are  like  physical  things  that  can  be 
objectively  observed  and  demonstrated  by  experiment  and,  on  the  other 
hand,  like  human  values  and  human  choice,  "knowable"  only  subjec- 
tively. 


294  MANAGEMENT  BY  OBJECTIX-ES 

Knowing  how  to  deal  with  the  former,  they  eagerly  do  so.  Since  they 
do  not  know  how  to  deal  "scientifically"  with  the  latter,  even  though 
recognized  as  a  vital  part  of  "reality,"  it  is  left  out  of  consideration  as 
being  not  "scientific";  or  the  "scientific  techniques"  of  the  physical  sci- 
ences are  "tortured"  in  the  laborious  and  vain  attempt  to  "make  them 
work"  for  human  behavior. 

Since  a  business  organization  is  fundamentally  an  organization  of 
people,  and  since  all  these  people  are  volitional;  since  a  business  thrives 
by  producing  products  or  services  which  are  of  value— subjective  human 
value— to  its  customers;  since  a  business  involves  a  set  of  human  relations 
and  an  exchange  of  human  values  with  its  share  owners,  employees,  sup- 
pliers, and  the  general  public  as  well  as  its  customers;  the  conduct  of  a 
business  depends  heavily  on  effective  dealing  with  phenomena  in  an  emo- 
tional, human  world,  and  definitely  not  just  a  deterministic,  mechanistic, 
physical  world. 

The  decision-making  structure,  and  especially  the  "deciding"  done  by 
higher-level  managers,  thus  cannot  be  wholly  based  on  "scientific  tech- 
niques." 

Such  techniques  do  need  to  be  used  for  their  fullest  contribution,  but 
the  whole  view  of  the  business— of  the  objectives,  common  purposes,  and 
common  interests— deeply  needs  to  extend  beyond  the  limitations  of  such 
techniques  and  to  be  communicated  throughout  the  organization.  The 
requirement  voluntarily  to  keep  the  individual  basically  free  is  no  less 
in  the  industrial  than  in  the  political  or  governmental  organization,  and 
the  inevitable  penalties  for  failure  to  do  so  will  be  no  less  sure  in  either. 
This  is  indeed  one  of  the  fundamental  areas  of  decision  making  where 
today's  leaders  particularly  need  the  time  to  think  profoundly  and  to  act 
wisely,  if  adverse,  and  even  ultimately  harmful,  employee  and  public 
reaction  and  resort  to  socialistic  alternatives  are  to  be  avoided  successfully. 
Quite  beyond  the  limitations  of  such  so-called  "scientific  techniques," 
however,  there  is  emerging  gradually  a  ''science  of  managing"  and  there 
are  evolving  "professional  managers."  These  lasting  concepts  stem,  more- 
over, from  a  basic  concept  of  man  as  an  individual,  who  associates  with 
his  fellow  men  for  the  accomplishment  of  some  economic  purpose— and 
profit— and  also  for  the  satisfaction  of  intellectual  and  spiritual  needs, 
without  losing  his  individual  identity,  dignity,  creativity,  and  value  in  the 
process  of  doing  so. 

In  such  a  framework,  significant  "break-throughs"  such  as  the  following 
contribute  to  the  continuing  possibilities  of  coping  with— even  of  capital- 
izing on— the  accelerating  increase  in  business  complexity: 

The  speed  with  which  all  forms  of  information  can  now  be  transmitted 
The  accuracy  with  which  such  information  gets  through 
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The  common-language  aspects  of  communications  theory,  discouraging 
misinterpretations 

The  translation  of  information,  through  electronic  and  other  means, 
into  more  understandable,  simpler  forms,  numbers,  words,  graphs,  and 
other  symbols 

The  rapid  computation  of  involved  information  and  its  reduction  to 
forms  most  meaningful  for  pressing  decisions 

The  synthesis  of  complex,  interrelated  information  into  patterns,  into 
mathematical  and  other  models,  and  into  revealing  simulations  of 
significant  relationships 

The  emergence  of  a  ''science  of  managing/'  using  "science"  in  the  sense 
of  an  organized  body  of  knowledge,  but  not  in  the  narrow  sense— as  in 
the  purely  "physical  sciences"— of  a  body  of  facts  developed  from  repro- 
ducible experiments  and  expressed  in  laws  of  definite  predictive  useful- 
ness 

The  evolution  of  the  "professional  manager/'  using  "profession"  in  the 
sense  of  a  calling  to  which  creative  men  dedicate  themselves,  which  has  its 
own  body  of  organized  knowledge  and  a  code  of  ethics  to  which  they 
voluntarily  adhere  in  its  creation,  extension,  understanding,  application, 
and  use 

The  net  effect  of  these  exciting  developing  factors  is  the  facilitation  of 
an  orderly  organization  structure  which  allows  the  manager,  as  a  result 
of  genuinely  managerial  decision  making,  to  get  the  integrated  work  re- 
sults which  collective  organization  requires.  At  the  same  time,  the 
organization  benefits  from  the  free  and  independent  ideas  that  all  workers 
can  and  will  have.  These  are  the  ideas  that  are  different  from  and  go 
beyond  those  the  manager— or  any  one  man— can  or  will  have  himself. 
Thus  all  members  of  such  an  organization  are  encouraged  to  participate 
with  dignity,  vision,  and  creativeness. 


NEW  ORDER  OF  DECIDING  FOR  MANAGERS 

The  concepts  discussed  in  the  preceding  sections  of  this  chapter  pave 
the  way  for  a  new  order  of  "deciding"  as  the  legitimate  and  valid  work  of 
managers. 

These  concepts  are  especially  significant  to  those  with  over-all  responsi- 
bility for  large  corporate  operations  and  growth  or  for  over-all  conduct 
of  decentralized  profit-and-loss  business  and  functional  organization  com- 
ponents within  such  corporate  scopes. 

The  work  of  these  managers  is  definitely  not  doing  all  the  "deciding" 
while  the  rest  of  the  organization  merely  carries  out  what  has  been  "de- 
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cided."  In  fact,  what  "deciding"  is  done  by  most  managers  may  often 
better  be  directed  to  avoiding  the  making  of  most  decisions,  organizing 
the  work  so  that  others  can  increasingly  make  them— and  so  can  make 
better  decisions  than  would  have  resulted  by  insisting  that  they  be  made 
only  by  managers. 

This,  then,  is  a  principle  for  improving  the  quality  of  the  "deciding" 
throughout  the  organization  structure.  There  is,  to  emphasize,  a  clear 
potential  for  a  vast  improvement— by  considering  the  possibilities  of 
making  far  fewer  decisions  at  the  higher  organization  levels.  But  there 
would,  in  turn,  be  far  more  time  and  a  far  better  atmosphere  for  un- 
hurried contemplation,  and  consequently  more  deeply  decisive  treatment, 
of  matters  then  rightly  and  legitimately  reserved  for  higher-level  managers. 
It  has  been  observed  that  probably  the  great  majority  of  managers 
today  have  more  information  than  they  have  either  the  time  or  the  ana- 
lytical capacity  to  use  in  any  detail,  though,  sadly  enough,  not  necessarily 
the  particular  information  truly  essential  to  make  needed  decisions  most 
wisely  and  promptly.  As  a  result,  they  try  to  make  too  many  decisions 
that  others  in  the  organization  could  make  better— and  ought  to  be 
required  to  make,  instead  of  referring  "upstairs"  what  should  really  be 
their  own  job. 

Much  of  this  is  a  result  of  the  tendency  of  individuals,  as  thev  are 
promoted,  to  "carry  their  old  job  upstairs,"  rather  than  to  leave  their  old 
work  to  their  successors  to  enjoy  as  they  wanted  to  enjoy  it  ^dien  they 
were  responsible  for  it. 

It  seems  to  be  a  natural  human  tendency  to  continue  to  do  the  ^vork 
that  has  become  most  familiar  through  past  experience.  One  of  the 
biggest  opportunities  in  manager  education  and  in  manager  development 
-a  challenge  that  has  yet  to  be  met  adequately  despite  mushrooming 
courses,  seminars,  conferences,  and  programs  in  this  field— is  therefore 
to  convince  a  man  that  as  he  moves  up  from  one  organizational  echelon 
to  the  next,  his  new  job  is  770^  merely  "more  of  the  same"  over  a  wider  field 
or  scope,  but  is  instead  a  distinctly  different  kind  of  work  requiring  a 
different  kind  of  ''deciding." 

And  this  different  kind  of  work  is  usually  something  for  ^vhich  he 
rarely  gets  adequate  preparation  in  advance. 

Thus,  when  a  salesman  becomes  manager-sales  or  an  engineer  becomes 
manager-engineering,  for  instance,  he  does  not  become  just  a  "big  sales- 
man" or  a  "big  engineer,"  responsible  for  more  sales  or  more  complicated 
designs.  He  becomes  a  man  responsible  primarily  for  personal  work  to 
get  results  through  the  work  of  others,  instead  of  directly  by  his  o^\n 
functional  skills. 

Similarly,  when  a  manager-sales  or  a  manager-engineering  becomes 
the  general  manager  or  the  president  of  a  business,  he  does  not  become 
just  a  bigger  functional  manager,  or  even  merely  a  multifunctional  man- 
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ager.  Quite  differently,  he  becomes  the  manager  of  an  entity  which  is  a 
profit-and-loss,  competitive,  risk-taking  enterprise.  His  decisions  pass  from 
the  realm  of  high,  technical,  functional  competence  and  into  a  field  where, 
increasingly,  tail  winds  not  of  his  own  making  tend  to  speed  the  business 
up  and  head  winds  not  of  his  own  making  tend  to  slow  it  down. 

It  is  his  new  work  to  bring  to  bear  a  capacity  to  know  and  to  apply 
managerial  principles,  not  merely  techniques,  that  will  achieve  targeted 
results  or  better,  despite  good  and  bad  random  variables.  It  is  to  have 
within  himself,  by  that  time,  resources  of  experience,  intelligence,  and 
ethics  that  will  allow  him  to  make  the  decisions  involved  in  doing  the 
work  of  a  general  manager  or  a  president. 

He  will  need  attitudes  of  simplicity,  of  flexibility,  of  adjustability  to 
changing  conditions,  while  still  "keeping  the  business  ship  on  course  and 
on  schedule."  And  in  this  connection  it  is  worth  reemphasizing  that  using 
his  time  to  make  the  wrong  kind  of  decisions— decisions  that  should  more 
properly  be  decentralized  to  other  managers  and  to  functional  individual 
contributors,  aided  by  information  similarly  decentralized  to  make  their 
decisions  feasible  and  sensible— is  a  dangerous  misuse  of  a  general  man- 
ager's or  a  president's  knowledge,  skill,  effort,  and  time. 

In  the  context  of  such  a  new  order  of  "deciding"  for  presidents,  general 
managers,  and  other  higher-level  managers,  the  kinds  of  decisions  that 
have  customarily  been  viewed  as  the  "strategic"  decisions  of  a  business  are, 
indeed,  steadily  becoming  the  "tactical"  decisions  of  daily  operation. 

The  Changing  Scope  of  Managerial  Decisions 

It  has  been  customary,  for  example,  to  think  of  a  general  manager's 
strategic  decisions  as  falling  in  such  spheres  as  setting  prices  to  customers, 
fixing  the  level,  and  so  the  costs,  of  production,  and  allocating  money 
resources  for  plant  expansion,  research  and  development,  merchandising 
promotion,  and  similar  functional  operating  activities. 

As  these  tend  more  and  more  to  become  tactical  decisions,  increasingly 
decentralized  below  the  level  of  the  general  manager,  a  modern  concept 
oi  strategic  decisions  will  include  those  which: 

Set  the  initial  and  continuing  scope  or  objectives  of  the  business 

Determine  what  products  or  services  it  will  have  for  sale 

Elect  what  markets  will  be  served  and  what  channels  will  be  used  to 

reach  them 
Generate   a   dynamic  philosophy   by   means   of  which   the  business   can 

continue  to  serve  society  profitably  in  the  face  of  accelerating  change 

Strategic  decisions  will  be  in  the  area  of  the  "vision  of  the  business" 
rather  than  in  the  areas  of  varying  prices,  altering  schedules,  or  investing 
capital  resources  within  an  assigned  scope  and  charter. 
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The  new  order  o£  deciding  for  the  president  or  general  manager  of  the 
over-all  business  will  therefore  increasingly  include  "deciding"  on  matters 
that  are  both  more  abstract  and  more  riskful 

His  decisions  will  be  more  abstract  because  the  concrete,  easily  recog- 
nizable, down-to-earth  matters  will  increasingly  be  decentralized  to  those 
closer  to  the  points  of  action,  leaving  for  the  general  manager  those 
matters  of  both  multifunctional  and  environmental,  over-all,  long-range 
significance  and  basic  policy.  Such  matters  will  be  founded  on  a  ver\- 
broad  base  of  information,  many  significant  parts  of  which  are  continually 
abstracted  and  synthesized  into  orderly  patterns  for  visualizing  more 
clearly  that  which  has  general  and  primarily  long-range  significance. 

His  decisions  will  be  more  riskful  because  a  future  of  accelerating 
change— of  increased  automation  and  of  increased  complexity— will  need 
decisions  requiring  increasingly  larger  commitments  of  resources,  which 
are  ever  more  highly  irreversible  despite  need  to  make  them  in  the  face 
of  unpredictable  and  increasing  change. 

The  risk  is  greater  as  evaluated  in  today's  environment.  Yet  this  risk 
can  be  met  by  decentralizing  responsibility  for  much  of  the  decision 
making,  by  judicious  use  of  modern  tools  for  the  effective  decentralization 
of  the  flow  and  gathering  of  information,  and  by  effective  use  of  abstract- 
ing, rearranging,  synthesizing,  and  presenting  needed  information  in  more 
useful  patterns  depicting  the  system  of  the  business  and  its  competitive 
environment  as  a  whole  and  with  greater  clarity. 

The  president  or  general  manager  will  then  still  be  able  to  face  matters 
of  ever  greater  abstraction  and  greater  risk  with  the  same  kind  of  con- 
fidence with  which  today's  lesser  risks  are  faced  with  today's  less  adequate 
and  less  useful  information. 

Decisions  Will  Be  Truly  Human  in  Character 

Perhaps  the  most  significant  facet  of  the  new  order  of  "deciding"  is  in- 
creased emphasis  on  the  truly  and  uniquely  human  character  of  the 
"deciding"  to  be  done. 

Relieved  as  he  will  be  of  vast  amounts  of  repetitive  kinds  of  "deciding," 
relieved  also  of  the  burden  of  using  his  intuition  and  judgment  for  guess- 
ing at  what  the  facts  are  likely  to  be  or  for  intuitively  estimating  what 
the  performance  of  that  part  of  the  system  which  follows  predictable 
physical  laws  will  be,  he  will  be  able  to  concentrate  his  ability  more  and 
more  on  the  intensely  human  aspects  of  the  business. 

A  sample  of  some  of  the  more  difficult  areas  of  such  "deciding,"  then,  as 
outlined  by  Melvin  L.  Hurni,  will  include: 

Decisions  in  an  area  where  a  man's  work  is  Jiot  a  self-contained  project: 
that  is,  when  it  represents  only  one  part  of  a  total  effort  in  which  that 
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total  is  the  real  subject  of  interest,  not  the  individual  pieces,  combining 
intellectual  problems  of  understanding  with  emotional  problems  of  self- 
commitment  in  a  joint  situation,  where  "measurement"  is  likely  but  prob- 
ably not  clearly  defined 

Trying  to  get  outside  one's  own  interests  and  views  (and  even  successes 
and  failures)  and  put  oneself  in  the  shoes  of  another  man  also  interested 
in,  or  affected  by,  the  work  done  or  the  decisions  taken 

Hypothesizing  into  the  future  about  what  could  happen— or  what  the 
president  or  general  manager  might  want  to  happen— and  planning  and 
working  on  such  unclear  fronts,  instead  of  on  more  tangible  and  visible 
current  situations 

Combining  sound  theory  with  prompt  action  and  with  needed  timeli- 
ness versus  merely  analyzing  and  speculating  indefinitely 

Sensing  and  displaying  the  ''general"  out  of  specific  individual  jobs  and 
projects  and  being  alert  to  do  so  and  to  evaluate  resultant  decisions  and 
actions 

Thinking  through  how  to  integrate  the  loyalties  of  the  professional 
worker  to  his  profession  and  to  his  company  or  the  similar  loyalties  of 
the  nonprofessional  worker  to  his  union  and  to  his  company 

At  first  glance,  these  six  sample  instances  of  areas  of  difficult  decid- 
ing may  seem  themselves  to  be  only  random  samples,  unrelated  and 
diverse. 

They  have  in  common,  however,  the  fact  that  an  individual  fills  many 
roles  at  the  same  time.  These  diverse  roles  are  unified  by  his  being  only 
one  human  being,  whose  common  interests  in  his  multiple  roles  finally 
outweigh  and  outrank  their  diversities. 

This  ties  back  to  the  point  made  earlier  as  the  key  to  this  kind  of  "de- 
ciding" for  enlightened  motivation  of  the  entire  work  force.  People  do  the 
work  of  the  business.  They  can  and  will  integrate  their  efforts  to  pursue 
common  purposes.  And  it  is  the  relationship  of  these  to  their  common 
interests  that  every  manager  can  and  should  take  as  one  of  his  most  vital 
fields  of  "deciding." 

Throughout  this  entire  chapter  there  has  been  more  emphasis  on  the 
decision  making  and  associated  flow  of  information  throughout  the  or- 
ganization than  on  the  specific  "deciding"  done  by  managers  and  general 
managers  at  higher  levels  in  the  structure.  This  is  deliberate,  since  the 
potential  opportunity  for  improvement  in  the  effectiveness  of  the  "decid- 
ing" done  by  higher-level  managers  lies  in  doing  both  a  smaller  quantity 
and  a  different  kind  of  "deciding." 

All  managers,  especially  higher-level  managers,  can  make  their  own 
deciding  far  more  effective,  then,  by: 
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Tapping  and  unleashing  the  potential  of  people  throughout  the  or- 
ganization to  make  responsible  decentralized  decisions  in  their  own  areas 
of  competence 

Using  computers  and  data-processing  equipment  to  make  information 
available  on  a  decentralized  basis  to  the  people  who  can  best  use  it  in 
their  own  decentralized  decision  making 

Uncluttering  their  work  from  the  pressure  and  the  distraction  of  mak- 
ing decisions  that  can  better  be  made  elsewhere  in  the  organization,  thus 
freeing  themselves  to  make  a  new  order  of  strategic  decisions,  both  more 
abstract  and  more  riskful  than  those  of  the  past  and  also  more  concerned 
with  the  uniquely  human  aspects  of  the  business  system 

Communicating  the  objectives  and  common  purposes  resulting  from 
this  new  order  of  strategic  decisions  to  all  the  people  to  provide  a  common 
motivation  through  which  responsible  decentralized  decision  making  may 
be  assured 

To  the  extent  this  is  done,  such  managers  will  have  made  a  major 
contribution  toward  answering  the  "challenge  to  leadership"  as  brought 
out  by  Ralph  J.  Cordiner  in  his  penetrating  and  provocative  closing  re- 
marks of  the  1956  McKinsey  Lectures: 

Sharing  the  Vision:  A  Challenge  to  Leadership 

Any  sensitive  observer  must  agree  that  the  human  potential  in  business  has 
never  been  fully  unleashed.  The  great  dream  of  the  professional  manager  is  that 
some  day,  he  will  find  a  way  to  share  with  his  associates  a  mutually  deep  vision 
of  what  a  truly  inspired  human  organization  can  achieve.  How  can  he  build  this 
managerial  vision  on  all  that  they,  as  well  as  he,  have  to  contribute  to  its  formu- 
lation? How  can  he  help  every  man  and  woman  in  the  organization  find  a  sense 
of  true  participation  in  working  toward  high  and  noble  objectives  that  will 
bring  everyone  a  sense  of  pride  and  satisfaction? 

I  confess,  this  is  one  of  the  deepest  desires  of  my  life:  to  bring  about  such 
unity  of  purpose  throughout  the  General  Electric  organization. 

These  thoughts  bring  us  again  to  that  philosophy  of  management  that  was 
discussed  in  the  previous  lecture,  the  philosophy  that  recognizes  the  freedom, 
and  the  dignity,  and  the  capacity  of  each  individual,  and  eagerly  asks  for  ^diat 
he  alone  can  bring  to  the  organization. 

1  am  convinced  that  there  is  no  such  thing  as  the  common  man.  Each  of  us 
is  an  uncommon  man.  Each  of  us  has  some  distinctive  and  individual  contribu- 
tion that  he  alone  can  make. 

When  the  professional  manager  at  every  echelon  of  the  organization  recog- 
nizes this,  and  cherishes  it  as  his  most  deeply  held  belief  about  his  fello^^-  men. 
then  he  has  found  the  clue  to  leadership  in  the  American  society.  It  is  leadership 
of  this  kind  that  will  determine  whether  the  way  of  freedom  will  be  the  wav  o< 
the  world. 
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Managing  People 


Lansing  P.  Shield 

PRESIDENT 

THE  GRAND  UNION  COMPANY 

EAST  PATERSON,  NEW  JERSEY 


Shortly  after  writing  the  following  chapter, 
Lansing  P.  Shield  died  in  a  hospital  in  New 
York  City.  He  was  sixty-three  years  old.  With 
the  passing  of  this  dynamic,  imaginative  man 
from  the  American  business  scene,  the  nation 
lost  one  of  its  outstanding  business  leaders. 

Lansing  Shield  was  one  of  the  truly  dominant  figures  in  the  world  of 
retailing.  Although  it  would  not  be  accurate  to  soy  that  he  invented 
the  supermarket,  it  is  doubtful  that  any  other  man  played  a  larger 
part  in  the  development  of  this  uniquely  American  institution,  which 
has  revolutionized  patterns  of  distribution. 

During  the  period  of  his  presidency  of  Grand  Union,  the  company 
grew  into  a  network  of  supermarkets  in  eleven  Eastern  states,  the 
District  of  Columbia,  and  recently  in  Puerto  Rico.  Annual  sales  rose 
from  $8^  million  to  over  $600  million,  placing  the  cojnpany  in  the 
ranks  of  the  country's  ten  largest  food  retail  organizations. 

Lansing  Shield  was  an  innovator  and  an  inventor.  Food-O-Mat,  a 
major  innovation  in  retailing,  ivas  his  invention-only  one  of  rnany 
important  contributions  which  he  made  to  retail  shopping  convenience. 
He  was  an  enthusiastic  advocate  of  advertising  as  the  best  means  of 
moving  food  products;  the  Grand  Union  success  story  makes  a  strong 
case  for  the  value  of  his  imaginatively  conceived,  forcefully  directed 
advertising  and  marketing  strategies. 

Mr.  Shield  was  also  a  visionary,  but  happily  his  visions  were  founded 
on  a  sturdy  base  of  sound  business  knowledge,  acquired  through  a 
start  at  the  proverbial  bottom  of  the  ladder.  Born  in  Linlithglo,  Neiv 
York,  he  began  his  business  career  with  a  $20-a-week  job  as  a  clerk 
with  the  A  &  P  stores — yeoman  duty  which  served  him  well.  He  joined 
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Grand  Union  in  1924  and  was  elected  treasurer  in  1^28,  vice  president 
in  ip2p,  and  president  in  1947- 

Convinced  that  "a  world  well  fed  is  a  world  at  peace,"  he  worked 
energetically  to  raise  living  standards  with  more  and  better  food  at 
lower  costs  for  people  everywhere.  A  great  deal  of  the  treiid  toward 
supermarket  development  in  Europe  can  he  attributed  to  his  individ- 
ual efforts.  In  ip^S  he  became  president  of  the  International  Associa- 
tion of  Chain  Stores,  a  post  which  he  held  for  three  years.  He  was 
elected  then  to  head  the  International  Association  of  Food  Distribu- 
tors, a  position  which  he  occupied  at  the  time  of  his  death. 

Recognition  of  his  leadership  came  from  many  quarters.  France 
named  him  a  Chevalier  de  la  Legion  d'Honneur;  in  icf^6  Italy  made 
him  a  Cavaliere  Ufficiale  el  Merito  Delia  Republica.  Rutgers  Uni- 
versity, where  he  received  an  honorary  Doctor  of  Law  degree  in  19^2, 
elected  Mr.  Shield  a  life  trustee.  A  past  president  of  the  New  Jersey 
Chamber  of  Commerce,  he  served  on  President  Eisenhower's  advisory 
committee  for  the  ip^p  American  National  Exhibition  in  Moscow.  His 
directorships  included  the  Federal  Reserve  Bank  of  New  York  and  the 
Prudential  Life  Insurance  Company  of  America. 
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CHAPTER    12 

Directing  the  Attainment  of  Objectives 


Creative  leadership  by  top  management  is  the  key  to  the  attainment  of 
the  basic  objectives  of  a  business  enterprise.  It  is  the  prime  ingredient 
in  the  alchemy  of  success. 

To  plan,  to  organize,  to  communicate,  to  motivate— these  are  the  me- 
chanics of  the  process.  But  without  the  ingredient  of  creative  thinking 
applied  to  each  of  these  steps,  the  end  result  is  mediocre.  Attempting  to 
imitate  competitors  is  a  poor  substitute  for  creative  thinking.  In  business, 
as  well  as  in  social  life,  a  philosophy  of  keeping  up  with  the  Joneses 
yields  a  frustrating  and  unrewarding  experience. 

If  the  formula  for  success  lay  in  parroting  competition,  the  market  price 
for  top  management  would  be  found  on  the  bargain  table.  Most  great 
achievements  in  industrial  history  are  built  around  ideas— fixed  or  fluid— 
rather  than  on  a  blueprint  appropriated  from  competitors. 

The  image  of  each  successful  business  reflects  a  personality  that  cannot 
be  bought  or  borrowed.  Creative  leadership  that  makes  a  company  suc- 
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cessful  is  likely  to  keep  it  out  front  even  though  a  competitor  tries  to 
catch  up  by  adopting  the  other's  methods  and  objectives. 

Creative  personal  leadership  has  been  well  described  by  Clyde  E.  AVeed, 
chairman  of  the  Anaconda  Company:  "The  kind  of  man  who  will  succeed 
is  the  kind  of  fellow  who  is  interested  in  adventure,  not  security.  He's 
concerned  with  creativity,  not  the  comfort  of  routine.  He's  a  gambler  of 
his  energies  on  the  calculated  risk.  He  wants  opportunity  in  life,  not  some- 
body's plan." 

Now,  every  top  executive  wants  to  be  this  kind  of  man.  Not  all  make 
the  grade,  for  the  road  which  a  corporate  executive  must  take  in  his 
search  for  success  truly  represents  a  modern  "pilgrim's  progress."  The 
many  bypaths  and  obstacles  that  stand  between  him  and  his  desired 
destination  often  divert  his  attention  from  the  executive's  most  important 
function-creative  leadership.  All  sorts  of  stumbling  blocks  along  the  road 
such  as  preoccupation  with  detail,  outside  interests,  and  lack  of  attention 
to  personal  health  take  a  heavy  toll. 

The  executive  can  take  out  his  own  insurance  policy  to  protect  himself 
against  the  hazards  along  the  road.  Dedication  to  the  undertaking  is  the 
prime  ingredient  in  the  formula  of  self-protection.  There  are  others-the 
underlying  motivation  of  rendering  service,  the  desire  to  be  a  perfection- 
ist, the  will  to  change  habit  patterns,  the  determination  to  avoid  the 
frustrations  of  routine,  and  a  genuine  interest  in  people. 

Although  a  measure  of  creative  ability  is  latent  in  every  individual, 
more  often  than  not  it  is  a  rusty  tool,  its  edge  seldom  sharpened  through 
use.  Often  the  untapped  resources  of  the  individual  mind  are  uncovered 
only  by  fortuitous  circumstances. 

Here  is  a  dramatic  example:  A  nationwide  retail  organization  began 
with  three  small  stores  which  were  manned  by  three  ne^vly  arrived  immi- 
grants with  limited  schooling.  Thirty  years  later  the  company  had  de- 
veloped into  one  of  the  great  retail  organizations  of  our  time.  In  the 
meantime,  the  three  immigrants  had  grown  into  outstanding  business 
leaders  and  became  the  first  three  presidents  when  the  company  decen- 
tralized into  divisions. 

The  moral  of  this  story  is  not  that  these  men  ^vere  in  the  right  place 
at  the  right  time  (that  helps,  of  course),  but  rather  that  thev  made  use  of 
the  opportunity  to  develop  the  gifts  with  ^vhich  they  had  been  endo^ved. 
If  a  man  has  a  fair  measure  of  ability  to  plan,  to  organize,  to  com- 
municate, and  to  motivate,  creative  thinking  will  complete  the  "mix." 


PLAN 

In  order  to  attain  established  objectives,  top  management  must  first 
plan-creatively.  It  is  in  this  stage  that  the  largest  measure  of  creative 
thinking  is  demanded. 
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Good  planning  starts  with  the  setting  of  both  near-term  and  ultimate 
objectives.  Surprisingly,  there  are  more  than  a  few  managers  who  are 
never  quite  clear  what  they  are  driving  at  and  why. 

Creative  thinking  ensures  an  imaginative  approach.  Perhaps  the  best 
way  to  clarify  the  objectives  of  a  company  is  to  visualize  what  your  busi- 
ness should  be  five,  ten,  or  twenty  years  from  now.  What  is  your  best 
estimate  of  what  the  market  will  be?  What  share  of  the  market  should 
you  have  as  your  objective?  What  changes  may  you  forecast  in  the  means 
of  production  and  distribution?  In  the  wants  of  customers?  Should  the 
image  your  company  has  created  in  the  minds  of  your  customers  be 
changed? 

As  you  attempt  to  develop  future  objectives,  thinking  in  general  terms 
will  not  suffice. 

In  our  business,  for  instance,  we  try  to  create  a  specific  image  that  will 
flash  in  the  minds  of  housewives  whenever  they  hear  the  name  Grand 
Union.  To  be  sure,  from  time  to  time  this  image  may  be  modified  because 
of  economic  and  social  changes,  but  always  a  definite  "personality"  should 
be  associated  with  the  company's  name. 

Examples  of  how  objectives  may  be  established  and  reached  may  best 
be  drawn  from  actual  experience.  In  1947,  when  I  was  made  head  of  our 
organization,  the  Grand  Union  Company  already  had  an  excellent  reputa- 
tion. It  was  the  second-oldest  food  chain  in  the  nation,  with  319  stores 
and  annual  sales  of  $83  million.  (In  1959,  sales  were  over  $600  million.) 
Most  of  these  stores,  however,  were  small,  neighborhood  units.  A  cum- 
bersome route  division,  selling  door  to  door,  still  contributed  more  than 
15  per  cent  of  our  volume. 

The  revolution  in  retailing  was  just  moving  into  high  gear.  The  basic 
changes  that  were  taking  place  in  the  nation's  way  of  life  and  its  "stand- 
ard of  eating"  made  it  imperative  that  Grand  Union's  objectives  be  rede- 
fined if  the  company  was  to  be  one  of  the  leaders  in  this  revolution.  As 
early  as  1919,  the  Federal  Trade  Commission  had  said: 

Improved  marketing  facilities  and  processes  are  urgently  needed  ...  in  village 
as  well  as  city.  Dealers  generally  recognize  this  need.  Producers  are  .  .  .  pressing 
for  such  improvement.  Consumers  .  .  .  have  demanded  that  the  system  of  food 
distribution  be  simplified  and  the  movement  of  food  be  made  more  direct  from 
field  and  factory  to  table. 

Yet  it  was  not  until  the  depression  of  the  1930s  sparked  the  develop- 
ment of  supermarkets  that  low-cost,  self-service,  mass  distribution  pro- 
vided the  consumer  with  a  much  broader  variety  of  merchandise  at 
sharply  lowered  prices.  Then  when  World  War  II  restrictions  were  lifted, 
conversion  to  the  supermarket  method  of  distribution  was  suddenly 
accelerated. 

At  the  same  time,  there  were  compelling  reasons  for  major  changes  in 
the  character  of  the  supermarket  itself.  As  we  rapidly  became  a  nation  on 
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wheels,  consumers  began  to  show  a  preference  for  one-stop  shopping.  Also, 
as  the  standard  of  living  rose  sharply,  the  housewife's  desire  for  a  new 
freedom  from  the  laborious  preparation  of  meals  resulted  in  a  flight  from 
the  frying  pan  to  the  refrigerator.  She  moved  from  in  front  of  the  stove 
to  the  driver's  seat  of  the  family  car.  This  demand  for  broadened  lines  of 
food  and  precooked,  ready-to-serve  items  resulted  in  a  rapid  increase  in 
both  lines  and  kinds  of  items  available  to  the  consumer  in  supermarkets. 
There  was  sufficient  evidence  at  hand  in  the  year  immediately  follow- 
ing the  war  to  cause  operators  to  revise  their  objectives  drastically.  Yet 
even  the  most  alert  food  retailers  were  not  imaginative  enough  to  antici- 
pate the  scope  and  pace  of  this  revolution  in  food  retailing. 

To  take  advantage  of  the  immense  possibilities  opened  up  by  social 
and  economic  changes,  it  was  essential  for  food  retailers  to  accompany- 
often  precede— their  customers  to  the  suburbs  and,  in  the  transition,  to 
adopt  a  new  personality.  The  small  neighborhood  store  and  the  down- 
town market  were  quickly  replaced  by  one-stop  food  palaces  with  parking 
for  scores  and  often  hundreds  of  cars.  In  stocking  all  the  immense  variety 
of  products  necessary  to  satisfy  consumer  demands,  new  buying,  mer- 
chandising, and  distribution  methods  were  required.  And  probably  more 
important,  these  larger  food  department  stores  required  a  different  caliber 
of  general  manager,  trained  in  new  techniques. 

Need  for  Flexibility 

This  was  the  challenge  which  operators  faced  when  I  took  the  helm 
at  Grand  Union.  My  first  step  was  to  get  away  from  the  distraction  of 
routine  and  the  telephone  for  a  few  days.  One  might  say,  before  advanc- 
ing I  found  it  necessary  to  retreat  to  a  quiet  spot.  In  the  course  of  about 
ten  days,  I  tried  to  chart  in  broad  outline  Grand  Union's  new  objectives. 
My  first  move  on  returning  to  the  office  was  to  call  a  meeting  of  the 
officers  of  the  company  and  say  to  them,  "Let's  take  the  position  that  we 
haven't  worked  for  the  company  before-that  Grand  Union  is,  in  fact,  a 
new  company  born  today." 

For  the  next  few  weeks,  the  major  efforts  of  this  group  were  devoted 
to  creative  planning.  As  the  group  shaped  the  company's  ne^v  objectives, 
a  new  concept  of  teamwork  developed.  This  initial  planning  period  also 
provided  an  opportunity  to  decide  on  shifts  in  positions  on  the  organiza- 
tion's team.  This  process  of  reexamination  has  been  carried  on  annually 
ever  since,  and  sometimes  at  shorter  intervals. 

Quarterly  we  analyze  carefully  the  trends  in  different  types  of  stores. 
Intensive  research  is  carried  on  continuously  in  the  area  of  productivity. 
At  periodic  intervals,  our  entire  organization  structure,  personnel,  oper- 
ating costs,  and  budgets  are  studied  and  revamped. 

Not  so  :cng  ago,  this  type  of  review  resulted  in  sweeping  changes  in 
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our  system  of  store  supervision,  even  though  the  old  system  had  been 
working  reasonably  well. 

Just  as  the  individual  needs  a  periodic  checkup,  so  does  the  corporate 
body.  To  put  it  another  way,  some  companies  go  on  with  the  same  old 
daily  delivery  of  oats  long  after  the  horse  has  left  the  barn  and  the 
building  has  been  turned  into  a  garage.  Sometimes,  too,  while  the  horse 
is  still  a  consumer  of  oats,  a  company  is  well  advised  to  make  plans  for 
servicing  its  successor. 

In  this  transition  in  our  industry,  which  has  been  as  swift  as  the  shift 
from  the  horse  and  wagon  to  the  jet,  the  supermarket  of  1947  is  already 
obsolete.  And  even  more  sweeping  modifications  of  the  supermarket  pat- 
tern are  in  the  offing.  If  the  principle  of  self-service  and  low  markups  are 
what  the  customers  demand,  why  not  try  it  on  all  household  and  family 
use  items  and  why  not  make  these  items  available  all  under  one  roof  to 
food  customers?  Our  Grand-Way  super  discount  department  stores- 
some  of  which  do  as  much  business  as  an  entire  chain  used  to  deliver— 
were  founded  upon  this  concept  of  the  customers'  wants.  In  the  average 
supermarket,  an  arbitrary  line  has  been  drawn  in  limiting  nonfood  items 
to  about  900.  The  Grand-Way  concept  provides  for  departments  stocking 
about  35,000  family-use  items. 

When  the  chief  executive  adopts  a  formula  or  an  objective  as  radically 
different  as  the  Grand-Way  concept,  it  takes  courage  as  well  as  imagina- 
tion to  carry  it  out.  Some  doubt  and  honest  opposition  to  new  ideas  are 
inevitable.  At  Grand  Union,  we  resolved  this  problem  by  starting  the 
Grand-Way  concept  on  a  small  scale  and  by  allowing  other  members  of 
management  to  participate  in  the  throes  and  thrills  of  its  development. 
In  effect,  we  erected  a  pilot  plant  which  was  an  interesting,  provocative 
experiment  and  comparatively  inexpensive.  If  we  were  wrong,  the  com- 
pany would  not  be  badly  hurt.  Nor  would  it  siphon  off  money  from 
somebody  else's  budget.  Further,  the  project  was  put  in  the  hands  of  a 
vice  president  who  had  come  to  us  from  the  department-store  field  and 
who  had  some  knowledge  of  the  other  products  we  were  adding  to  the 
line.  In  this  way,  a  cooperative  effort  developed  and  risks  were  minimized 
as  we  examined  the  possibilities  of  a  major  revision  of  Grand  Union's 
objectives. 

In  any  discussion  of  planning,  one  must  consider  the  vast  panorama  of 
business  motivations  included  in  the  simple  word  "objectives."  There  is 
the  over-all  corporate  objective  of  rendering  service  and  making  a  profit 
(they  go  hand  in  hand).  There  is  the  individual  set  of  personal  objectives 
of  the  men  at  the  top  and  down  the  line.  There  is  the  "image,"  or  public 
relation,  objective,  the  employee-relations  objective— to  mention  but 
two.  Only  through  an  imaginative  approach  can  all  these  objectives  be 
molded  into  a  pattern  that  will  inspire  an  organization. 
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ORGANIZE 

A  corporation's  objectives  can  be  attained  only  through  the  concerted 
efforts  of  all  its  people.  The  best-thought-out  plans  cannot  be  realized 
without  a  sound  organization  structure.  Recruitment,  training,  and  de- 
ployment of  manpower,  however,  are  areas  where  textbooks,  manuals, 
and  organization  charts  must  be  supplemented  by  creative  thinking  and 
creative  (often  inspired)  leadership. 

What  kind  of  human  material  is  necessary  for  the  attainment  of  ob- 
jectives? The  chief  executive  must  choose  with  care  his  fellow  travelers 
on  his  journey  and  the  segments  of  the  plan  to  be  entrusted  to  each  com- 
panion. A  good  batting  average  on  the  selection  of  the  right  man  at 
every  level  is  the  overriding  test  of  leadership. 

To  develop  leaders  at  all  levels  is  a  never-ending  process  of  recruitment. 
Quality  of  talent-rather  than  quantity-is  the  chief  force  that  drives  the 
company  along  the  road  toward  its  objectives. 

Along  with  securing  the  kind  of  people  upon  whom  a  sound  structure 
can  be  built  goes  the  maximum  delegation  of  responsibility  and  authoritv. 
This  does  not  mean  surrender  of  personal  leadership  or  scrapping  basic 
objectives.  There  is  a  fine  psychological  line  between  strong-armed  dicta- 
tion and  firm  insistence  on  adherence  to  basic  policies. 

The  man  at  the  top  cannot  afford  to  abdicate  his  fundamental  leader- 
ship responsibilities,  no  matter  how  well  organized  the  executive  comple- 
ment below  him.  Leadership  is  expected  of  him.  People  prefer  to  exercise 
their  own  initiative,  it  is  true,  but  they  also  respond  to  inspirational 
leadership.  They  want  to  be  loyal  not  only  to  something,  but  to  someone. 
As  business  becomes  more  complex,  there  is  an  increasing  tendency 
to  rely  on  "professional  managership."  In  the  briefcase  of  the  profession- 
ally trained  manager,  you  will  find  hypothetical  organization  charts,  but 
there  is  no  kit  containing  inspirational  leadership. 

Regardless  of  the  growing  complexity  of  our  society,  personal  leader- 
ship is  still  the  most  priceless  asset-and  it  always  will  be.  A  "school  for 
presidents"  might  be  an  interesting  addition  to  our  educational  svstem. 
but  I  suspect  a  diploma  would  be  no  more  than  a  license  to  attempt  to 
prove  that  the  graduate  has  qualities  of  leadership. 

In  the  case  of  our  company,  the  problem  of  finding  competent  executive 
talent  was  aggravated  by  the  rapid  transition  to  an  organization  of  large 
supermarkets.  There  simply  was  no  existing  reservoir  of  experienced 
supermarket  executives  to  draw  on  back  in  1947. 

To  find  such  men,  Grand  Union  began  a  regular  program  of  college 
and  high  school  recruitment.  Scientifically  constructed  51/0-hour  aptitude 
tests  were  inaugurated  to  screen  all  executive  and  clerical  personnel. 


DIRECTING  THE  ATTAINMENT  OF  OBJECTIVES  309 

These  were  supplemented  by  interviews  in  which  the  resuks  of  the  tests 
were  discussed. 

Managing  a  supermarket  these  days  is  a  top-management  assignment 
in  its  own  right.  The  manager  has  to  be  acquainted  with  5,000  to  6,000 
food  products.  He  has  to  be  a  specialist  in  personnel  techniques,  materials 
handling,  customer  and  community  relations,  sales,  display,  merchandis- 
ing, warehousing,  and  budgeting.  In  the  new  "super-supers,"  he  may  do 
up  to  $10  million  in  annual  business  at  his  own  location  and  supervise 
200  employees. 

Because  men  must  be  specially  trained  for  such  responsibilities.  Grand 
Union  pioneered  in  the  industry  with  a  comprehensive  eighteen-month 
management-education  program.  Then,  recognizing  that  the  rapidity  of 
change  in  business  would  make  some  of  any  day's  rules  obsolete  tomorrow, 
the  company  broadened  its  on-the-job  training  program  to  ensure  that 
executives  and  store  managers  would  be  able  to  keep  up  with  the  latest 
advances  in  their  fields.  Grand  Union  was  also  one  of  the  founders  of  the 
Advanced  Marketing  Curriculum  at  Michigan  State  University,  Cornell 
University,  and  the  University  of  Southern  California.  One  of  Grand 
Union's  vice  presidents  serves  as  chairman  of  the  Task  Committee  for 
the  retail  food  industry  in  this  educational  program. 

To  ensure  competence  throughout  the  organization,  the  company  has 
training  programs  for  employees  at  every  level.  Clerks  are  given  formal 
courses  in  operating  a  check-out  counter,  stockkeeping,  bookkeeping,  and 
general  courtesy  and  service  to  customers.  A  fully  equipped  "classroom 
on  wheels"  has  been  created  to  give  a  six-week  on-the-spot  course  to 
employees  of  all  new  stores. 

In  the  deployment  of  personnel,  we  at  Grand  Union  have  done  every- 
thing possible  to  eliminate  layers  of  management.  We  believe  the  tend- 
ency to  introduce  additional  layers  should  be  combated  vigorously.  Layers 
usually  grow  in  a  climate  of  management  deficiencies.  For  example,  too 
often  an  executive  who  is  a  good  administrator  but  isn't  imaginative  is 
supplemented  with  an  idea  man,  and  vice  versa. 

COMMUNICATE 

Organization  layers  are  the  natural  enemies  of  adequate  communica- 
tion. Traditionally,  the  layers  between  the  front  office  and  the  rest  of  the 
body  corporate  tend  to  insulate  company  officers  from  those  who  must 
carry  out  policies;  the  greater  the  number  of  layers,  the  more  eftective  the 
insulation  (a  variety  of  Parkinson's  Law). 

Cutting  out  layers  is  also  one  of  the  best  techniques  of  communications 
follow-through— of  seeing  that  jobs  are  done  the  way  you  want  them  done. 
In  a  corporation  with  15,000  employees  and  several  million  customers,  the 
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chances  o£  error  through  ineffective  communication  become  a  multiple  of 
these  numbers. 

The  errors  can  be  just  as  prevalent  if  you  have  failed  to  stimulate  the 
subordinate  to  think  for  himself  against  a  background  of  training  that 
will  help  him  to  come  up  with  independent  answers  that  are  pretty  close 
to  what  yours  might  have  been  in  the  same  circumstances. 

In  our  business,  close  communication  with  employees  at  the  point  of 
sale  is  a  prime  requisite.  Management  must  be  resourceful  in  inspiring 
these  people  on  the  firing  line  to  use  their  own  initiative  in  fulfilling 
assignments  while,  at  the  same  time,  staying  close  enough  to  the  main 
track  of  company  policies  to  assure  over-all  progress  toward  central  ob- 
jectives. 

To  solve  this  problem,  we  determined  that  the  place  for  Grand  Union 
executives  was  first  in  the  field  and  second  at  headquarters.  ^Vhen  execu- 
tives are  in  the  stores  among  the  employees  and  customers,  they  are 
transmitting  personal  leadership  in  the  most  direct  way  possible. 

Executives  from  our  general  offices  in  East  Paterson,  New  Jersey,  are  not 
permitted  to  hold  divisional  conferences  there.  Nor  is  it  company  policy 
to  hold  conferences  with  division  managers  in  the  divisional  offices.  AVhile 
making  visits  to  the  divisions,  headquarters  executives  spend  their  time 
in  the  stores  and  hold  their  conferences  with  division  managers  as  they 
drive  between  stores. 

A  central-office  executive  in  his  office  may  be  able  to  determine  that 
certain  outlets  need  more  advertising  or  lower  prices  from  a  study  of 
operating  statements.  But  there  is  only  one  way  to  tell  if  the  tomatoes 
are  firm  enough,  the  housekeeping  orderly,  and  the  customer  service  sat- 
isfactory. That  is  to  make  store  visits. 

Getting  exectuives  into  stores  means  conveying  enthusiasm,  devotion, 
and  initiative  person  to  person. 

If  you  cannot  get  the  company  executive  to  the  point  of  sale,  you  can 
sometimes  bring  the  point  of  sale  to  him.  This  we  did  in  1951  when 
Grand  Union  followed  millions  of  its  customers  to  suburbia.  ^Ve  moved 
our  headquarters  from  New  York  City  out  into  the  real  supermarket 
country  of  Bergen  County,  New  Jersey.  Here  our  offices  were  built  atop 
what  was  at  the  time  the  largest  and  finest  supermarket  yet  opened  by  the 
company.  As  Fortune  later  said  in  an  article,  "It  is,  under  any  circum- 
stances, a  well-located  and  well-paying  store.  But  it  also  serves  as  a  pilot 
plant  and  proving  ground  for  all  Grand  Union's  plans  and  promotions. 
For  Grand  Union  management  and  staff  at  headquarters,  there  is  no 
remoteness  and  no  escape  from  the  actual  battleground  of  the  business- 
the  store." 

In  Grand  Union's  efforts  to  ensure  close  communication  between  top 
management  and  all  the  people  who  make  up  the  company,  we  try  to 
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emphasize  the  human  side.  When  a  baby  is  born,  a  personal  letter  goes 
out  and  a  gift  is  sent  under  separate  cover.  The  same  procedure  is  fol- 
lowed for  an  employee  wedding.  (Possibly  these  statements  are  in  the 
wrong  order!) 

We  prepare  a  special  edition  of  the  company's  annual  report  for  our 
employees.  The  company  paper,  Progress,  concentrates  on  employee  news 
and  events.  We  reward  employees  for  useful  suggestions.  Last  year  over 
i,ooo  suggestions  were  received  from  store  employees.  Once  a  year,  a 
personal  letter  from  the  president  goes  to  each  employee  asking  him  what 
he  thinks  can  be  done  to  improve  the  company.  Each  reply  received  is 
answered  personally.  A  similar  procedure  is  followed  in  getting  sugges- 
tions and  criticisms  from  customers.  Postage-paid  letter  forms  are  promi- 
nently displayed  in  each  store  at  a  small  convenient  writing  desk,  and 
we  invite  customers  to  use  them  to  write  directly  to  the  president.  Each 
letter  is  personally  answered  and  routed  to  the  executive  concerned  for 
his  personal  action.  We  analyze  the  contents  regularly  to  see  if  any  partic- 
ular area  of  our  operation  needs  special  attention. 

Personal  notes  from  the  president  also  go  to  employees  who  have  done 
outstanding  jobs.  Every  letter— and  all  our  executives  are  urged  to  write 
frequently— helps  transmit  the  personal  image  of  top  management.  Mail- 
ings go  to  employees'  homes  because  we  feel  that  the  attitude  of  the 
whole  family  toward  the  employer  is  most  important. 

-    ,         ) 
A  Two-way  Street  ' 

Another  communication  device  employed  at  Grand  Union  is  what  has 
come  to  be  known  as  "Clerk's  Day."  On  that  day  all  officers,  headquarters 
and  field  executives  from  the  president  down  to  store  level,  are  replaced 
by  clerks. 

Participating  clerks  are  selected  from  each  store  by  vote  of  their  col- 
leagues. In  effect,  employees  in  each  store  elect  the  fellow  worker  "most 
likely  to  succeed."  The  abilities  of  promising  young  men  and  women  are 
thus  brought  directly  to  the  attention  of  top  management.  Good  talent 
that  often  has  been  overlooked  is  recognized  through  this  device. 

The  number  of  clerks  participating  in  the  program  has  grown  from 
400  in  1950,  when  the  event  was  inaugurated,  to  more  than  1,200.  Here 
is  the  epitome  of  communication— 1,200  key  people  directly  exposed  to 
management's  thinking. 

One  of  Grand  Union's  more  significant  methods  of  communicating 
with  employees  is  through  its  management  boards.  These  boards,  com- 
posed of  employees  at  the  manager  level,  meet  once  a  month.  In  these 
meetings,  without  any  executives  of  the  company  present,  store  employees 
discuss  the  company's  policies  and  formulate  specific  recommendations  for 
the  improvement  of  the  business. 
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The  board  members  have  the  authority  to  request  any  executive  of  the 
company  to  appear  before  them.  They  often  exercise  this  prerogative. 
Recommendations  made  by  the  board  are  transmitted  in  writing  to  top 
management. 

Whatever  the  recommendation,  it  is  treated  in  the  same  way.  It  is 
referred  to  the  appropriate  company  executive,  who  must  submit  a  prompt 
answer  in  writing,  either  to  report  that  the  suggestion  has  been  accepted 
and  will  be  implemented  or  else  to  explain  why  the  idea  is  being  rejected. 
We  try  not  to  quibble  in  the  answers.  We  say,  "The  suggestion  has  been 
rejected  because  .  .  ." 

Then  the  recommendations— and  the  answers  to  them— are  mimeo- 
graphed and  posted  on  bulletin  boards  in  each  store  of  the  division  from 
which  the  board  was  drawn.  Every  clerk  can  read  the  report  and  say 
to  himself,  "Well,  I've  been  thinking  about  that  and  wondering  ^\'hy  the 
company  didn't  do  it.  Now  I  know." 

Providing  a  source  of  communication  is  the  most  valuable  function  of 
these  management  boards.  When  the  employees  share  in  the  solving  of 
the  problems  of  the  company,  every  worker— blue-shirted  and  white- 
collared— joins  management  in  the  momentum  to  attain  the  company's 
objectives. 

Grand  Union  not  only  offers  a  fine  program  of  employee  benefits,  but 
sees  to  it  that  employees  know  all  about  them.  Each  employee  receives 
frequent  reminders  of  the  benefits  to  which  he  is  entitled  and  how  to 
obtain  them.  Some  reminders  are  in  letter  form,  while  others  are  notices 
on  store,  warehouse,  and  office  bulletin  boards. 

These  activities  and  others,  such  as  the  use  of  closed-circuit  television 
to  broadcast  our  managers'  meeting,  help  us  to  get  closer  to  our  em- 
ployees. Through  them,  we  generate  team  spirit.  We  want  employees  to 
know  that  their  individual  efforts  are  appreciated  by  the  companv.  For 
in  the  final  analysis,  how  well  a  thing  gets  done  depends  on  ho^v  well 
the  man  who  has  to  do  it  understands  the  importance  of  the  part  he 
plays. 

The  pattern  of  communication  for  any  one  company  is  not  necessarilv 
suitable  for  another.  In  this  area,  an  imaginative  approach  tailored  for 
the  individual  company  yields  unexpectedly  profitable  returns. 

Communication  is  the  only  transmitter  of  personal  leadership.  There 
is  no  communication  without  both  reception  and  sending.  AVithout  ade- 
quate communication,  not  only  is  there  no  intimate  knowledge  of  com- 
pany objectives,  but  knowledge  of  the  program  to  accomplish  them  is 
dangerously  diluted. 

If  objectives  are  to  be  attained,  all  employees  must  knoxv  and  under- 
stand what  management  is  thinking-why  it  is  doing  what  it  is  doing. 
Conversely,  management  should  always  know  what  employees  are  think- 
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ing.  This  has  been  Grand  Union's  philosophy  as  it  tries  to  maintain  a 
two-way  communications  system  linking  company  leadership  directly  with 
employees. 


MOTIVATE 

Communication  does  not  stand  by  itself  in  the  attainment  of  objectives. 
It  is  only  effective  if  it  motivates.  The  chief  executive  must  engender 
within  his  co-workers  the  desire  for  corporate  success  and  the  enthusiasm 
to  carry  it  forward. 

One  way  of  motivating  executives  to  want  to  do  their  best  is  by  de- 
centralizing authority  and  responsibility.  At  Grand  Union,  we  lean 
toward  the  "sink  or  swim"  philosophy.  It  may  frighten  an  executive  at 
first.  But  we  have  found  that  when  a  competent  man  is  left  alone  with 
his  problems,  after  adequate  briefing,  he  rapidly  develops  more  confidence 
in  himself,  and  the  end  result  is  less  worry  for  us. 

We  learned  the  need  for  decentralization  the  hard  way.  There  is  a 
hypothetical  story  going  around  Grand  Union  that  I  first  decided  to 
decentralize  our  business  when  I  received  the  following  telegram  from  our 
northernmost  supermarket:  "Bear  gnawing  at  leg  of  customer.  What  do 
I  do  now?" 

A  few  years  ago,  we  observed  that  our  toughest  competitors  were  not 
the  larger  food  chains,  but  the  smaller  ones  with  comparatively  few 
retail  outlets  in  a  compact  geographical  area.  Why?  Because  they  were 
tightly  knit  organizations  with  a  team  of  locally  experienced  managers, 
each  of  whom  was  empowered  to  act  in  the  light  of  his  knowledge  of  the 
local  situation.  We  decided  that  a  large  operation  such  as  Grand  Union 
could  enjoy  the  same  advantages  if  it  made  up  its  mind  to  behave  like 
a  smaller  operation. 

So  we  made  a  concerted  attempt  to  take  the  division  away  from  the 
headquarters,  to  break  the  rigidity  of  lines  of  control  between  the  main 
office  and  the  field,  and  to  give  the  division  manager  and  store  manager 
wide  local  latitude.  It  has  worked. 

To  be  truly  motivated,  a  manager  has  to  have  more  than  enthusiasm. 
He  must  feel  confidence  in  his  own  ability  to  make  the  right  decisions 
just  as  well  as  those  above  him  could  do.  Such  confidence  must  be  self- 
inspired.  Further,  the  executive  must  know  that  he  has  the  right  to  form 
his  own  judgments  and  to  act  upon  them,  that  he  has  not  received  just 
a  set  of  hollow  promises  with  the  rights  temporarily  removed  whenever 
the  situation  seems  to  be  critical.  You  never  learned  to  ride  a  bicycle  from 
an  instruction  book.  You  didn't  learn  by  watching  someone  else.  You 
learned  by  getting  on  and  riding— and  you  never  had  to  be  taught  a 
second  time! 
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Need  for  Financial  Incentives 

Direct  incentives  are  important  tools  of  motivation.  They  convert  in- 
dividual initiative  and  ability  into  increased  productivity.  The  best 
incentive  of  all  is  one  which  makes  the  employee  at  any  level  feel  a 
genuine  part  of  the  company.  Grand  Union's  management  effects  this  by 
granting  the  employee  a  share  of  both  company  profits  and  company 
problems. 

In  a  talk  before  the  Sales  Executive  Club  of  New  York,  I  was  privileged 
to  express  the  underlying  philosophy  behind  the  Grand  Union  policy: 

The  American  Way  has  given  the  average  man  advantages  of  which  his  fore- 
fathers never  dreamed.  But,  at  the  same  time,  the  industrial  state  has  tended  to 
standardize  his  thinking  and  actions;  it  has  jeopardized  his  security,  and  it  has 
taken  away  much  of  his  liberty.  More  and  more,  the  opportunity  for  the  in- 
dividual to  create  ...  to  share  in  direct  proportion  to  his  contribution  ...  is 
being  leveled  off  under  the  impact  of  collectivist  forces.  The  future  of  our 
American  system  depends  upon  the  extent  to  which  we  restore  these  opportun- 
ities to  our  people.  This  is  the  challenge  that  American  business  is  facing. 

If  our  goal  for  American  business  is  greater  strength,  our  major  effort  must  be 
toward  greater  productivity.  The  logical  place  for  us  to  start  on  productivity  is 
with  our  own  employees.  There  are  37  million  of  them,  each  having  a  familv. 
Together  they  add  up  to  over  half  our  population.  These  millions  can  be  made 
crusading  champions  of  our  system  if  their  own  experiences  convince  them  that 
the  American  way  is  worth  fighting  for-if  they  realize  that  the  loss  of  the 
American  way  of  doing  business  means  the  destruction  of  the  American  way  of 
working,  living,  and  playing-and  even,  I  might  say,  the  American  Avay  of  dving. 

How  are  we  going  to  get  all  these  people  to  help  in  strengthening  American 
business?  The  obvious  way  is  to  make  our  37  million  employees  participants 
in  our  business.  The  obvious  way  is  to  encourage  them  to  be  enterprisers  in  dieir 
own  right. 

Today's  business  leaders  have  become  the  true  custodians  of  economic 
justice.  It  is  our  responsibility  to  return  to  the  worker  his  opportunities 
and  to  let  all  who  contribute  to  the  fruits  of  labor  share  directly  in  them. 

At  Grand  Union,  employees  share  in  the  company's  well-being  through 
both  incentive  bonuses  and  stock-option  plans.  Giving  our  employees 
assurance  that  their  return  from  the  company  will  be  in  direct  proportion 
to  their  contribution  turned  out  to  be  more  than  just  fulfilling  a  duty  or 
good  motivation.  It  proved  to  be  good  business,  too. 

All  management  expectations  were  dwarfed  by  the  results  of  our  first 
incentive  bonuses.  Before  we  began  any  profit-sharing  plan,  we  had  half 
a  dozen  stores  that  were  losing  so  much  money  that  we.  were  getting 
ready  to  close  them.  We  explained  to  these  store  managers  that  theirs 
were  the  most  unprofitable  stores  in  the  chain.  We  said  that,  for  one 
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year,  they  could  retain  one-half  of  any  profit  they  made.  In  six  months, 
each  of  the  stores  was  showing  a  profit. 

Today,  not  only  because  it  motivates,  but  also  because  it  is  plain  good 
business  sense.  Grand  Union  employees  from  the  president  down  through 
all  store  managers  receive  incentive  bonuses  in  addition  to  salary.  It  can 
hardly  be  an  accident  that  the  company's  earnings  have  been  rising 
steadily  ever  since  this  profit-sharing  plan  was  instituted. 

Further,  every  Grand  Union  employee  with  the  minimum  required 
years  of  service-from  office  executive  to  check-out  girl-is  issued  options 
on  stock  of  the  company  at  95  per  cent  of  market  value,  with  the  options 
to  be  exercised  at  stated  future  dates.  The  success  enjoyed  by  the  company 
has  made  this  a  most  profitable  arrangement  for  our  people.  More  im- 
portant, however,  the  stock  options  have  succeeded  in  getting  our  em- 
ployees vitally  interested  in  the  progress  of  the  company  and  the  jobs 
they  are  performing  for  it. 

That  employees  appreciate  such  opportunities  is  shown  by  the  fact 
that  4,500  workers-half  of  our  full-time  staff-have  taken  advantage  of 
the  stock-option  plan.  About  21  per  cent  of  the  common  stock  of  Grand 
Union  is  either  owned  by  or  under  option  to  employees.  And  these  figures 
would  be  even  higher  were  it  not  for  the  fact  that  only  those  employees 
who  have  been  with  us  for  five  years  (or  in  the  case  of  managers,  three 
years)  may  participate. 

Nothing  would  please  us  more  than  if  it  were  practicable  to  close  all 
our  stores,  warehouses,  and  offices  one  day  each  year  so  that  all  our 
employee-stockholders  might  attend  the  annual  meeting  of  the  company! 
Another  motivation  to  which  top  management  should  give  careful  at- 
tention is  that  "urge  for  security"  which  characterizes  both  executives 
and  workers.  By  this,  we  refer  not  to  any  complacent  "world  owes  me  a 
living"  concept,  but  the  assurance  that  the  individual  will  realize  the 
rewards  of  the  objectives  he  helped  to  attain. 

After  all,  providing  security  is  simply  a  logical  way  of  allowing  the 
worker  to  participate  in  the  enterprise  of  which  he  is  a  part.  Into  the 
cost  of  each  product  should  go  a  charge  which  represents  the  share  of 
that  product  which  will  be  given  the  worker  upon  his  retirement. 

Should  not  the  chief  source  of  income  for  the  retired  or  disabled 
worker  come  to  him  as  a  result  of  his  own  efforts?  And  should  not  the 
rate  be  in  direct  proportion  to  his  productivity  during  his  working  years? 
In  this  way,  business  can  help  to  avoid  the  dangers  of  the  welfare  state. 
In  this  way,  we  can  make  every  man  what  he  was  meant  to  be  in  the 
first  place— an  enterpriser  in  his  own  right. 

Pensions  should  be  springboards,  not  shackles.  A  plan  which  gives  a 
worker  protection  in  his  old  age  only  if  he  does  not  change  his  job  is  an 
infringement  on  his  liberty.  In  our  company's  plan,  provision  is  made 
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for  vesting  so  that  the  worker  may  move  freely  from  one  position  to 
another  without  sacrificing  his  pension  rights.  He  has  both  security  and 
hberty.  Further,  the  system  tends  to  spark  his  initiative  and  his  pro- 
ductivity. 

Share  Problems — As  Well  as  Profits 

Along  with  profit  sharing  as  a  motivating  tool  goes  problem  sharing. 
We  have  found  the  latter  just  about  as  important  in  building  and 
maintaining  the  spirit  of  "belonging." 

The  first  stage  in  Grand  Union's  problem-sharing  program  comes  at 
the  training  level.  Our  endeavor  is  not  only  to  tell  people  what  to  do,  but 
also  to  teach  why  they  should  do  it.  So  that  our  trainees  can  see  where 
Grand  Union  as  a  whole  is  going  and  get  a  feeling  of  unity  in  the  opera- 
tion, each  is  required  to  put  in  some  time  at  every  type  of  job  in  the 
chain.  It  is  significant  that  among  the  graduates  of  our  training  course 
are  two  company  vice  presidents,  the  executive  assistant  to  the  president, 
more  than  half  of  our  buyers  and  divisional  general  managers,  and  a 
large  proportion  of  our  supervisors  and  department  heads. 

CONCLUSION 

In  all  the  foregoing,  I  do  not  want  to  convey  the  idea  that  all  is  "s^veet- 
ness  and  light"  in  our  particular  company.  By  no  means.  ^Ve  have  had 
our  serious  problems  and  our  failures.  Nevertheless,  we  try  not  to  let  these 
setbacks  deflect  our  aim  of  making  every  man  in  our  organization  an 
enterpriser-and  initiator-in  his  own  right.  ^Ve  have  placed  a  premium 
on  creative  leadership,  and  it  has  paid  off. 

We  have  tried  to  practice  what  we  preach  because  we  believe  the 
attainment  of  our  objectives  is  more  dependent  on  better  men  than  it  is 
on  better  machines.  Industry  has  moved  ahead  largely  as  a  result  of 
mass-production  and  mass-distribution  methods.  Progress  has  been  made 
even  though  there  has  been  only  a  partial  understanding  that  the  in- 
dividual is  more  important  than  the  machine. 

Our  society  has  exploited  the  possibilities  of  better  machines  but.  to  a 
lesser  degree,  the  latent  possibilities  of  individuals.  Now  \ve  should  re- 
discover the  importance  of  man.  Machines  move  mountains,  but  creative 
leadership  is  the  prime  mover  of  men. 


Hobart  C.  Ramsey 

CHAIRMAN  OF  THE  BOARD 
WORTHINGTON  CORPORATION 
NEW  YORK,  NEW  YORK 


Hobart  C.  Ramsey,  chairman  of  the  board  of  Worthington  Corpora- 
tion, has  been  associated  with  the  firm  for  practically  his  entire  business 
life. 

As  a  youth,  he  was  imbued  with  a  desire  to  "go  to  sea"  and  entered 
the  New  York  Nautical  School.  He  graduated  in  1908  and  served  for 
two  years  in  the  United  States  Merchant  Marine,  earning  his  Second 
Officer's  Certificate  in  the  second  year. 

Hobart  Ramsey  then  entered  the  United  States  Naval  Academy 
(class  of  191^),  where  he  was  an  outstanding  athlete.  He  saw  a  great 
deal  of  action  during  World  War  I  and  rose  to  the  rank  of  lieutenant 
commander  before  resigning  from  the  Navy  in  1920. 

After  working  as  a  naval  architect  for  a  few  months,  Mr.  Ramsey 
joined  the  Worthington  Corporation  as  a  sales  engineer  in  the  export 
department.  He  became  manager  of  the  department  in  1922  and  in 
1929  was  elected  vice  president  in  charge  of  international  business. 
He  spent  most  of  the  following  six  years  abroad  while  reorganizing 
Worthington' s  various  European  manufacturing  operations. 

Mr.  Ramsey  became  vice  president  in  charge  of  engineering  and 
manufacturing  in  193^  and  executive  vice  president  in  194^.  He  served 
in  this  capacity  until  1949,  when  he  was  made  president  and  chief 
executive  officer  of  the  corporation.  In  19^^  he  was  named  chairman  of 
the  board,  continuing  as  chief  executive  officer. 

Mr.  Ramsey  is  a  director  of  Worthington  subsidiary  companies  in 
Canada,  Mexico,  Italy,  Spain,  and  Japan.  He  is  also  a  director  of  a 
number  of  American  companies,  including  American  Insurance  Com- 
pany, Armstrong  Cork  Company,  Electric  Machinery  Mfg.  Company, 
Eurofund,  Inc.,  National  State  Bank  of  Newark,  New  Jersey  Bell  Tele- 
phone Company,  Prudential  Insurance  Company  of  America,  Syming- 
ton  Wayne   Corporation,   Tropical  Gas  Company,  and  a  member  of 
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the  advisory  board  of  the  FIF  Management  Corporation  (Financial 
Industrial  Fund). 

In  1^4^  Mr.  Ramsey  helped  to  organize  the  Navy  Industrial  Asso- 
ciation (now  National  Security  Industrial  Association)  and  is  presently 
a  member  of  its  advisory  committee.  He  is  treasurer  and  a  trustee  of 
the  Thomas  Alva  Edison  Foundation  and  has  served  as  a  member  of 
the  board  of  directors  of  the  National  Association  of  Manufacturers. 

Mr.  Ramsey's  other  public  affairs  activities  include  trustee  member- 
ship in  the  American  Enterprise  Association  and  New  Jersey  Safety 
Council,  director  membership  in  the  New  Jersey  State  Chamber  of 
Commerce,  regular  board  membership  in  the  National  Industrial  Con- 
ference Board,  and  membership  on  the  advisory  committee  of  the 
Case  Institute  of  Technology. 

He  was  assigned  by  the  Secretary  of  the  Navy  in  ip^^  to  serue  as 
one  of  three  civilian  members  on  the  Committee  on  Organization  of 
the  Department  of  the  Navy,  established  to  study,  evaluate,  and  out- 
line possible  improvements  in  the  Navy  Department,  with  a  view  to 
strengthening  this  branch  of  the  Armed  Forces. 

In  acknowledgment  of  Mr.  Ramsey's  achievements  in  the  local  and 
national  business  scene^  he  was  made  in  ip^8  an  honorary  member 
of  the  Rutgers  chapter  of  Beta  Gamma  Sigma,  an  award  given  once  a 
year  to  one  outstanding  businessman. 

In  ip^cf  he  was  named  New  Jersey  Business  Statesman  of  the  Year 
by  the  Sales  Executives  Club  of  Northern  New  Jersey. 

Mr.  Ramsey  is  married  to  the  former  Collette  Wills  Nicks.  The  Ram- 
seys  have  two  daughters,  Collette  Christian  and  Janet  Houston,  and 
reside  in  Short  Hills,  New  Jersey. 

April,   i960 


CHAPTER    13 

Organizing 


Organization  is  the  central  task  of  business  managers.  A\ithout  good  or- 
ganization, the  physical  assets  of  a  business— its  plants  and  offices,  its  tools 
and  equipment,  its  materials  and  supplies— cannot  be  used  efficiently. 
Without  it,  too,  the  people  employed  by  the  business  and  responsible  for 
its  operation  cannot  perform  to  the  best  of  their  skills  and  abilities.  And 
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no  business,  lacking  good  organization  in  depth,  can  hope  to  achieve  its 
long-range  objectives. 

These  are  the  principal  reasons  why  organization  along  logical  and 
clearly  defined  lines  of  authority  and  responsibility  is  so  very  important 
to  business  operation.  Yet,  at  the  very  outset,  it  would  seem  well  to  state 
that  organization  in  business  is  designed  basically  to  achieve,  first,  devel- 
opment of  the  people  and  skills  necessary  to  assure  the  growth  of  the 
enterprise  and  the  continuity  of  its  operations,  and  second,  a  reasonable 
profit  earned  from  making  a  worthwhile  contribution  in  goods  or  services 
to  the  economic  well-being  of  the  community  and  nation. 

Most  commercial  enterprises  are  directed,  in  the  last  analysis,  toward 
these  ends.  The  organizing  process  combines  into  a  cohesive  structure 
the  physical  assets  and  human  resources  of  an  enterprise  to  serve  its 
objectives  best,  but  the  ultimate  aims  of  good  organization  are  to  per- 
petuate the  business  and  to  earn  a  profit  from  what  is  done.  Unless  these 
goals  are  achieved,  the  business  will  not  prosper. 

This  fact-that  a  private  business  enterprise  in  America  must  earn  its 
own  way-is  one  of  the  great  strengths  of  our  economic  system.  It  elimi- 
nates wasteful  and  inefficient  businesses,  while  bolstering  the  strong 
competitive  factors  that  help  to  produce  the  best  possible  performance 
from  our  total  economic  efforts  as  a  nation. 

In  the  United  States,  no  private  business  is  given  a  "blank  check"  to 
guarantee  its  continued  operation.  It  must  make  its  own  future  by  turn- 
ing in  a  profitable  performance  from  its  current  activities.  This  profit 
provides  the  enterprise  with  the  muscle  and  sinew  it  requires  to  stay 
healthy.  It  enables  it  to  maintain  and  improve  its  facilities,  to  conduct 
continuing  research  for  the  betterment  of  its  products,  to  expand  its 
operations,  and  to  meet  its  obligations  to  its  investors  or  owners  and  to 
its  employees,  suppliers,  and  the  general  public. 

Organizing  a  business  for  efficient  operation  is  the  essential  attribute 
for  making  all  this  possible. 


THE  EARLY  YEARS 

In  the  beginning,  a  new  business  enterprise  revolves  essentially  around 
a  single  person  or,  at  most,  several  key  people.  Such  has  been  the  story, 
without  exception,  of  every  business  venture.  An  individual,  or  several 
people  together,  conceive  an  idea  for  goods  or  services  that  has  commer- 
cial value  and  dedicate  themselves  to  its  development.  They  set  up  shop, 
and  a  business  is  born. 

While  a  business  is  small  and  establishing  a  position  in  its  field  of 
endeavor,  its  principal  needs  are  easily  listed.  It  must  have  (i)  a  good 
product  which  other  people  want,  (2)  sales  in  profitable  and  continuing 
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volume,  (3)  operating  facilities  consistent  with  its  present  and  immediately 
prospective  needs,  and  (4)  the  necessary  working  capital  acquired,  either 
singly  or  in  combination,  through  the  sale  of  stock,  by  long-term  loan,  or 
by  gift  or  inheritance.  These  items  represent  the  core  of  any  business 
operation,  and  in  the  beginning  there  is  little  more  to  it.  The  organiza- 
tion structure  is  pretty  much  a  pooling  of  the  knowledge  and  skills  of  a 
few  owners  or  managers. 

Small  Business  Organization 

In  their  early  years  of  operation,  the  European  affiliated  companies  of 
the  Worthington  Corporation  offer  an  excellent  illustration  of  small 
business  organization.  Our  five  affiliates  in  Germany,  Austria,  France, 
Italy,  and  Spain  all  started  as  little  businesses.  In  most  instances,  they 
began  life  as  small  service  organizations,  supplying  trans-Atlantic  steam- 
ers with  replacement  and  spare  parts  for  Worthington  products  installed 
on  shipboard.  Later,  they  branched  out  into  selling  certain  ^Vorthington 
products  made  in  America,  and  thereafter  they  further  expanded  their 
range  of  activities  by  starting  manufacturing  operations  of  their  o^vn. 
Today,  they  rank  as  substantial  businesses,  representing  valued  and  im- 
portant links  in  our  world-wide  engineering,  manufacturing,  selling,  and 
service  operations. 

But  organizationally,  what  were  these  companies  in  the  beginning? 
They  were  very  small  enterprises.  The  manager  of  each  company  made 
most  of  the  decisions,  exercised  complete  authority  over  the  activities  of 
the  employees,  and  out  of  his  own  best  judgment,  without  benefit  of  our 
modern  management  techniques  of  today,  determined  the  goals  of  the 
business.  Each  company  had  organization,  but  it  was  essentially  informal 
and  uncomplicated.  All  real  authority  and  responsibility  were  centered  in 
the  manager.  He  did  most  of  the  thinking,  problem  solving,  and  decision 
making. 

To  anyone  unfamiliar  with  business  management,  the  small  business 
with  its  centralized  control  may  seem  autocratic  and  unresponsive  to 
changing  needs  and  circumstances.  Sometimes  this  may  be  so.  But  the 
truth  is  that  the  rigid,  inflexible  small  business  usually  does  not  survive 
over  the  long  pull.  Companies  of  this  type  are  the  ones  we  so  often  hear 
about  as  failing. 

On  the  other  hand,  there  are  literally  thousands  of  small  companies 
where  the  reins  of  authority  are  tightly  held  that  have  achieved  outstand- 
ing success.  Why?  Because  even  though  they  may  be  managed  by  onlv  a 
few  key  people,  all  have  one  thing  in  common.  They  possess  an  opcn- 
mindedness  that  readily  accepts  and  adapts  to  changing  conditions. 
As  a  practical  matter-and  business  to  be  successful  requires  a  large 
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measure  of  practicality-a  small  business  can  operate  efficiently  only  on 
the  basis  of  a  few  key  people  calling  the  turns.  The  small  business  man- 
ager, being  the  most  conversant  and  knowledgeable  person  in  his  organ- 
ization as  to  his  company's  product  and  market,  usually  is  the  best 
qualified  to  make  the  major  decisions  affecting  its  operations.  To  be  sure, 
he  must  be  supported  in  all  key  positions  by  competent  and  energetic 
people.  He  must  solicit  and  consider  their  viewpoints,  train  them,  and 
encourage  them  to  develop,  step  by  step,  to  accept  greater  responsibility. 
But,  by  and  large,  he  cannot  operate  his  business  by  "committee"  or 
delegate  to  his  organization  at  large  his  responsibility  for  managing  its 
affairs. 

The  reason  for  this  is  often  hard  to  accept,  but  it  is  sound.  In  small 
or  large  organizations,  group  decision  making  or  "management  by  com- 
mittee" as  a  normal,  regular  practice  just  doesn't  work.  Ideas  that  are 
repeatedly  sifted  and  weighed  by  groups  of  people  lose  their  original 
form  and  shape,  and  concrete  proposals  for  action  become  so  compromised 
through  reconciling  different  points  of  view  that  their  initial  clarity 
of  purpose  is  lost.  Consequently,  while  it  is  always  important  and  neces- 
sary to  consult  with  others  and  to  have  adequate  factual  information 
upon  which  to  act,  some  one  person  in  the  end  must  decide.  For  this 
reason,  centralized  control  of  small  business  under  a  single  manager  not 
only  is  a  proper  form  of  organization  but  also  represents  the  most 
efficient  practice. 

My  own  career  in  Worthington  early  brought  me  face  to  face  with  the 
principle  that  decisions  are  made  by  one  person.  In  the  late  1920s,  the 
corporation  sent  me  to  Europe  to  reorganize  and  strengthen  the  opera- 
tions of  our  overseas  affiliates.  In  almost  every  instance,  major  changes 
were  required.  After  I  had  been  on  the  job  for  a  while,  I  realized  that 
if  these  changes  were  to  be  made,  I  alone  would  have  to  be  responsible 
for  them.  The  people  managing  the  local  companies,  although  usually 
helpful  and  certainly  dedicated  to  their  businesses,  were  not  inclined  to 
accept  new  ideas  and  practices  merely  on  the  strength  of  a  suggestion 
from  me. 

Fortunately,  I  had  the  authority  to  accompany  the  responsibility 
Worthington  had  entrusted  to  me.  At  all  times  I  sought  first  to  secure 
the  agreement  of  a  local  manager  before  taking  any  action.  However, 
when  it  became  clear  that  his  acceptance  could  be  gained  only  after 
months  of  persuasion-valuable  time  which  could  not  be  lost  in  the  best 
interests  of  the  organization  as  a  whole— I  had  no  alternative  but  to  go 
ahead  and  put  into  practice  the  changes  that  seemed  necessary  for  the 
improvement  of  the  business.  It  was  a  good  lesson  for  me  in  the  inescapa- 
bility  of  final  decisions  resting  with  a  single  person. 
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Benefits  of  Small  Company  Experience 

Experience  in  managing  a  small  company  is  invaluable.  The  man  who 
gets  it  is  fortunate  indeed.  It  will  train  him  well  in  the  essentials  of 
successful  business  operation  and  develop  in  him  the  organizing  and 
administrative  skills  necessary  for  good  management. 

At  the  same  time,  management  of  a  small  company  develops  a  total 
business  perspective— a  habit  of  looking  at  all  the  parts  that  make  up 
an  enterprise.  The  manager  of  a  small  business  must  know  his  product, 
how  it  is  made,  and  how  and  to  whom  it  is  sold.  He  must  be  conversant 
with  concepts  of  finance  and  business  economics.  He  must  be  a  good 
planner  and  a  good  leader  so  that  his  organization  will  achieve  its 
established  objectives  and  goals.  And  in  his  day-to-day  associations  with 
others,  he  must  be  a  skillful  practitioner  of  human  relations.  Thus  he 
must  know  and  understand  people. 

In  providing  this  kind  of  broad  experience,  management  of  a  small 
company  molds  qualities  that  are  preeminently  desirable  in  people  -^vho 
fill  top-management  positions  in  large  organizations.  It  builds  self- 
assurance  in  a  man  and  develops  his  capacity  for  analytical  thought. 
By  exposing  him  to  all  parts  of  an  enterprise,  it  transforms  him  into  a 
good  executive  "generalist"— a  person  with  a  w^orkable  grasp  and  under- 
standing of  all  the  major  business  functions  and  of  the  business  as  a 
whole.  It  takes  years  to  acquire  this  breadth  of  knowledge.  The  old 
adage  that  "variety  is  the  spice  of  life"  is  readily  adaptable  here.  \^arietv 
in  depth  of  experience  is  the  essence  of  the  good  executive  "generalist." 

No  matter  how  rounded  an  individual's  business  exposure  may  be, 
however,  there  will  always  be  some  things  he  has  never  encountered  and 
therefore  never  learned.  Consequently,  every  good  manager  must  be  able 
to  respond  to  a  certain  amount  of  "forced  development,"  that  is,  acquiring 
certain  knowledge  under  stress.  In  my  own  case,  my  first  real  introduction 
to  the  complexities  of  corporate  accounting  came  on  the  ship  that  -^s'as 
taking  me  to  Europe  to  work  with  our  affiliated  companies.  My  teacher 
was  a  shrewd  Scotsman,  the  corporation's  assistant  comptroller,  "^sho 
was  making  the  voyage  with  me.  The  entire  joiuney  at  sea  was  spent  in 
poring  over  balance  sheets,  budget  data,  accounting  information,  and 
other  financial  material.  It  was  telescoped  training  of  the  most  intensive 
sort  all  the  way  to  Europe. 

GROWTH,  DIVISIONALIZATION,  AND  PEOPLE 

As  a  business  grows,  its  organization  needs  grow  with  it.  There  are 
more  things  to  do  and  a  greater  number  of  matters  requiring  attention. 
New  products  are  added;  manufacturing  facilities  are  expanded:  more 


828 

ORGANIZING 

people  are  employed  to  work  in  sales,  engineering,  manufacturing,  and 
administration;  and  new  functions  begin  to  appear,  such  as  product 
research,  marketing  research,   employee   training,   and   public  relations. 

This  growth,  accompanied  by  the  burgeoning  of  many  new  functions, 
is  normal  and  essential  if  a  business  enterprise  is  to  enjoy  long-term 
success.  I  have  observed  the  process  in  my  own  company  for  the  past 
twenty-five  years.  In  1934  Worthington  operated  just  three  manufacturing 
facilities,  producing  twelve  different  products  for  various  industrial  and 
commercial  applications.  Its  management  was  handled  by  five  principal 
officers,  including  the  president.  By  1944  the  business  had  grown  to  seven 
manufacturing  plants,  producing  twice  the  number  of  products  built 
ten  years  earlier,  and  nine  principal  officers,  including  the  president, 
were  required  to  manage  the  enterprise.  Today,  the  corporation  comprises 
eighteen  separate  operating  divisions  and  two  wholly  owned  subsidiary 
companies.  Its  operations  have  been  completely  decentralized  along 
divisional  lines  of  authority,  responsibility,  and  profit  accountability. 
Twenty-two  principal  officers  manage  its  affairs. 

Growth,  therefore,  brings  marked  changes  in  organization  structure 
and  in  organization  requirements.  The  management  practices  of  the 
small  company,  with  its  nucleus  of  a  few  key  people,  must  give  way  to  a 
broad  delegation  of  business  responsibilities.  Whereas  a  small  business 
requires  only  a  few  managers,  a  large  one  takes  many.  Whereas  respon- 
sibility and  authority  are  centralized  in  small  enterprises,  they  must  be 
widely  dispersed  in  large  ones.  And  whereas  only  minimal  needs  exist 
for  formalized  organization  in  small  business,  such  instruments  as  organi- 
zation charts,  job  descriptions,  and  policy  manuals  become  increasingly 
important  as  a  company  grows. 

Planning  Organization  Change 

Reorganization  of  a  business-changing  it  from  one  of  centralized  con- 
trol to  a  form  of  decentralized  operation-requires  careful  planning. 
Answers  must  be  found  to  such  questions  as  (1)  How  should  individual 
operating  units  be  set  up?  (2)  Who  should  manage  them?  (3)  What 
should  be  the  limits  of  authority  and  responsibility  granted  to  each  unit? 
(4)  What  degree  of  control  should  be  maintained  at  the  headquarters 
level?  (5)  When  should  the  changes  be  placed  into  effect?  (6)  Should 
the  changes  be  made  all  at  one  time  or  introduced  gradually?  A  thorough 
job  of  planning  requires  that  all  these  questions  be  considered  together. 

Since  business  organization  is  designed  basically  to  help  achieve 
profitable  operating  results,  decentralization  of  an  enterprise  often  pro- 
ceeds most  logically  along  product  lines.  Fundamentally,  this  is  a  matter 
of  placing  like  products  together,  that  is,  manufacturing  similar  or  related 
products  in  the  same  producing  facility. 
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There  are  a  variety  of  significant  benefits  to  be  gained  from  this 
approach.  For  one  thing,  plant  facilities  normally  can  be  utilized  more 
efficiently.  Also,  greater  coordination  can  be  achieved  in  selling  efforts, 
since  particular  products  usually  serve  particular  markets.  And  people 
can  be  placed  into  homogeneous  work  groups  with  common  objectives 
and  interests. 

In  addition,  in  the  process  of  divisionalizing  a  business  according  to  its 
product  lines,  it  is  simultaneously  being  set  up  to  reflect  the  profitability 
of  its  various  markets.  In  Worthington,  for  example,  we  have  a  separate 
division  for  that  part  of  our  business  that  serves  the  air-conditioning  and 
refrigeration  field;  another  for  that  part  concerned  with  companies  that 
produce  and  distribute  natural  gas;  and  so  on.  By  having  this  form  of 
organization,  we  are  always  in  the  position  of  knowing  where  we  stand 
in  terms  of  our  performance  in  particular  fields. 

Selecting  Management  People 

No  divisionalization  of  a  business,  however,  will  be  any  better  than  the 
quality  of  the  people  selected  for  the  key  management  spots.  Therefore 
the  choice  of  the  people  who  are  to  be  responsible  for  operating  its 
various  units  unquestionably  ranks  as  the  most  important  and  crucial 
task  of  all.  If  serious  errors  of  judgment  are  made,  if  people  deficient  in 
management  skills  or  incapable  of  growth  are  placed  in  critical  positions. 
the  entire  organization  will  suffer. 

A  measure  of  the  importance  of  the  selection  process  can  be  seen  in 
the  typical  organization  chart  of  a  Worthington  division  (Figure   13-1). 
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Fig.  13-1.  Typical  division  organization. 

The  chart  shows  how  all  seven  of  the  key  division  functions— sales  and 
service,  engineering,  manufacturing,  finance,  purchasing,  employee  rela- 
tions, and  quality  control— report  directly  to  the  general  manager  of  the 
division.  Thus,  including  the  general  manager,  there  are  just  eight  key 
positions  in  the  organization. 

Under  this  form  of  organization,  the  general  manager  is  comparable 
to  the  small  business  owner  or  manager.  He  has  full  operating  re- 
sponsibility for  all  the  major  functions  and  is  accountable  to  the  corporate 
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management  for  their  proper  performance.  As  with  the  small  business- 
man, authority  is  largely  centralized  in  the  general  manager,  except  that 
it  is  broadly  delegated  by  him  to  his  seven  key  people  with  specific 
functional  responsibilities. 

Thus  the  chart  illustrates  how  just  a  few  principal  positions  will 
constitute  the  foundation  of  an  organization  and  underscores  the  vital 
importance  of  filling  them  with  the  right  people.  Because  the  position 
of  general  manager  is  far-reaching  in  influence  and  power,  the  choice 
of  the  person  to  fill  it  naturally  commands  top  priority.  But  the  selection 
of  his  key  associates  is  equally  important.  No  matter  how  effective  an 
individual  a  general  manager  may  be,  he  will  be  seriously  handicapped 
unless  he  is  supported  in  each  of  the  principal  division  functions  by 
enthusiastic,  competent  people. 

The  availability  of  qualified  people  for  replacements  in  the  key  posi- 
tions also  is  the  ultimate  test  of  how  well  management  has  done  its 
job,  down  through  the  years,  of  developing  people  to  accept  greater 
responsibility.  Such  development  must  be  done  on  a  continuing  basis. 
Otherwise,  how  can  an  organization  ever  expect  to  have  the  people  to  fill 
its  top  positions  when  the  time  comes? 

The  importance  of  constantly  developing  people  and  of  bringing  them 
along  to  accept  greater  responsibility  was  forcefully  brought  home  to 
me  as  a  young  man.  In  my  work  with  our  European  affiliates,  I  found 
one  company  in  particular  that  had  become  careless  about  its  future 
organization  needs.  It  was  operating  without  forward  planning  and 
without  thought  of  the  people  it  would  require  in  the  later  years  if  it 
were  to  remain  in  business.  There  were  virtually  no  young  men  in  the 
organization,  and  all  the  existing  management  staff  was  getting  old. 

I  felt  required  to  take  bold  action.  I  organized  a  recruitment  campaign 
in  the  cities  and  at  the  nearby  universities  to  get,  within  a  short  period 
of  time,  twenty  young  men-the  very  best  we  could  hire.  The  men  we 
employed  had  no  experience  in  our  business.  But  they  had  youth  and 
drive  and  the  desire  to  learn.  And  they  could  be  taught.  We  gave  them 
the  training  and  knowledge  they  needed  to  do  their  work  efficiently 
and  gradually  placed  more  and  more  responsibility  on  them.  They 
developed  splendidly  and  became  valued  members  of  that  company. 
Most  important  of  all,  they  were  in  the  organization  and  ready  to  move 
forward  in  position  and  responsibility  as  the  older  men  retired. 

That  experience  made  an  impression  on  me  that  I  have  kept  all  my 
life. 

Giving  Authority 

A  manager  must  be  given  the  "green  light"  to  act-the  authority  to  do 
whatever  is  proper  and  necessary,  within  the  framework  of  his  responsi- 
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bility,  to  perform  the  job  assigned  to  him.  Without  such  authority,  he 
is  like  a  man  in  handcuffs— dependent  on  his  "keeper"  as  to  the  move- 
ments he  may  make.  It  will  do  no  good,  and  certainly  be  a  great  disservice, 
to  the  development  of  an  organization  to  burden  a  person  with  heaw 
responsibility  but  deny  him  the  authority  to  carry  it  out.  A  man  who  must 
constantly  turn  to  someone  else  for  a  decision  as  to  what  he  may  do  will 
never  develop  the  self-sufficiency  and  personal  confidence  required  of 
management  people. 

Equally  important  in  this  regard  is  to  require  managers  to  establish 
their  own  objectives  and  to  make  their  own  plans  as  to  how  to  reach 
them.  This  has  the  very  great  advantage  of  forcing  them  to  think  for 
themselves.  Additionally,  it  is  thoroughly  consistent  with  the  concept  of 
giving  authority  in  relation  to  responsibility.  Why  give  a  manager  the 
authority  to  act  but  say  to  him,  "You  have  no  obligation  to  plan  what 
action  should  be  taken.  We  will  do  that  for  you"?  Such  a  position  is 
illogical.  The  authority  to  act  and  the  duty  to  plan  the  action  taken 
are  inseparable.  They  are  both  parts  of  the  same  whole.  The  most  fruit- 
ful and  beneficial  development  of  people  occurs  when  the  two  are  kept 
together. 

I  well  remember  the  authority  and  obligation  to  plan  that  accompanied 
my  work  with  our  European  affiliates.  In  offering  me  the  opportunity,  the 
president  of  our  corporation  at  that  time,  and  still  a  member  of  our 
board  of  directors,  said  to  me:  "You  can  have  all  the  authority  you  want. 
You  can  hire,  you  can  fire,  you  can  liquidate  part  of  the  business  if  you 
like,  and  I  won't  interfere.  But  there's  one  thing  you  can't  have-vou 
can't  have  any  money.  It's  up  to  you  to  improve  these  businesses  without 
coming  to  us  for  the  money  to  do  it."  Here  was  all  the  authority  any 
one  could  ask  for.  But  it  was  also  a  challenge  to  me  to  plaji  for  the  im- 
provement of  our  overseas  companies  without  using  the  financial 
resources  of  the  domestic  organization  as  a  crutch  to  lean  on. 

Plans  and  objectives,  of  course,  must  be  realistic.  It  is  a  waste  of  time 
for  a  manager  to  indulge  in  wishful  thinking.  Only  attainable  objectives 
are  worth  striving  for.  A  person  who  sets  his  heart  on  reaching  goals  that 
are  beyond  hope  of  achievement  is  heading  toward  frustration  and 
disappointment.  Objectives  should  always  bear  the  stamp  of  reasonable- 
ness and  lie  within  reach  of  success. 

Putting  Change  into  Effect 

There  comes  a  time  in  organization  development  when  nothing  ^vill 
suffice  except  to  act.  The  organization  changes,  necessitated  by  gro^sth 
and  the  increasing  complexity  of  the  business  operations,  can  no  longer 
be  delayed.  By  this  time,  the  careful  planning  preparatory  to  change 
should  be  done;   the  units  of  the  business  should  be  properly  grouped: 
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and  the  decisions  reached  as  to  the  people  who  are  to  serve  as  managers. 
Now  what? 

This  is  a  crucial  point  in  organization  relationships  and  an  acid 
test  of  good  leadership.  When  the  time  for  action  has  arrived,  the  best 
approach  is  to  act  decisively.  Dilatory  tactics  or  quarter  steps  in  the 
direction  of  implementing  the  desired  changes  will  only  compound  the 
difficulty  of  doing  what  it  has  already  been  decided  to  do.  No  one  is 
helped  by  a  practice  of  "letting  things  simmer,"  least  of  all  the  organi- 
zation. 

By  the  same  token,  it  is  very  important  not  to  make  too  many  changes 
at  the  same  time.  Most  people  are  characteristically  reluctant  to  face 
change,  even  when  it  represents  an  improvement  over  what  they  had 
before.  Thus  it  is  well  to  recognize  this  trait  and  to  allow  time  for  them 
to  adjust  to  new  circumstances  before  introducing  additional  measures. 
Although  there  is  no  precise  timetable  to  follow,  a  workable  rule  is  to 
pace  organization  changes  just  a  little  faster  than  the  apparent  ability 
of  the  people  to  adjust  to  them.  By  staying  within  this  boundary,  the 
program  never  really  gets  ahead  of  itself. 

The  Need  to  Communicate 

Changes  made  in  organization  also  must  be  communicated.  People  at 
all  managerial  and  supervisory  levels  must  understand  the  nature  of  the 
changes,  why  they  are  being  made,  and  how  they  affect  them  in  their 
jobs.  This  step  is  essential  to  gaining  acceptance  of  whatever  is  done. 
It  generally  requires  the  use  of  both  written  and  oral  communication, 
with  the  best  results  invariably  coming  from  the  spoken  word. 

In  addition,  whenever  possible,  it  is  a  good  idea  to  talk  informally 
with  key  associates  about  possible  changes  well  in  advance  of  the  time 
chosen  to  introduce  them.  This  may  not  be  desirable  or  possible  in  every 
situation,  but  talking  about  changes  before  they  occur  generally  eases 
the  later  problem  of  having  them  accepted.  When  this  practice  is  followed, 
however,  it  is  important  that  ideas  be  presented  on  an  exploratory  basis 
—as  something  to  be  given  further  thought— and  that  others  have  an 
opportunity  to  express  their  views. 

When  a  company  is  being  decentralized,  its  communication  needs  are 
especially  great.  Individual  operating  units  must  have  a  clear  under- 
standing of  their  objectives  and  responsibilities.  Every  person  in  manage- 
ment needs  to  know  the  limits  of  his  job  and  how  it  relates  to  the  jobs 
of  others.  Without  clear-cut  understanding  of  this  type,  it  is  impossible 
to  build  a  harmonious  and  efficient  team  organization. 

In  recent  years,  organization  charts  have  been  used  extensively  to  show 
functions  and  responsibilities,  especially  in  large  companies.  In  reflecting 
how   particular  divisions,   departments,   and  units   are  set  up,   they   un- 
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questionably  have  considerable  value  as  information  devices.  Their 
purpose,  however,  is  sometimes  misconceived.  Some  people  lose  sight  oi 
the  fact  that  organization  charts  are  designed  essentially  to  reflect  how 
things  are  done— not  how  they  may  be  done.  They  start  their  task  of 
organizing  by  preparing  a  chart.  Normally,  this  is  not  good  procedure. 
A  better  approach  is  first  to  establish  the  organization,  which  includes 
putting  the  right  people  in  the  key  positions  and  gaining  their  under- 
standing of  their  interrelationships,  and  then  to  prepare  a  chart  to 
visualize  what  has  been  done. 

On  occasion,  of  course,  an  important  position  may  appear  on  a  chart 
before  it  has  been  filled.  It  has  been  included  in  the  interest  of  showing 
its  relationship  to  the  rest  of  the  organization.  When  circumstances  favor 
this  course,  it  is  a  perfectly  satisfactory  procedure,  because  the  chart 
does  reflect  correctly  how  various  functions  interrelate.  Some  overriding 
consideration  merely  has  made  it  desirable  to  communicate  the  informa- 
tion before  a  person  has  been  selected  for  the  position  in  question. 

One  must  be  cautious,  however,  not  to  allow  the  organization  chart  to 
become  a  sort  of  "organizational  straitjacket'-something  impervious  to 
change.  The  alignment  of  a  large  company's  functions  and  responsibilities 
is  constantly  shifting.  A  growing  business  continually  faces  new  needs 
and  demands,  which  can  be  met  only  through  appropriate  organization 
adjustments.  Consequently,  a  flexible  attitude  toward  organization  struc- 
ture, including  the  division  of  functions  as  shown  on  the  organization 
chart,  is  an  important  quality  of  good  management. 

Auditing  Progress 

Organization  changes  cannot  be  introduced  and  then  forgotten. 
Progress  must  be  watched  carefully,  and  periodic  "readings"  taken  to 
evaluate  how  things  are  working  out.  One  must  stay  alert  to  the  sig- 
nificant financial  and  statistical  information  that  reveals  the  state  of 
health  of  the  business.  Such  data  will  disclose  soon  enough  whether  the 
changes  are  producing  the  desired  results. 

But  patience  in  expecting  results  is  important.  Just  as  it  requires  time 
to  obtain  an  education  or  to  acquire  new  skills,  so  time  is  required  to 
realize  the  benefits  of  improved  organization  structure.  ^Vhenever  people 
are  placed  in  new  roles  embracing  greater  responsibility,  they  must 
make  a  major  adjustment.  After  they  have  been  in  their  new  situations 
for  a  while,  they  begin  to  feel  at  home  with  them.  Then  they  start  to 
show  results— but  not  before. 

This  lapse  of  time  before  organization  changes  begin  to  pay  off  can 
prove  frustrating  to  an  individual  who  is  used  to  "getting  things  done" 
but  who  no  longer  has  the  responsibility.  Such  a  person  is  tempted  to 
inject  himself  into  the  picture-to  start  running  functions  and  activities 
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delegated  to  others.  He  must  resist  such  inclination;  he  must  not  interfere. 
Nothing  will  break  the  spirit  of  a  man  faster  than  to  have  someone,  not 
responsible  for  the  work,  but  his  superior  in  the  organization,  constantly 
harass  him  in  the  performance  of  his  assignments. 

However,  managers  must  be  trained  to  bring  recommendations— and 
not  just  problems— to  their  next-higher  level  of  authority.  An  important 
part  of  management  is  to  marshal  and  analyze  facts  and  then  submit  a 
recommendation  for  action  based  on  the  findings.  To  permit  managers 
to  follow  the  practice  of  merely  presenting  problems,  without  recommend- 
ing proposed  solutions,  does  violence  to  the  principle  of  developing 
people  to  accept  greater  responsibility. 

Another  thing  to  insist  upon  is  that  managers  develop  a  financial  point 
of  view.  A  man  put  in  charge  of  a  company  division  will  never  be  a 
success  unless  he  understands,  first  and  foremost,  that  he  must  earn  a 
satisfactory  rate  of  profit  from  the  operations  for  which  he  is  responsible. 
In  Worthington  we  have  a  yardstick  of  measuring  a  general  manager's 
performance  from  a  financial  viewpoint  in  terms  of  the  profit  earned 
on  the  total  assets  employed  in  his  division.  Use  of  this  standard  helps  to 
imbue  our  general  managers  with  an  attitude  toward  money  that  is 
characteristic  of  the  small,  independent  businessman.  They  know  that 
it  is  up  to  them  to  make  their  divisions  acceptably  profitable. 

In  matters  requiring  large  financial  resources,  such  as  an  expansion 
of  facilities,  the  corporation  naturally  lends  assistance.  In  these  cases, 
the  manager  must  present  information  acceptable  to  the  board  of  direc- 
tors to  justify  the  additional  investment. 

Facing  Up  to  Problem  People 

Some  of  the  people  selected  for  management  positions  probably  won't 
make  the  grade.  When  this  happens,  it  is  always  unfortunate.  It  presents 
a  difficult  organization  problem.  Yet  the  truth  is,  no  business  can  tolerate 
for  very  long  an  ineffective  person  in  a  sensitive,  influential  spot.  Although 
that  person  may  have  the  best  of  intentions,  be  loyal  and  hard-working, 
his  lack  of  ability  for  the  particular  job  he  holds  tends  to  upset  the  proper 
functioning  of  the  rest  of  the  organization.  The  only  remedy  is  to  remove 
him. 

Facing  up  to  the  removal  of  a  man  from  a  job  he  cannot  do  is  never 
pleasant.  His  friends  in  the  organization  often  tend  to  plead  his  case- 
to  ask  that  more  time  be  allowed  for  him  to  prove  his  value.  If  he  has 
already  received  sufficient  time  in  which  to  demonstrate  his  ability,  it  is 
a  mistake  to  grant  more.  The  additional  period  usually  only  aggravates 
an  already  unsatisfactory  situation,  and  the  original  decision  to  relieve 
him  of  responsibility  still  must  be  carried  out.  No  one  is  helped,  neither 
the  organization  nor  the  man. 
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Indeed,  the  fact  is  that  both  the  organization  and  the  man  are  better 
off  if  the  necessary  action  is  taken  without  delay.  In  my  own  career, 
whenever  I  have  had  to  remove  a  person  from  his  job,  I  have  made  a 
special  effort  to  talk  with  him  at  length,  explaining  in  detail  the  reasons 
why.  In  more  instances  than  not,  the  affected  person  has  told  me  later 
that  he  was  both  happier  and  more  productive  in  his  new  situation. 

SPECIALIZATION  IN  BUSINESS 

Modern  business  has  become  a  complex  of  specialized  functions  and 
activities.  When  I  first  assumed  management  responsibilities  years  ago, 
a  manager  wore  many  hats.  He  had  to  cope  with  problems  that  had  little 
direct  relationship  to  one  another.  He  might  be  responsible  for  the 
engineering  of  a  product  and,  at  the  same  time,  its  manufacture  and  sale. 
His  involvement  with  these  functions  might  make  him  the  person  in 
charge  of  hiring  new  personnel  for  the  engineering,  manufacturing,  and 
sales  functions  and  the  organization's  expert  on  labor  relations.  In 
short,  he  had  to  be  a  Jack-of-all-trades,  ready  at  almost  any  time  to  rise 
to  the  challenge  of  a  new  situation.  In  a  small  business,  he  still  does. 

But  the  structure  of  a  large  and  growing  business  today  is  entirely 
different.  New  disciplines,  new  specialities,  and  new  skills  now  appear 
on  the  scene  in  rapid  succession.  The  complexities  of  modern  technology, 
the  emergence  of  new  and  powerful  groups  in  our  society,  and  grossing 
interdependence  of  the  components  of  our  economic  system,  the  rising 
level  of  education,  the  rapid  advances  of  science-these  and  other  factors 
are  increasingly  making  of  us  a  nation  of  specialists.  Business  organization 
necessarily  has  had  to  adapt  to  the  circumstances. 

Operation  of  almost  any  business  now  involves  some  degree  of  speciali- 
zation. This  is  true  of  small  companies  as  well  as  large  ones.  But  it  is 
in  large  organizations  that  the  greatest  diversity  of  specialized  skills  is 
found.  Such  activities  as  research  and  development,  industrial  engineer- 
ing, marketing  research,  marketing  planning,  employee  relations,  public 
relations,  patent  law,  and  management  development  have  become 
important  and  necessary  parts  of  business  operation.  People  now  spend 
years  in  acquiring  proficiency  in  just  one  of  these  areas— or  even  in  only 
a  segment  of  an  area.  Often  they  devote  their  entire  working  life  to  it. 

Staff  groups  having  specialized  skills,  knowledge,  and  experience  are 
an  essential  part  of  any  large  industrial  organization.  They  consult  with 
and  supply  to  line  management  the  professional  know-how  so  vitallv 
important  to  the  solution  of  unusual  technical  problems  and  sound 
decision  making,  involving  matters  beyond  the  general  scope  of  operating 
personnel.  Through  constant  study  and  research  in  their  separate  fields  of 
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activity,  they  stimulate  and  promote  progress  in  all  aspects  of  the  enter- 
prise. 

Imagine  just  two  or  three  key  people  trying  to  cope  with  today's 
business  complexities.  In  our  present-day  world  they  would  have  to  be 
self-sufficient  in  product  design  and  development,  marketing  and  dis- 
tribution, manufacturing  methods  and  techniques,  plant  construction 
and  layout,  finance  and  credit,  union  relations,  advertising,  government 
regulations,  personnel  administration— just  to  name  a  few  of  the  many 
things  that  now  demand  attention.  No  one  could  possibly  have  this 
breadth  of  knowledge. 

Specialized  staff  groups,  therefore,  have  become  a  necessary  concomitant 
of  modern  organization  structure.  The  days  when  two  or  three  persons 
could  divide  among  themselves  the  responsibility  for  the  specialities  of  a 
large  business  are  gone  forever. 


MODERN  CORPORATE  ORGANIZATION 

For  a  large  or  small  company,  there  is  no  "perfect"  organization  struc- 
ture. The  particular  form  developed  depends  on  a  number  of  variable 
factors,  such  as  the  type  of  business,  the  quality  of  the  management,  the 
degree  of  specialization,  the  objectives  of  the  enterprise,  and  the  method 
of  measuring  results.  In  order  to  illustrate  how  a  large  company  is  put 
together,  however,  let's  use  as  an  example  the  structure  of  the  Worthing- 
ton  organization  at  the  corporate  level  of  management. 

The  accompanying  chart  (Figure  13-2)  shows  Worthington's  corporate 
structure.  Certain  principles  of  large  company  organization  are  demon- 
strated. Chief  among  these  are: 

1.  There  is  a  clear  distinction  between  the  "staff"  and  "line"  activities. 
The  staff  functions  are  portrayed  on  the  middle  portion  of  the  chart, 
while  the  line  groups  or  operating  divisions  are  shown  at  the  bottom. 

2.  Both  staff  and  line  groups  are  responsible,  ultimately,  to  the  top 
corporate  officers— the  board  of  directors,  chairman,  and  president. 

3.  The  line  operating  divisions  are  divided  into  groups  according  to 
type  of  product  activity,  with  each  group  responsible  to  a  group  vice 
president.  The  group  vice  presidents  report  on  the  activities  of  their  divi- 
sions through  the  president. 

4.  The  corporation's  overseas  business  (shown  at  the  extreme  right  of 
the  chart),  representing  its  export  trade,  the  operations  of  its  foreign 
subsidiary  companies,  and  its  relations  with  affiliated  companies  abroad, 
is  organized  under  a  single  officer,  a  vice  president  of  international  opera- 
tions. 

The  distinction  between  the  staff  and  line  is  especially  important.  The 
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Staff  functions,  headed  by  vice  presidents,  are  the  centers  of  the  corpora- 
tion's specialized  skills.  They  have  highly  trained  personnel— experts  in 
their  particular  fields  of  interest— who  serve  as  consultants  to  the  operat- 
ing divisions.  These  staff  specialists,  however,  have  no  authority  over  what 
the  operating  divisions  do.  Rather,  it  is  their  function  to  assist,  advise, 
and  counsel  with  the  operating  groups  on  matters  requiring  specialized 
knowledge. 

In  addition,  the  corporate  staff  officers  and  their  specialists  work  with 
the  divisions  in  planning  further  improvements  in  division  operations 
and  in  analyzing  and  recommending  solutions  to  difficult  problems 
within  their  areas  of  specialization.  They  also  perform  the  important 
services  of  interpreting  corporate  policies  and  of  coordinating  corporate 
activities  on  an  over-all  basis. 

Conversely,  the  line  groups  function  in  a  strictly  operational  capacity. 
They  represent  the  "profit  centers"  of  the  corporation,  that  is,  the 
units  of  the  business  held  responsible  for  earning  a  profit  from  their 
operations.  Because  of  this  responsibility,  they  are  vested  with  all  the 
authority  necessary  to  achieve  their  objectives.  As  previously  mentioned, 
this  authority  is  largely  centered  in  the  division  general  manager. 

The  group  vice  presidents  provide  the  essential  link  between  the  line 
groups  and  the  corporate  staff.  They  are  our  chief  operating  officers. 
They  are  the  representatives  of  the  divisions  at  the  top-management 
level  and  reflect  to  them  the  policies,  objectives,  and  interests  of  the 
corporation  as  a  whole.  As  thoroughly  experienced  "line  men,"  they  are 
responsible  for  guiding  their  particular  divisions  toward  the  achievement 
of  their  goals. 

In  making  a  clear  separation  between  our  staff  and  line  activities,  we 
believe  we  have  developed  a  sound  organization  structure.  To  be  sure, 
it  has  imperfections  which  we  would  like  to  eliminate,  and  we  are 
constantly  on  the  lookout  for  ways  to  make  further  improvements. 

Evaluated  in  total,  however,  our  form  of  organization  has  stood  up  well 
in  actual  practice  and  successfully  weathered  the  impact  of  fluctuating 
economic  conditions.  It  has  enabled  us  to  have  centralized  corporation 
policies,  and  yet  allowed  for  the  decentralized  administration  of  them. 
It  has  placed  authority  to  make  decisions  where  the  actions  take  place, 
thereby  giving  us  greater  agility  and  speed  of  decision  than  would  be 
possible  if  we  had  close,  centralized  control. 

For  our  people  at  both  the  staff  and  line  levels,  it  has  provided  broad 
opportunity  for  continued  personal  growth  and  development.  And  in 
the  case  of  our  operating  divisions,  it  has  given  them  the  degree  of 
autonomy  they  require  for  the  planning  necessary  to  achieve  their  ap- 
proved goals. 

Merely  to  hold  its  position  in  our  present-day  economy,   a  business 
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must  expand  in  like  proportion  to  the  markets  it  serves.  Growth,  in 
contrast  to  expansion  alone,  is  achieved  when  the  business  develops  and 
improves  in  its  general  performance  at  a  relatively  greater  rate. 

Expansion  and  growth  must  be  planned  on  a  long-range  basis  with 
clear-cut  objectives.  Long-range  planning  is  the  direct  responsibility  of 
the  chief  executive  officer.  Such  planning  may  be  the  personal  part-time 
effort  of  the  top  man  in  a  small  business,  but  in  a  larger  enterprise  it 
becomes  the  full-time  task  of  at  least  one  well-qualified  officer  reporting 
directly  to  the  chief  executive  officer. 

Executives  with  line  and  staff  responsibilities  are  principally  engaged 
in  day-to-day  and  year-to-year  planning.  Their  efforts  in  this  direction, 
coupled  with  those  of  the  officer  charged  with  long-range  planning  (in 
terms  of  five  years  or  more),  permit  the  growth  of  the  enterprise  to 
proceed  with  the  flexibility,  balance,  and  sustained  directness  essential 
to  achieve  established  goals. 


LOOKING  AHEAD 

In  our  discussion,  we  have  seen  how  organization  begins  with  a  small 
business,  containing  only  a  few  key  people,  w^ith  authority  and  responsi- 
bility basically  centralized  in  a  single  person.  We  have  observed  how 
organization  requirements  increase  with  business  gro^vth,  bringing  a 
divisionalization  of  the  operations  and  a  broad  delegation  of  the  respon- 
sibilities to  many  people.  We  have  noted  the  rise  of  many  new  and 
specialized  business  functions.  And  we  have  reviewed  some  of  the  principal 
elements  of  a  decentralized  corporate  organization. 

Now  for  a  moment,  let's  look  at  the  future.  What  does  it  indicate  in 
terms  of  organization  needs?  What  kind  of  people  are  likely  to  run  an 
enterprise?  To  the  extent  that  tomorrow  can  be  foreseen,  what  will  be 
its  demands? 

There  is  little  doubt  that  further  improvement  will  be  required  in  the 
organization  of  our  business  operations.  Two  principal  reasons  lie  behind 
this.  First,  we  live  in  an  age  of  growing  competition  to  America's 
economic  superiority.  Many  nations,  especially  the  European  countries, 
are  beginning  to  challenge  our  leadership.  They  are  learning  from  us 
and  applying  at  an  accelerating  pace  the  principles  of  our  private-enter- 
prise system— individual  incentives  and  rewards,  mass  production,  a 
broad  base  of  consumer  purchasing  power,  and  continuous  technological 
progress.  They  are  putting  these  lessons  to  work  for  their  o^vn  best 
interests,  raising  their  productivity  and  the  quantity  and  quality  of  the 
goods  they  have  to  sell  in  world  markets,  including  the  United  States. 

To  meet  this  challenge,  American  business  will  have  to  sharpen  its 
own  competitive  ability.  We  shall  have  to  become  more  efficient,  less 
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wasteful  in  many  of  our  practices,  and  more  sober  and  realistic  about  the 
economic  facts  of  life.  Part  of  the  task  will  require  that  we  make  better 
use  of  the  talents  of  our  people  and  of  our  abundant  natural  and  physical 
resources.  This  will  demand  organizing  skills  of  the  highest  caliber. 

Secondly,  the  very  nature  of  modern  business  is  creating  a  need  for 
better  organization.  The  halcyon  days  of  relative  simplicity  have  vanished. 
Everything  in  business  is  now  more  complex  than  it  was— and  the  com- 
plexity will  probably  increase.  Two  factors  are  chiefly  responsible.  One 
is  the  breathtaking  pace  of  new  scientific  and  technological  develop- 
ments; the  other,  the  increasing  specialization  that  stamps  all  walks  of 
economic  activity.  As  a  result,  the  problem  of  achieving  an  efficient  and 
harmonious  organization  is  greatly  complicated.  Add  to  this  the  fact  that 
business  now  is  deeply  involved  in  many  matters  unrelated  to  its  normal 
day-to-day  routine,  such  as  various  community  activities  and  legislative 
developments  at  both  the  national  and  state  levels,  and  the  strain  placed 
on  organization  becomes  even  more  severe. 

Working  within  this  environment,  our  business  managers  of  tomorrow 
will  have  to  be  extremely  competent.  They  will  have  to  be  clear  thinkers, 
good  planners,  efficient  administrators,  and  increasingly  creative.  Espe- 
cially in  the  areas  of  administration  and  creativeness  are  the  demands  of 
the  future  likely  to  prove  the  greatest.  The  profession  of  management  is 
moving  rapidly  away  from  an  emphasis  on  how  to  get  things  done  to  an 
emphasis  on  how  to  get  things  done  better.  In  the  process,  administrative 
ability  and  creative  thinking  are  becoming  prime  management  qualities. 

What  kind  of  person  possesses  these  qualities?  There  is  no  exact 
answer  other  than  that  by  preference  he  chooses  management  as  a 
profession.  But  I  will  venture  a  prediction.  In  the  years  ahead,  the  person 
with  broad  business  background— with  "generalist"  education,  training, 
and  experience— will  more  often  than  not  prove  the  more  promising 
candidate  for  top-management  positions.  He  will  be  selected  over  the  man 
with  only  highly  specialized  skills.  The  vision,  administrative  ability, 
and  qualities  of  leadership  required  of  modern  management  are  more 
likely  to  be  found  in  the  generalist. 

So,  in  the  final  analysis,  the  key  to  efficient  organization  in  the  future 
lies  in  having  well-rounded  and  thoroughly  experienced  people,  just  as 
it  always  has  in  the  past.  Problems  of  product  design,  problems  of  sales 
or  manufacturing,  problems  of  almost  any  nature  fade  if  a  business  has 
qualified  people  to  do  its  work. 

The  trick  is  to  find  them— and  then  place  them  in  positions  where 
their  talents  can  be  integrated  with  the  organization  and  used  to  greatest 
advantage.  The  business  that  is  able  to  satisfy  this  requirement  on  a 
long-range  basis  need  have  little  fear  of  its  continuing  ability  to  succeed 
in  our  ever-changing  and  highly  competitive  world-wide  economy. 


"^h'^ll 


Fred  G.  Meyer 

(  I  [AIRMAN  OF  THE  BOAUD 

J  1;ED  MEYER,  INCORPORATED 

J    )RTLAND,   OREGON 


The  name  of  Fred  Meyer  is  a  legend  to  those  who  know  retailing.  He 
was  raised  in  Brooklyn  and  grew  up  in  the  grocery  business— his  father 
and  four  of  his  uncles  each  operated  an  indepeiident  small  corner 
store.  At  the  age  of  twenty  he  left  New  York  forever  to  try  his  luck 
at  panning  gold  in  Alaska.  Had  he  been  able  to  get  permission  from 
Czarist  Russia  to  prospect  in  Siberia,  there  7night  never  have  been  a 
Fred  Meyer,  Incorporated. 

He  left  Alaska  with  little  gold  but  a  lot  of  ideas  and  headed  for 
Portland,  Oregon.  His  initial  venture  in  Portland  was  selling  coffee 
house  to  house  in  an  outlying  suburban  district.  The  enterprise  met 
success  and  led  to  establishment  of  routes  that  ultimately  covered  the 
city.  These,  in  turn,  gave  birth  to  a  central  coffee  store  in  a  downtown 
farmers'  market  which  proved  highly  successful.  A  complete  food  line 
and  other  items  were  soon  added. 

Various  additional  ventures  followed,  including  the  nation's  first 
self-service  drugstore,  the  prepackaging  of  sugar,  flour,  beans,  and  other 
staples  previously  sold  only  in  bulk,  and  other  innovations  now  a  basic 
part  of  self-service  stores  everywhere.  These  successes  led  to  the  open- 
ing in  ic)20  of  the  first  general  self-service  store  in  Portland  and  marked 
the  beginning  of  big  expansion  of  Fred  Meyer  enterprises  of  various 
types  in  merchandising  lines. 

His  Northwest  empire  today  includes  three  stores  in  doicntown  Port- 
land, fourteen  major  shopping  centers  in  the  Portland  metropolitan 
area,  and  four  in  Seattle,  Washington.  The  centers  average  60,000 
square  feet  of  floor  space  and  are  among  the  most  modern  anywliere 
in  the  United  States.  The  program  of  expansion  has  been  greatly  ac- 
celerated since  ip$o.  Seven  large  centers,  each  representing  an  invest- 
ment of  about  $1.^  million,  have  been  built  since  that  time.  Additional 
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centers  are  being  constructed  at  the  rate  of  about  two  a  year  with  a 
goal  of  eighteen  set  for  each  succeeding  ten-year  period. 

In  addition  to  shopping  centers,  the  firm  has  built  and  operates  a 
large  number  of  manufacturing  and  processing  plants  to  supply  the 
Fred  Meyer  stores  with  food  and  other  commodities  packaged  under 
the  firm's  own  brand  names. 

Mr.  Meyer  was  the  active  head  and  guiding  force  of  the  firm  for 
nearly  forty  years  before  stepping  up  to  board  chairman.  But  even 
in  his  seventies,  he  still  takes  an  active  interest  in  long-range  planning 
and  the  development  of  new  methods  and  innovations. 

Mr.  Meyer  is  an  unabashed  entrepreneur.  He  is  a  largely  self- 
educated  man,  who  at  one  sitting  can  discuss  the  most  modern  market- 
ing techniques,  economics,  the  shaded  and  obscure  meanings  of  most 
facets  of  philosophy,  and  almost  everything  in  between. 

March,   i960 


CHAPTER     14 

Communicating 


The  process  of  communicating  is  as  old  as  man  himself,  and  yet,  because 
of  the  great  interest  in  the  subject  today,  one  might  think  that  it  was 
some  startling  new  idea.  Communicating  and  various  techniques  of 
communication  are  the  subject  of  innumerable  magazine  articles,  research 
projects,  theses,  and  books.  Is  it  logical  to  expend  all  this  time,  effort, 
and  money  on  something  that  everyone  does  almost  from  the  moment 
he  is  born?  Don't  we  know  how  to  communicate? 

These  questions  are  easy  to  answer.  We  really  don't  know  how  to 
communicate,  and  not  only  is  it  logical  to  devote  time  and  effort  to  the 
study  of  communicating,  but  it  is  absolutely  necessary. 

Perhaps  my  answers  seem  a  bit  dogmatic,  but  let  us  consider  them  for  a 
moment.  I  said  that  we  are  all  faced  with  the  problem  of  communicating 
almost  from  the  moment  of  birth.  And  so  we  are.  But  the  needs  of  a 
baby  are  quite  simple.  All  the  infant  wants  is  to  be  fed  or  to  have  its 
diaper  changed  or,  perhaps,  to  be  cuddled  or  loved.  It  communicates 
its  wants  simply  by  crying.  The  parents  do  not  know  exactly  why  the 
infant  is  crying,  so  they  usually  do  all  three  things— hold  it,  feed  it,  and 
change  the  diaper.  In  most  cases  they  do  what  the  baby  wanted  and 
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probably  something  it  hadn't  thought  of.  At  any  rate,  the  message  has 
been  successfully  communicated.  And  not  so  much  because  of  the  com- 
municator's skill,  but  rather  because  of  the  desire  of  the  listener  to 
comply. 

On  the  other  hand,  what  if  the  infant  continues  to  cry?  It  may  be  sick. 
Or  it  may  just  want  more  of  the  same  treatment.  The  parents  do  not 
know.  If  the  crying  continues  for  an  extended  period,  they  become 
concerned,  then  frustrated,  and  finally,  in  a  worried  frenzy,  call  a  doctor. 

From  this  example  we  can  conclude  that  simple  messages  can  be  com- 
municated simply.  More  complex  messages,  however,  cannot  be  communi- 
cated simply,  even  if  the  intended  receivers  want  desperately  to  under- 
stand. 

As  managers,  living  in  a  complicated  civilization  and  in  charge  of 
complex  and  involved  operations,  few  of  our  messages  are  likely  to  be  as 
simple  as  those  of  an  infant.  Furthermore,  our  audience  is  rarely  as 
keen  or  as  eager  to  interpret  our  communications  as  is  a  typical  parent. 
Our  problems  of  communicating  are  therefore  increased  many,  manv 
times.  We  must  communicate  very  complex  thoughts  to  an  audience 
whose  attitudes  may  range  from  eager  willingness  to  receive  our  messages 
through  indifference  to  outright  belligerence  and  whose  intelligence  mav 
be  the  same  as,  considerably  less  than,  or  far  above  our  own. 

There  are  other  factors  which  tend  to  thwart  us  in  getting  our  message 
across,  such  as  the  backgrounds  of  our  audience  and  their  psychological 
and  temperamental  dispositions.  I  don't  really  know  all  the  factors  -^diich 
cause  the  communication  process  to  succeed  or  to  fail.  Nor  do  I  know 
why  or  how  these  factors  affect  the  process.  The  trouble  is  that  no  one 
really  knows  many  of  the  answers.  That  is  why  I  said  earlier  that  we 
don't  know  how  to  communicate. 

The  reason  that  we  must  know  how  to  communicate  is  readily  ap- 
parent. A  manager,  and  particularly  a  top  manager,  must  get  most  of 
his  work  done  through  others,  perhaps  as  much  as  98  per  cent  of  it. 
He  must  therefore  communicate  to  others  what  he  wants  them  to  do. 

I  am  not  writing  this  chapter  because  I  feel  that  I  know  all  there  is 
to  know  about  communicating.  Far  from  it.  I  am  painfully  a^vare  of  my 
own  limitations.  I  do  hope,  however,  that  I  have  a  few  ideas  which  may 
prove  to  be  of  value  to  others  in  coping  with  the  perplexing  and  ever- 
present  problem  of  communicating. 

Communicating  Defined.  Let  us  first  try  to  establish  a  definition  of  com- 
municating. Here  is  what  we  find  in  Webster's  Dictionary: 

Communication:  Intercourse  by  words,  letters,  or  messages;  interchange  of 
thoughts  or  opinions. 

Communicate:  To  hold  or  afford  communication;  to  converse;  join:  as.  rooms 
that  communicate. 
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I  could,  of  course,  cite  many  other  definitions  for  "communicating"  or 
"communication."  The  term  has  been  defined  in  many  ways  by  those 
who  have  written  or  have  done  research  work  on  the  subject.  Basically, 
however,  all  the  definitions  I  have  uncovered  are  in  close  agreement. 
Here  is  my  definition  of  the  term.  It  is  in  effect  a  composite  of  those 
that  I  have  seen: 

Communicating:  The  act  of  making  one's  ideas  and  opinions  known 
to  another. 

Communicating  has  been  described  as  an  art  and  a  science  and  also  as  a 
process.  I  subscribe  to  both  views— and  to  neither.  Obviously,  good  com- 
municating is  an  art  in  the  truest  sense.  At  the  same  time  there  is  a 
measure  of  science  involved.  But  in  my  opinion,  the  phrase  "art  and 
science"  doesn't  convey  the  true  message.  "Process"  comes  closer  because 
it  emphasizes  the  continuing  nature  of  communicating.  I  chose  the  word 
"act,"  however,  because  it  indicates  the  dynamic  nature  of  communi- 
cating. I  feel  very  strongly  that  communication  must  be  dynamic  if  it  is 
to  be  effective. 

Two  words  in  the  dictionary  definitions  seem  to  have  particular  sig- 
nificance. They  are  "interchange"  and  "join."  Perhaps  these  words  pro- 
vide two  more  keys  to  effective  communicating.  When  we  communicate 
with  another  person  or  group  of  persons  there  must  be  an  interchange. 
In  some  way  we  must  transfer  an  idea  from  our  own  mind  to  other 
minds.  This  can  be  accomplished  only  by  bridging  the  gap  between  their 
minds  and  our  own.  Physically,  this  may  be  a  very  short  distance,  but 
building  a  bridge  to  join  minds  is  a  difficult  job  indeed. 

METHODS  OF  COMMUNICATING 

In  general,  it  can  be  said  that  there  are  only  two  forms  of  communi- 
cation, oral  and  written.  I  am  using  both  terms  in  a  very  broad  sense 
when  I  say  this.  Under  the  heading  of  oral  communication  I  include  face- 
to-face  discussions  between  two  individuals,  conferences,  meetings,  tele- 
phone conversations,  and  formal  speeches  presented  in  person  or  through 
the  medium  of  public  address  systems,  radio,  or  television.  The  term 
"written"  is  intended  to  include  all  written  and  pictorial  communication. 

The  bulk  of  our  communicating  is,  of  course,  accomplished  with 
words.  But  we  should  not  overlook  the  use  of  diagrams,  pictures,  graphs, 
and  the  like.  It  has  been  said  that  one  picture  is  worth  a  thousand  words. 
This  is  probably  an  overstatement  in  some  cases,  but  there  is  no  denying 
the  value  of  illustrations  as  a  supplement  to  the  written  word.  As  training 
aids,  for  example,  the  worth  of  slides,  motion  pictures,  and  various  audio- 
visual techniques  have  been  proved  many  times. 

Even  though  pictures  are  often  useful,  it  is  a  mistake  to  place  too  much 
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reliance  on  them.  Unfortunately,  it  is  just  as  easy  to  convey  the  wrong 
meaning  with  a  picture  as  it  is  with  words.  The  point  is  that  there  is  no 
proven  way  of  getting  any  message  across,  nor  is  there  necessarily  one  best 
way. 

The  most  important  thing  in  communicating  is  not  the  form  used, 
but  rather  that  the  communicator  should  have  a  clear  idea  of  what  he 
wants  to  communicate.  No  amount  of  skill  in  speaking  or  writing  can 
substitute  for  clear  thinking.  To  be  sure,  the  ability  to  write  and  speak 
well  is  important  in  communicating,  but  these  skills  do  not  enter  the 
picture  until  the  thinking  process  has  been  completed.  ^Vhen  the  idea 
has  been  clarified  in  the  communicator's  mind,  he  can  then  build  the 
vehicle  to  transfer  the  thought  to  other  minds. 

Oral  Communication 

Most  of  us,  I  am  sure,  feel  that  we  can  get  our  ideas  across  more 
easily  and  accurately  in  speech  than  in  writing.  This  is  quite  natural. 
When  we  write  something,  we  must  rely  on  words  to  convey  our  thoughts. 
When  speaking,  on  the  other  hand,  the  tone  of  the  voice,  gestures,  inflec- 
tions, and  pauses,  in  addition  to  the  words  themselves,  convey  meaning. 
How  we  say  something  can  be  just  as  important  as  what  we  say. 

Thoughts  can  be  conveyed  most  clearly  and  accurately  in  face-to-face 
talks.  Since  this  is  the  form  of  communicating  we  all  use  most  frequentlv. 
we  might  assume  that  we  would  have  no  problems  if  it  were  possible  to 
do  all  our  necessary  communicating  in  this  way.  Misunderstandings  can 
still  result,  however,  in  face-to-face  communicating. 

We  communicate  orally  much  more  frequently  than  in  writing.  For 
this  reason,  managers  at  all  levels  must  train  themselves  or  be  trained 
to  speak  well.  Apparently  the  ability  to  communicate  is  to  some  extent 
a  natural  talent  or  gift,  but  anyone  can  develop  a  degree  of  skill  through 
training  and  practice.  Far  too  many  knowledgeable  people  are  hampered 
by  an  inability  to  speak  well.  They  have  things  to  say.  and  they  know 
what  they  want  to  say,  but  for  some  reason  they  are  unable  to  speak  up. 
even  in  small,  informal  meetings.  They  stammer  and  mumble  so  that 
no  one  understands  what  they  are  trying  to  say.  This  is  indeed  un- 
fortunate. These  people  should  be  given  training  in  public  speaking  and 
shown  that  because  of  their  knowledge  they  should  not  feel  self-conscious 
when  presenting  their  views  to  a  group. 

Written  Communication 

Writing  is  much  more  difficult  to  master  than  speaking.  But  it  is  a  skill 
that  must  be  developed  by  everyone  in  a  managerial  capacity.  The 
higher  one  goes  in  an  organization,  the  more  one  must  rely  on  written 
communication.  Writing  is  far  more  demanding  than  speaking.  As  I  have 
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already  mentioned,  nonverbal  factors  such  as  gestures,  expressions,  and 
the  tone  of  the  voice  help  us  to  convey  meaning  when  we  are  talking. 
In  addition,  the  listener  often  has  the  opportunity  to  ask  questions  if  he 
is  not  sure  that  he  understands.  The  idea  can  then  be  repeated  in  different 
words.  A  written  communication  does  not  afford  the  receiver  the  same 
opportunity.  The  writer  cannot  depend  on  gestures  or  inflections,  nor 
can  he  reword  what  has  been  written  in  order  to  clear  up  a  misunder- 
standing. Care  must  be  taken  when  writing  even  a  simple  message  to 
avoid  misinterpretation. 

The  following  anecdote,  which  I  came  across  in  the  Reader's  Digest^ 
some  time  ago,  illustrates  this  fact  most  vividly: 

A  corporation  president  sent  this  note  to  the  Personnel  Office:  "I  would  like 
to  know  what  procedure  we  follow  in  hiring  people  at  our  X  plant." 

This  memo  set  off  a  historic  flap.  Subordinate  managers,  unsure  of  what  he 
had  in  mind  and  unwilling  to  ask,  instituted  a  complete  review  of  the  company's 
personnel  policies.  More  than  300  hours  of  consultation  were  held  at  various 
levels.  Scores  of  reports  were  written.  Every  aspect  of  the  subject  was  explored. 

Finally,  after  weeks  of  work,  a  quarter-inch-thick  report  was  delivered  to  the 
president.  It  gave  full  details  of  all  the  aptitude  and  intelligence  tests  that 
were  used,  all  the  sources  of  manpower  that  were  tapped,  what  percentage  of 
applicants  were  able  to  make  the  grade,  the  cost  of  the  hiring  program,  and  all 
the  reasons  anyone  could  think  of  to  explain  why  this  was  a  fine  system. 

The  boss  took  one  look  at  it  and  almost  strangled.  'All  I  wanted  to  know,"  he 
said,  "was  where  I  should  send  a  neighbor's  young  son  who  is  interested  in  a 
summer  job.  It  doesn't  matter  now— he's  gone  back  to  college." 

Writing  is  also  more  demanding  than  speaking  because  it  requires 
strict  adherence  to  standards  of  grammar.  Close  attention  must  be  paid 
to  material  organization,  sentence  structure,  and  punctuation.  In  normal 
conversation,  and  to  a  marked  degree  even  when  making  formal  speeches, 
we  rarely  adhere  to  rules  of  grammar.  More  often  than  not,  when  speak- 
ing, we  do  not  use  complete  sentences.  And  when  speaking,  we  con- 
tinually repeat  what  we  have  said. 

The  next  time  you  take  part  in  an  informal  conversation,  listen 
closely  to  yourself  and  the  other  fellow.  Notice  how  frequently  you  say 
something,  pause,  and  then  repeat  the  same  thought  in  slightly  different 
words.  Notice  the  incomplete  sentences.  There  is  a  good  chance  that  both 
of  you  will  succeed  in  communicating  your  thoughts  and  opinions,  but 
what  would  the  conversation  look  like  in  writing? 

Because  writing  demands  close  attention  to  rules  of  grammar  and  be- 
cause it  requires  you  to  organize  your  thoughts,  it  has  a  great  deal  of 
disciplinary  valtie.  Although  this  may  sound  strange,  writing  is  an  ex- 
cellent means  of  improving  speaking  effectiveness. 

^  September,  1959,  p.  234. 
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Some  time  ago,  while  in  Europe,  I  noticed  that  most  of  the  road  signs 
there  were  in  picture  form.  A  picture  of  children,  for  example,  indicated 
a  school  ahead;  two  railroad  ties  with  a  rail  across  meant  a  railroad 
crossing;  and  so  on.  It  is  true  that  these  devices  are  more  necessary  in 
Europe  where  many  different  languages  are  spoken  in  a  geographic  area 
smaller  than  our  country,  but  even  so,  I  believe  it  would  be  to  our  ad- 
vantage to  make  more  use  of  pictures  on  our  road  signs. 

The  same  principle  applies  to  many  problems  of  communicating  in 
industry.  In  my  firm,  as  in  many  others,  we  have  tried  to  standardize 
many  of  our  operating  procedures  through  the  use  of  instruction  manuals. 
We  are,  of  course,  constantly  trying  to  improve  our  operation.  And  when 
one  division  develops  an  improved  way  of  performing  an  operation,  we 
want  the  information  passed  along  to  other  parts  of  the  company  that 
could  also  utilize  the  improvements.  This  is  more  easily  said  than  done, 
but  we  have  improved  tremendously  in  this  respect  through  the  increased 
use  of  drawings,  charts,  photographs,  and  other  pictorial  devices  in  our 
instruction  manuals. 

Progress  has  been  made  in  the  field  of  safety  and  accident  prevention 
through  the  use  of  cartoons,  photographs,  and  the  like.  This  approach 
can  and  should  be  carried  into  many  other  fields.  We  have  all  seen 
many  cases  where  a  message  could  have  been  conveyed  through  the  use  of 
a  picture.  Care  needs  to  be  taken  that  the  illustrations  are  acceptable.  But 
often  a  message  that  is  actually  critical  in  nature  can  be  put  across 
without  antagonism  with  a  cartoon  in  a  humorous  vein. 

WHAT  MUST  MANAGERS  COMMUNICATE? 

As  managers,  we  are  faced  with  the  problem  of  communicating  many 
kinds  of  information,  to  many  groups  of  people.  In  our  o^vn  organization 
we  must  communicate  to  other  members  of  management,  hourly  em- 
ployees (and  usually  the  union  representatives),  and  stockholders.  Out- 
side of  the  organization  we  must  communicate  with  the  public  at  large 
and  with  special  segments  of  the  public. 

Although  communicating  with  the  public,  particularly  for  a  retail 
organization,  is  of  utmost  importance,  I  believe  that  the  top  manager's 
most  important  concern  is  with  internal  communication.  The  problem 
of  communicating  with  hourly  employees  seems  to  be  particularly  diffi- 
cult. Certainly,  this  is  the  area  where  top  management  has  done  the 
poorest  job. 

I  have  heard  many  top  managers  complain  that  their  companies 
utilize  house  organs  and  news  letters  and  place  communications  on 
bulletin  boards,  but  still  have  little  success  in  motivating  or  influencing 
their  employees.  In  most  cases  there  is  a  definite  lack  of  personal,  face-to- 
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face  communication,  but  failure  to  communicate  is  caused  more  by  an 
unawareness  of  what  should  be  communicated  than  by  the  approaches 
or  mediums  used. 

Employee  communications  should  not  be  designed  to  substitute  for 
the  daily  newspaper  or  the  magazines.  They  should  not  moralize,  deal 
in  social  items,  or  be  designed  to  entertain.  Rather  they  should  be  de- 
signed to  give  information  about  the  firm  that  employees  cannot  get 
elsewhere.  Employee  publications  should  contain  the  following: 

1.  Data  on  the  firm's  objectives  and  plans 

2.  Who  are  the  men  in  the  management  group 

3.  How  products  are  made  or  where  they  are  obtained 

4.  How  the  worker  may  aid  the  firm  in  meeting  competition 

5.  Factors  that  may  cause  layoffs 

In  other  words,  most  employees  would  like  to  know  the  facts,  just  as 
management  does,  so  that  they  too  can  make  plans. 

Let's  take  a  typical  example.  Many  firms  are  sorely  pressed  by  foreign 
competition.  Foreign  firms,  largely  because  of  lower  labor  costs,  are 
often  able  to  sell  similar  items  for  less  than  American  firms.  Employees 
know  this.  They  see  foreign  cars  on  the  road,  and  items  from  practically 
every  foreign  country  are  on  sale  in  neighborhood  stores.  News  stories 
and  editorials  appear  almost  daily  in  our  newspapers  citing  the  inroads 
foreign  competitors  have  made  in  the  American  market.  The  employees 
may  even  be  vaguely  aware  of  the  fact  that  their  company  is  affected  by 
foreign  competition.  It  is  highly  unlikely,  however,  that  newspaper 
stories  give  them  any  idea  of  the  extent  to  which  their  firm  has  been 
affected.  This  information  should  be  made  available  through  employee 
publications. 

Some  firms  have  attacked  this  problem  intelligently  and  progressively 
and  have  met  with  gratifying  success. 

All  too  often  companies  do  not  attempt  to  communicate  economic 
factors,  such  as  the  effect  of  foreign  competition,  until  they  begin  contract 
negotiations.  When  a  strike  is  threatened,  employees  usually  look  upon 
these  communications  as  simply  a  means  of  trying  to  scare  them  into 
accepting  the  company's  offer.  If,  however,  the  company  has  made  an 
honest  effort  in  the  past  to  communicate  similar  information,  the  em- 
ployees and  their  union  representatives  are  more  apt  to  accept  the  com- 
munication in  good  faith. 

I  have  often  heard  top  managers  say  that  they  just  don't  know  how  to 
communicate  with  their  employees.  They  say  that  their  employees  don't 
understand  such  things  as  sales  trends,  the  effect  of  governmental  regula- 
tions and  taxation,  and  the  need  for  profits.  These  managers  may  be 
right.  The   thing  that  amazes  me,  however,  is   their  failure   to  realize 
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that  it  is  their  responsibility  to  inform  their  employees  on  these  matters. 
It  is  their  job  to  give  their  employees  the  facts  in  language  that  they  can 
understand.  This  does  not  mean  that  the  manager  has  to  "write  down" 
to  his  employees.  He  should  merely  avoid  the  use  of  technical  terms  and 
write  in  everyday  language.  He  should  observe  the  golden  rule  and  write 
as  he  would  like  to  be  written  to. 

Communicating  within  the  management  group  doesn't  seem  to  present 
the  same  difficulty.  Even  so,  there  is  room  for  a  great  deal  of  improvement. 
In  this  area,  too,  every  effort  should  be  made  to  disseminate  facts. 

When  organization  changes  are  to  be  made,  when  there  are  going  to  be 
mergers  or  acquisitions,  or  when  new  procedures  are  to  be  adopted,  every 
effort  should  be  made  to  tell  every  individual  how  he  will  be  affected. 
Some  years  ago  we  decided  to  adopt  psychological-testing  procedures. 
News  of  our  intent  leaked  out,  and  though  unnecessary,  a  great  deal  of 
misunderstanding  and  apprehension  was  felt  by  many  in  our  organi- 
zation. We  overcame  this  situation  by  communicating  to  our  employees 
exactly  how  the  new  procedures  would  affect  them.  We  explained  why 
we  were  using  the  tests,  what  results  we  were  expecting  from  their  use, 
how  the  tests  would  be  used,  and  how  they  might  profit  because  of  the 
tests.  Every  individual  in  the  organization  was  told  these  facts  personally 
by  his  immediate  superior.  After  thorough  indoctrination,  we  proceeded 
with  the  tests  without  disrupting  efficiency  or  lowering  morale.  This,  I 
feel,  is  a  good  example  of  how  effective  communicating  can  overcome 
possible  problems. 

On  the  other  side  of  the  business  are  the  stockholders.  Thev,  too. 
must  be  given  facts.  A  surprising  number  of  companies  are  doing  a  very 
good  job  in  the  field  of  stockholder  communication.  In  the  past,  annual 
reports  were  the  dullest  and  the  most  unimaginative  pieces  of  literature 
on  the  face  of  the  earth.  They  contained  little  more  than  a  few  pages  of 
figures  and  a  few  brief  notes  explaining  the  financial  statements.  More 
and  more,  however,  companies  have  come  to  realize  the  value  of  annual 
reports  as  a  means  of  communication.  This  seems  to  be  particularly  true 
in  the  case  of  companies  that  produce  consumer  goods.  They  use  the 
annual  report  as  a  means  of  advertising  their  products  and  make  a 
determined  effort  to  make  the  reports  interesting  as  well  as  informative. 
With  ever-increasing  numbers  of  people  holding  stock  in  American  in- 
dustry, the  area  of  stockholder  communication  is  more  and  more  impor- 
tant to  top  management. 

Internal  Communication 

I  would  like  to  discuss  the  problem  of  communicating  internallv  a  little 
further.  Until  recent  years,  retailing  seemed  to  have  better  communica- 
tion than  industry  because  management  had  closer  and  more  frequent 
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contact  with  the  employees.  As  retailing  continues  to  grow  into  ever 
larger  units,  however,  and  spreads  rapidly  over  more  and  more  localities, 
good  communication  is  more  difficult  to  maintain.  So,  as  in  industry, 
we  are  constantly  seeking  ways  and  means  of  bettering  communication. 
Through  interchange  of  experiences,  retailing  and  industry  may  mutually 
work  out  better  communication  to  the  benefit  of  both.  Both  are  becoming 
larger  corporate  bodies,  and  as  a  result,  problems  of  communication 
become  more  and  more  difficult.  More  and  more  information  must  be 
disseminated,  and  the  industrial  or  retail  manager  who  misses  this,  misses 
the  great  compelling  need  of  our  times. 

Downward  Communication.  As  I  have  already  mentioned,  I  believe  that 
communicating  internally  is  the  major  concern  of  most  top  managers.  We 
make  every  effort  to  supply  our  management  group  with  all  the  impor- 
tant and  proper  operating  facts  and  figures.  We  also  try  to  pass  on 
information  about  the  attitudes,  desires,  hopes,  and  even  dreams  of  top 
management  to  every  member  of  management.  Even  so,  I  feel  that  we 
could  do  a  better  job.  We  have  had  our  share  of  dissension,  misunder- 
standing, and  strife.  This  is  no  different  from  any  firm,  I  am  sure.  But 
it  can  and  must  be  eliminated  or  reduced  to  an  absolute  minimum 
through  better  communication. 

Unions  have  established  elaborate  and  quite  efficient  research  organiza- 
tions that  obtain  financial  data  on  companies.  Some  of  these  data  are 
then  passed  on  to  union  members.  The  union  naturally  uses  the  informa- 
tion that  proves  its  contentions  and  presents  it  in  the  way  that  is  most 
beneficial  to  the  union.  Companies  must  therefore  make  every  effort  to 
provide  their  employees  with  all  the  facts.  If  a  good  job  is  done,  a  feeling 
of  greater  unity  among  all  our  groups  of  managers  and  employees  can 
be  created.  This  we  must  do,  if  private  enterprise  is  to  survive. 

There  are  often  groups  in  a  firm's  operation  that  feel  "isolated."  They 
feel  they  are  not  members  of  management  or  part  of  the  working  group, 
yet  they  are  responsible  to  both.  This  may  be  the  foreman  in  industry, 
the  section  head  in  a  retailing  enterprise,  or  the  manager  of  a  small 
isolated  division  in  highly  specialized  or  technical  production.  Often 
these  special  groups  do  not  receive  the  type  of  information  that  they  need. 
The  wants  of  these  groups  must  be  recognized  by  top  management,  and 
every  effort  made  to  supply  the  kind  and  the  amount  of  information 
that  they  need. 

Upward  Communication.  Although  we  are  not  always  successful  in  com- 
municating our  exact  message  downward  through  the  organization,  we 
can  at  least  initiate  communications  to  our  subordinates.  Getting  com- 
munications to  move  upward  through  an  organization,  however,  is  a 
different  matter. 

I  am  frank  to  admit  that  we  have  not  solved  this  problem.  We  have 
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the  usual  suggestion  boxes  and  have  employed  other  means,  but  we 
still  do  not  get  the  kind  and  amount  of  data  required  to  move  upward 
through  the  organization.  The  real  problem  seems  to  be  psychological. 
Few  people  seem  to  hesitate  to  discuss  their  opinions,  attitudes,  and 
gripes  with  people  on  the  same  organization  level,  but  even  though  much 
of  this  information  should  be  taken  upward  in  the  organization,  there  is  a 
natural  reluctance  to  approach  one's  superior.  This  is  particularly  true 
of  the  top  manager.  When  he  was  a  salesman,  sales  manager,  or  even 
vice  president  in  charge  of  sales,  he  was  still  "one  of  the  boys."  He  had 
peers  within  the  organization  and  had  access  to  the  grapevine.  But  when 
a  man  becomes  the  president  of  an  organization  he  finds  that  his  associates 
treat  him  differently.  For  some  reason,  and  in  some  way,  he  is  shut  off 
from  much  vital  information. 

The  top  manager,  of  course,  receives  formal  information  and  reports 
on  the  operations  of  his  business,  but  such  reports  do  not  give  him  a 
real  "feel"  of  conditions  within  the  company.  Communications  must  be 
two-way  if  they  are  to  be  effective.  Subordinates  may  feel  that  the  presi- 
dent does  not  want  to  be  bothered  with  details,  or  they  may  feel  that 
if  they  take  up  too  much  with  the  boss,  others  will  feel  that  thev  are 
"apple  polishing."  These  and  other  factors  tend  to  stifle  upward  com- 
munication to  the  president. 

There  is,  of  course,  danger  that  some  skilled  talker  may  discover  that 
he  can  get  the  president's  ear  and  sell  him  on  some  function  or  on  himself 
or  sell  some  other  person  or  function  down.  The  president  must  be 
skilled  in  getting  all  the  facts.  If  he  doesn't,  some  factors  may  get  more 
attention  than  they  deserve  while  others  more  in  need  of  the  top 
manager's  attention  may  be  neglected  because  those  in  charge  either  are 
not  skilled  in  communicating  the  problems  involved  or  fear  to  do  so 
for  various  reasons.  There  is  always  the  danger  that  the  talkers  mav  get 
all  the  attention  while  others  get  little  or  none. 

Upward  communications  must  be  guided  and  controlled.  There  ^sill  be 
occasions  when  the  president  does  not  have  time  to  talk  to  a  subordinate 
for  one  reason  or  another,  but  these  occasions  can  be  handled  ^\'ith  tact 
and  diplomacy.  Upward  communications  should  be  as  free  as  do^vmvard. 
The  top  manager  should  encourage  his  subordinates  to  tell  him  all  the 
facts  and  not  just  those  things  that  they  fancy  he  wants  to  hear.  If  the 
top  man  gets  the  reputation  for  being  willing  to  listen,  and  if  his  judg- 
ments are  fair,  then  he  is  apt  to  get  the  kind  of  information  that  he 
wants  from  his  subordinates.  A  favorable  atmosphere  and  environment 
must  be  created  to  encourage  upward  communications.  And  this  must 
start  with  the  top  man  in  the  organization.  If  he  is  not  willing  to  listen 
to  his  subordinates,  they,  in  turn,  are  not  likely  to  listen  to  theirs.  On 
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the  other  hand,  if  the  top  man  conveys  the  feeling  to  his  subordinates  that 
the  truth  is  desired  and  welcomed,  they  are  more  apt  to  adopt  this  same 
attitude  with  their  subordinates. 

There  is  no  way  of  standardizing  the  upward  flow  of  information. 
The  president  must  have  a  ready  ear  and  eye  when  making  contacts 
with  others  in  the  organization.  He  must  train  himself  to  know  where, 
how,  and  when  to  listen. 

Taming  the  Grapevine.  Like  it  or  not,  every  organization  has  its  "grape- 
vine." It  makes  no  difference  how  well  the  formal  channels  of  com- 
munication are  established;  in  every  organization  there  is  a  network  of 
informal  communication  channels.  Naturally,  the  grapevine  is  not  neces- 
sarily accurate  or  reliable,  but  it  does  communicate  a  great  deal  of  infor- 
mation—and very  quickly,  too. 

In  order  to  prove  how  unreliable  the  grapevine  is,  we  decided  to 
conduct  a  little  experiment.  We  made  up  a  "story"  and  gave  it  to  one 
of  our  top  executives.  He  was  given  orders  to  pass  the  story  on  to  only 
one  other  person.  He  in  turn  was  to  pass  the  story  on  to  one  other  person, 
and  so  on,  until  fifteen  people  had  been  told  the  story.  The  fifteenth 
person  then  told  the  story  to  the  first  person  in  the  line.  The  story,  as 
he  related  it,  was  so  different  from  the  way  it  was  first  stated  that  it  was 
almost  unrecognizable.  This  experiment  was  nothing  new,  of  course. 
Many  people  have  played  this  game  at  parties.  It  did,  however,  prove 
to  our  executive  group  just  how  unreliable  the  grapevine  can  be. 

The  grapevine  is  constantly  operating  in  all  businesses.  We  cannot 
stop  people  from  talking,  and  we  should  not  try.  But  it  behooves 
management  to  try  to  find  out  what  kind  of  information  is  being  spread 
by  the  grapevine  and,  if  it  is  erroneous  or  harmful,  to  take  steps  to 
counteract  the  effect  of  the  grapevine  by  communicating  factual  informa- 
tion. 

In  every  organization  will  be  found  people  who  just  plain  like  to  talk. 
Usually  the  "talkers"  are  not  antagonistic  to  the  organization,  but  if 
they  are  ill-advised— and  more  often  than  not  they  are— they  can  cause 
a  great  deal  of  harm.  It  is  just  human  nature  to  want  to  be  "in  the  know." 
People  like  to  speculate  on  the  outcome  of  events;  it  is  like  a  game  or 
a  race.  This  in  itself  is  not  bad,  but  managers  should  not  dismiss  the 
rumors  carried  by  the  grapevine  as  merely  idle  chatter.  If  the  rumor  is 
erroneous,  steps  should  be  taken  to  correct  it. 

Things  that  are  said  or  done  by  management  people  make  up  much  of 
the  everyday  conversation  of  the  workers.  Therefore  all  levels  of  man- 
agement should  do  everything  in  their  power  to  answer  the  questions  of 
their  subordinates.  If  a  supervisor  is  unable  to  give  a  satisfactory  answer 
to  a  question  or  must  say  "I  don't  know,"   the  rumor  factory  has  am- 
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munition  with  which  to  work.  Often,  information  that  is  being  held  con- 
fidential can  be  given  out  in  a  form  that  will  dispel  rumor  or  doubt  and 
at  the  same  time  maintain  the  needed  confidence. 

The  grapevine  cannot  be  eliminated,  but  if  it  is  provided  with  factual 
information,  it  can  actually  be  made  to  work  to  the  benefit  of  everyone 
in  the  organization. 

Communicating  with  the  Public 

Although  communicating  with  the  public  is  important,  I  am  not  going 
to  spend  much  time  on  this  subject  because  this  problem  is  usually 
handled  by  advertising  and  public  relations  experts  and  because  there  are 
other  chapters  in  this  Handbook  devoted  to  external-relations  activities. 
I  would,  however,  like  to  mention  the  value  of  the  employee  as  a  good- 
will ambassador  of  the  company. 

It  has  been  said  that  the  best  advertisement  is  a  satisfied  customer. 
Perhaps  the  worst  sort  of  advertisement  is  a  dissatisfied  employee.  The 
employee  is  a  part  of  many  segments  of  the  public  with  which  business 
must  communicate.  If  an  employee  is  "sold"  on  his  company,  he  can  do 
a  great  deal  to  create  a  favorable  attitude  toward  the  company  among  his 
friends  and  relatives,  in  his  neighborhood,  in  his  church  group,  and  in 
the  clubs  in  which  he  is  active.  In  order  to  be  a  positive  force  in  creating 
good  will,  however,  he  must  be  armed  with  facts  so  that  he  can  defend 
the  company's  policies  and  attitudes  if  questions  arise.  As  head  of  a  retail 
enterprise  in  a  relatively  confined  geographical  area,  this  may  be  of 
more  importance  to  me  than  to  the  chief  executive  of  a  manufacturing 
concern,  but  I  believe  that  it  is  important  to  all  managements. 

I  would  also  like  to  comment  briefly  on  the  problem  of  fostering  up- 
ward communication  from  those  outside  the  company.  AVhen  the  business 
was  small,  customers  came  and  told  me  what  they  liked  or  did  not  like 
about  our  goods,  our  operations,  our  personnel,  and  other  factors.  As  the 
company  has  grown,  however,  this  contact  has  become  more  and  more 
infrequent.  The  younger  generation  particularly  seems  to  look  at  a 
company  as  some  kind  of  fictional  entity  rather  than  as  an  organization 
made  up  of  individuals  much  like  themselves.  Yet  we  have  to  kno^v  ^vhat 
our  customers  think  of  our  organization  if  we  are  to  improve  it  and 
thereby  increase  the  size  and  profitability  of  our  operations. 

Some  time  ago  we  decided  to  place  forms  in  all  our  stores  inviting 
customer  comments.  The  results  were  not  good.  Very  few  were  filled  in 
except  for  some  very  serious  complaints.  We  felt  that  we  could  improve 
our  operations,  increase  our  sales,  and  gain  more  customers  if  -we  could 
but  find  out  what  our  customers  wanted  us  to  do.  In  an  attempt  to  induce 
more  use  of  the  forms  we  had  provided,  we  installed  desks  at  various  loca- 
tions in  all  our  stores.  We  felt  that  these  desks  could  be  used  by  the  cus- 
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toniers  to  rearrange  their  packages,  and  by  providing  a  pen  and  forms 
to  be  filled  out  at  the  desk,  we  felt  that  we  would  obtain  more  response 
from  our  customers.  There  is  also  a  box  provided  at  each  desk  for  receiv- 
ing the  filled-in  questionnaires,  or  since  they  are  printed  on  post  cards 
for  which  the  postage  has  been  paid,  the  customer  can  mail  them  to  us. 
The  number  of  responses  received  has  steadily  increased,  and  we  have 
obtained  much  more  information.  The  name  and  address  of  the  customer 
are  asked  for  on  the  form,  and  if  this  portion  of  the  card  is  filled  in,  a 
high-level  member  of  the  organization  writes  a  personal  letter  to  the 
customer  thanking  him  for  his  interest  and  suggestion  and  encouraging 
him  to  communicate  any  other  likes  or  dislikes  he  may  have  about  our 
operation. 


CONCLUSION 

The  ability  to  communicate  effectively  is  a  prime  requisite  for  every 
manager.  No  organization  can  be  successful  unless  every  member  of  the 
organization  pulls  in  the  same  direction.  And  in  order  to  get  people  to 
pull  in  the  direction  that  you  want  them  to,  they  must  be  given  informa- 
tion. They  have  to  know  what  you  want  them  to  do,  and  they  must 
know  how  to  do  it.  Furthermore,  they  have  to  be  made  to  see  why  they 
should  do  it  and  of  what  advantage  it  is  to  them  personally. 

Every  employee  in  the  organization  must  be  given  an  understanding 
of  the  organization's  goals,  its  objectives,  and  its  policies.  It  is  generally 
agreed  that  there  is  a  definite  relationship  between  communication  and 
productivity.  Managers  must  therefore  learn  to  communicate  effectively 
so  that  they  can  produce  the  results  that  are  required  of  them. 

There  has  always  been  a  definite  need  for  good  communication,  but 
this  is  even  more  true  today  than  it  ever  has  been  in  the  past.  Increase  in 
company  size,  decentralization,  specialization,  technical  progress,  and 
other  factors  have  increased  the  need  for  more  and  better  communication. 

The  effectiveness  of  any  company  depends  on  the  efforts  of  each  in- 
dividual in  the  company.  And  most  people  will  do  a  good  job  if  they  are 
made  to  feel  that  they  are  an  important  part  of  the  organization.  This 
feeling  can  be  fostered  only  through  good  communication.  It  is  the 
responsibility  of  every  manager  to  create  such  a  feeling  in  every  member 
of  his  organization. 
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CHAPTER    15 

Motivating 


The  biggest  single  factor  in  the  success  of  any  organization  is  getting  the 
people  employed  in  the  enterprise  united  in  the  purpose  of  making  it  a 
success.  That  is  why  every  company  and  its  management  must  motivate 
the  employees  to  work  harmoniously  for  the  attainment  of  established 
goals. 

The  subject  of  "motivating"  is  a  very  broad  one  and  can  easily  impinge 
upon  the  subject  matter  of  every  other  chapter  in  this  Handbook.  Sound 
motivation  is  a  powerful  tool  for  getting  things  done.  Yet  there  is  no 
simple  rule  by  which  a  person  can  learn  how  to  use  this  tool. 

Complete  books  have  been  written  on  the  subject  of  motivating.  Psy- 
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chologists  and  psychiatrists  have  delved  into  the  mental  processes  in- 
volved. This  chapter,  however,  is  written  on  the  basis  of  practical  ex- 
perience, with  no  attempt  to  approach  the  subject  scientifically. 


NONFINANCIAL  INCENTIVES 

There  is  an  important  group  of  motivating  forces  that  can  be  con- 
sidered under  the  broad  heading  of  "nonfinancial  incentives."  The  man- 
agement of  a  company  cannot  afford  to  overlook  these  forces  which,  in- 
tangible though  they  may  be,  have  much  to  do  with  the  spirit  of  an 
organization  and  its  power  of  accomplishment. 

The  results  of  a  study  made  by  a  committee  headed  by  General  John- 
son of  Johnson  ^  Johnson  showed  that  the  following  are  important 
requisites  of  a  successful  organization: 

1.  Every  member  of  the  organization  must  be  proud  of  his  work. 

2.  Everyone  must  be  proud  of  the  reputation  of  his  company. 

3.  All  must  have  a  sense  of  belonging. 

Motivating  forces  of  this  kind  depend  upon  the  type  of  leadership  given 
by  the  top  managers  of  an  enterprise. 

Employees  very  quickly  sense  the  true  character  of  their  leaders,  and 
they  want  men  and  women  whom  they  can  respect  and  even  admire.  They 
are  very  much  interested  in  the  community  life  and  home  life  of  their 
leaders.  The  character  and  habits  of  the  small  group  of  top  managers  to 
whom  the  organization  looks  for  leadership  have  much  to  do  with  their 
ability  to  motivate  their  people. 

This  statement  will  no  doubt  be  challenged  by  some  managers,  espe- 
cially if  they  think  it  too  harsh.  But  examples  are  so  numerous  that  all 
you  have  to  do  is  think  of  the  heads  of  business  in  your  community  and 
judge  their  organizations  by  what  you  know  about  them.  It  is  amazing 
how  much  a  prominent  man's  reputation  is  based  upon  his  attitude 
toward  women,  toward  golf,  toward  drink,  toward  community  activities, 
and  toward  his  responsibility  as  a  citizen  and  as  a  family  man.  Employees 
judge  their  companies  and  their  managements  on  more  than  merely  their 
actions  during  working  hours. 

The  interests  of  the  individual  are  not  limited  to  the  things  which 
affect  him  directly.  Most  people  like  to  belong  to  a  winning  team.  People 
will  work  hard  for  the  success  of  the  team  or  group  to  which  they  belong. 
The  task  of  management  is  to  encourage  in  them  an  emotional  feeling 
of  belonging. 

People  will  often  work  hard  for  a  lofty  ideal.  If  the  ideal  really  exists 
and  is  properly  presented,  strong  motivation  results.  Insincere  attempts  to 
use  this  motivating  force,  however,  usually  backfire. 

No  two  people  respond  to  proposals  the  same  way.  What  may  strongly 
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appeal  to  one  may  be  vigorously  rejected  by  another.  The  more  we  study 
human  relations,  the  more  we  recognize  how  much  we  have  to  learn  about 
what  motivates  people. 

Not  only  are  people  different,  but  too  often  business  management  has 
the  narrow  view  that  people  connected  with  the  business  are  motivated 
strictly  by  economic  or  logical  reasons.  Yet  it  is  a  well-known  fact  that 
more  decisions  are  made  by  people  on  the  basis  of  emotion  than  on  the 
basis  either  of  economics  or  of  reasoning. 

Groups  of  people  will  often  be  inspired  by  causes  such  as  the  mundane 
cause  of  making  this  year's  profits  higher  than  last  year's,  the  competitive 
cause  of  beating  out  a  rival,  or  the  more  lofty  cause  of  providing  higher 
quality  and  service  better  to  meet  the  needs  of  their  customers  or  even 
their  country.  The  skillful  manager  recognizes  these  things  and  tries  to 
present  the  reasons  for  working  together  on  a  project  in  terms  which  will 
identify  the  success  of  the  project  with  the  interests  of  the  individual  and 
the  group. 

It  should  be  pointed  out  that  many  a  program  has  been  developed 
with  the  idea  that  it  would  motivate  a  certain  group  to  take  a  certain 
course  of  action,  but  in  actual  fact  has  had  just  the  opposite  effect.  This 
occurs  regularly  in  sales  and  advertising  programs,  union  negotiations, 
and  so  forth.  The  reason  for  this  is  usually  that  the  planners  have  been 
too  wrapped  up  in  what  they  wanted  to  accomplish  for  themselves  or  for 
their  organization.  They  failed  to  remember  that  the  program  must  ap- 
peal to  each  individual  they  are  trying  to  reach  as  a  worthy  objective  for 
him. 

Motivation  is  the  driving  power  which  carries  out  the  plans  of  the 
management  through  the  enthusiasm  of  the  group.  Managers  must  there- 
fore study  how  to  motivate  every  employee  or  group  of  employees  in  a 
way  that  fits  their  particular  status  or  attitude,  so  that  they  will  do  their 
part  of  the  over-all  task  with  enthusiasm  and  vigor. 


FINANCIAL  INCENTIVES 

Financial-incentive  plans  of  many  kinds  have  long  been  used  to  moti- 
vate groups  and  individuals  to  work  toward  an  objective.  A  financial- 
incentive  plan  can  be  an  effective  means  of  stimulating  people  to  exert 
extra  effort.  It  must,  however,  be  soundly  developed.  Following  is  a  short 
check  list  for  determining  the  basic  soundness  of  a  financial-incentive 
plan: 

1.  It  must  remain  well  within  the  framework  of  keeping  the  business 
financially  healthy. 

2.  It  must  bear  a  reasonable  relationship  to  the  company's  long-range 
welfare  and  success  in  both  good  and  bad  times. 
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3.  It  should  be  developed  to  suit  the  company's  specific  needs,  not 
copied  bodily  from  another  company. 

4.  Only  those  persons  who  can  make  specific  contributions  toward  ac- 
complishing the  desired  results  should  be  included  in  the  plan. 

5.  It  should  be  simple,  easily  understood,  and  consistently  applied. 

6.  It  should  be  carefully  prepared  so  that  radical  changes  are  not  re- 
quired once  it  has  been  put  into  operation. 

Financial  Incentives  for  Salaried  Personnel 

Financial  incentives  for  salaried  personnel  take  many  forms.  The  first 
and  most  obvious  is,  of  course,  a  good  salary.  Some  companies  pay  salaries 
that  are  higher  than  the  average  because  they  feel  that  by  so  doing  they 
can  obtain  the  best  people.  They  also  feel  that  a  higher-than-average 
salary  will  motivate  people  to  work  harder.  However,  people  usuallv  come 
to  look  upon  their  salary  as  compensation  due  them  for  fulfilling  the  re- 
quirements of  the  job,  and  therefore  it  provides  little  or  no  inducement 
to  put  forth  extra  effort.  Further,  because  of  our  graduated  income  tax, 
a  substantial  salary  loses  much  of  its  effectiveness  as  a  means  of  attracting 
or  rewarding  top-level  managers.  For  these  reasons,  other  kinds  of  finan- 
cial incentives  for  salaried  personnel-particularly  top-level  managers- 
have  been  developed. 

The  stock-option  plan  is  an  approach  that  became  extremelv  popular 
during  the  1950s.  Actually,  stock-option  plans  have  been  in  effect  in  this 
country  for  some  time.  One  study  estimates,  for  example,  that  during 
1928-1938  some  25  to  35  per  cent  of  the  corporations  listed  on  the  New 
York  and  American  Stock  Exchanges  adopted  an  employee  stock-option 
plan  at  one  time  or  another.  Plans  of  this  type  were  not  widely  adopted, 
however,  until  the  1950  tax  law  established  that  profits  from  the  sale  of 
stock  could  be  considered  as  capital  gains.  With  the  passage  of  the  1950 
tax  law,  their  number  grew  at  an  astonishing  rate. 

Originally,  stock-option  plans  were  largely  restricted  to  onlv  the  top 
level  of  managers,  but  as  they  have  increased  in  number,  their  scope  has 
broadened  to  include  lower-echelon  members  of  management  as  well. 

Bonus  systems  are  a  widely  used  form  of  financial  incentive.  There  are 
a  number  of  bases  for  determining  bonus  payments.  Bonuses  paid  to 
top-level  managers,  for  example,  are  usually  based  on  the  companv's  net 
profits  before  taxes.  Sales  personnel  are  often  paid  a  bonus  determined 
by  the  volume  of  sales  obtained  beyond  an  established  quota.  In  the  case 
of  senior  supervisors,  bonuses  are  usually  based  upon  the  performance 
of  the  particular  department  or  division  under  the  supervisor's  direction. 
Bonus  plans  for  foremen  are  usually  based  on  a  number  of  factors  such 
as  downtime,  spoilage,  productivity,  and  the  like. 
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Another  plan  for  motivating  good  performance,  which  is  essentially 
financial  in  nature,  is  a  pension  system.  It  is  evident  that  more  and  more 
people  are  motivated  to  select  and  stay  with  a  company  because  of  the 
company's  pension  plan.  This  can  be  both  good  and  bad.  It  is  good,  of 
course,  because  provision  is  made  for  a  man's  income  after  retirement. 
But  it  is  bad  if  an  individual  stays  in  a  position  simply  for  the  pension 
he  will  one  day  receive  even  though  he  could  command  a  better  position 
elsewhere.  - 

Financial  Incentives  for  Hourly  Workers 

There  are  various  forms  of  financial  incentives  designed  to  motivate 
hourly  workers.  Wage-incentive  plans,  which  provide  extra  pay  for  output 
in  excess  of  established  standards,  are  widely  used.  This  is  an  extremely 
important  incentive  where  a  sound  program  of  industrial  engineering 
exists  and  where  sound  standards  can  be  set.  If  plans  of  this  type  are  not 
properly  established  and  maintained,  however,  they  can  become  burden- 
some and  costly  to  the  company. 

Usually  there  are  no  stock  options  for  hourly  workers,  but  an  increas- 
ing number  of  companies  are  making  it  possible  for  workers  to  buy  stock 
in  their  own  companies  on  a  payroll-deduction  plan.  Many  companies 
have  such  a  plan  on  record  with  the  New  York  Stock  Exchange.  In  most 
cases  they  do  not  urge  employees  to  buy  stock  in  the  company,  but 
inform  them  through  booklets  just  how  to  go  about  purchasing  stock 
via  payroll  deductions  if  they  are  interested.  They  say  that  employees  who 
buy  stock  in  their  company  show  a  greater  interest  in  their  work  and 
in  the  affairs  of  the  company  as  a  whole. 

Of  course,  pension  plans  for  hourly  workers  are  a  very  important  part 
of  most  union  contracts,  and  they  can  be  considered  as  a  force  that 
motivates  employees  to  do  good  work  and  to  remain  with  the  company. 

THE  ADRIAN  STORY 

One  of  my  most  dramatic  experiences  in  motivating  people  to  work 
toward  a  common  goal  occurred  in  1954.  We  leased  a  United  States  Air 
Force  plant  in  Adrian,  Michigan,  that  had  been  built  to  make  aluminum 
forgings  and  extrusions  for  military  aircraft  during  World  War  II.  It  had 
a  poor  postwar  performance.  Five  companies  operated  it  at  various  times, 
each  without  success.  Several  strikes  of  long  duration  had  created  bitter- 
ness in  the  community.  The  plant  stood  idle  much  of  the  time  and 
finally  became  known  as  the  "white  elephant."  It  was  a  bleak  example 
of  failure  on  a  big  scale,  and  no  one  in  the  community  was  proud  of  it. 

This  was  a  special-purpose  plant  which  was  designed  and  built  solely 
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to  sustain  the  defense  air-frame  business.  It  produced  large  parts  needed 
for  manned  military  aircraft.  Consequently,  it  was  one  of  the  earliest 
casualties  of  the  new  missile  age-but  that's  a  different  story. 

We  were  just  beginning  to  get  into  the  aluminum  business,  and  the 
plant  had  a  lot  of  fine  equipment  which  we  knew  how  to  operate.  So  we 
decided  to  take  the  risk  of  a  long-term  lease  on  the  property.  Wt  felt  we 
could  motivate  the  union  as  well  as  the  citizens  of  the  community  to 
cooperate  with  us  in  turning  this  plant  into  a  successful  operation. 

The  motivation  for  accomplishing  this  could  not  be  financial,  for  the 
union  contract  which  had  existed  was  one  under  which  no  company  could 
operate  successfully  because  of  its  high-cost  provisions  and  its  many 
crippling  restrictions  on  operations.  As  for  the  community,  there  was  no 
financial  incentive  big  enough  to  encourage  the  people  to  share  in  the 
responsibility  of  making  this  plant  a  success.  Yet  there  had  to  be  a 
motivation  strong  enough  to  accomplish  what  had  not  been  accomplished 
over  a  period  of  years.  It  had  to  be  broad  enough  so  that  it  would  ^\eld 
the  officials  and  members  of  the  community,  the  union  members  and  their 
leaders,  and  the  management  of  the  company  into  a  team  which  would 
turn  this  failure  into  a  success. 

The  first  requisite  was  to  build  the  machinery  to  set  this  powerful  effort 
in  motion.  Before  much  progress  had  been  made  to  accomplish  this,  ho^\- 
ever,  the  union  leadership  threatened  to  strike  the  plant  unless  we  as- 
sumed the  terms  of  the  existing  contract-a  contract  which  had  been  so 
damaging  to  the  operations  of  our  predecessors  they  were  forced  to  quit. 

The  Approach 

We  decided  that  we  had  to  create  an  opportunity  to  explain  clearlv 
the  reasons  for  this  project  in  terms  of  the  interests  of  each  of  the  three 
groups  and  of  each  individual  in  those  groups.  It  ^vas  therefore  decided 
to  invite  all  employees  and  their  union  leaders  to  a  meeting  where  the 
management  would  state  its  problems  through  its  president  and  the 
union  would  be  invited  to  state  its  position  through  its  international 
president.  Public  officials  and  leaders  of  the  community  were  also  invited 
to  the  meeting  and  offered  the  opportunity  to  ask  questions  of  either  the 
president  of  the  union  or  the  president  of  the  company,  so  that  the  entire 
community  would  know  the  facts. 

The  motivating  forces  in  this  situation  were  different  for  each  group. 
In  the  case  of  the  union,  the  motivating  force  would  have  to  be  recog- 
nized as  at  least  partly  financial.  In  the  case  of  the  communitv,  the 
motivating  force  would  have  to  be  largely  pride  in  the  communitv  and 
perhaps  long-range  benefits  from  job  opportunities  for  their  people  and 
taxes  for  the  town.  Management,  of  course,  wanted  a  successful  operation 
in  the  aluminum  field,  thereby  adding  to  the  growth  of  the  company. 
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Through  the  help  of  the  mayor  of  the  city  a  mass  meeting  was  organ- 
ized. The  international  president  of  the  union  stated  that  no  one  would 
be  authorized  to  speak  for  the  union.  The  responsibility  for  motivating 
constructive  action,  therefore,  rested  upon  the  president  of  the  company. 

An  overflow  crowd  came  to  the  local  armory  where  the  meeting  was 
held.  The  rector  of  the  Episcopal  Church  had  agreed  to  preside.  He  an- 
nounced that  there  would  be  no  one  speaking  for  labor,  but  that  I,  as 
president  of  the  company,  would  speak  for  management.  I  could  feel  the 
pressure  of  the  approaching  crisis.  The  success  or  failure  of  the  enterprise 
rested  largely  upon  motivating  these  people  to  join  in  a  constructive 
program  of  operation  of  the  plant. 

I  directed  my  first  remarks  to  the  officials  and  members  of  the  com- 
munity. I  indicated  to  them  that  having  the  largest  plant  in  their  city 
known  as  a  "white  elephant"  and  being  known  as  a  failure  throughout 
the  whole  state  of  Michigan  was  in  effect  declaring  to  all  their  sons  and 
daughters  that  they  could  not  expect  to  find  work  in  their  own  home  town 
and  would  have  to  seek  their  careers  elsewhere.  This  was  true,  because 
with  the  largest  plant  in  town  such  a  complete  failure,  no  company 
would  look  with  favor  upon  selecting  Adrian  as  a  town  in  which  to  ex- 
pand its  operations.  The  white  elephant  failure  spoke  too  loudly  against 
the  future  growth  of  the  community. 

It  was  obvious  that  this  approach  was  a  powerful  challenge  to  the 
pride  of  the  community  and  to  the  long-range  personal  interests  of  the 
fathers  and  mothers  as  well  as  the  young  people.  I  could  sense  that  this 
argument  was  making  a  deep  impression  upon  them.  I  felt  certain  that 
it  would  motivate  them  to  join  in  any  reasonable  and  fair  program  to 
remove  this  blemish  from  the  town  and  help  to  make  the  operation  a 
success. 

About  half  of  the  audience  of  1,100  consisted  of  men  who  had  been 
employed  at  the  plant  for  longer  or  shorter  periods  up  to  twelve  years. 
All  of  them  belonged  to  the  United  Automobile  Workers  Union.  There 
was  evidence  that  this  group  was  particularly  bitter  toward  previous  man- 
agements of  the  plant  and  was  determined  to  carry  out  its  bitterness 
against  the  newcomer  by  using  every  obstructive  tactic  it  knew. 

I  asked  the  union  members  if  it  made  sense  for  a  successful  company 
like  our  own  to  come  to  Adrian  to  take  over  the  operation  of  a  large 
plant  and  to  risk  millions  of  dollars  in  the  hope  of  making  that  operation 
successful  in  the  face  of  the  statement  of  the  union  leadership  that  they 
would  do  everything  in  their  power  to  make  us  fail  in  our  attempt. 

I  indicated  to  them  that  we  did  not  have  to  come  to  Adrian  since  we 
were  a  successful  company  without  the  Adrian  operation  and  that  we 
were  undertaking  a  great  risk  even  under  favorable  circumstances.  But 
we  were  willing  to  undertake  this  risk  if  we  had  the  cooperation  of  the 
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people  and  the  members  of  the  union.  Without  that,  however,  we  would 
surely  fail,  as  others  had  failed. 

I  painted  a  picture  of  what  it  would  mean  if  the  union  members,  their 
leaders,  the  town  fathers,  the  citizens,  and  the  management  of  our  com- 
pany decided  that  together  we  would  tackle  this  problem  and  do  every- 
thing in  our  power  to  make  a  success  of  the  enterprise.  I  emphasized  that 
seniority  in  a  successful  plant  is  worth  something,  whereas  seniority  in  a 
failing  plant  is  worthless  because  there  is  no  employment. 

I  stressed  the  characteristics  of  sportsmanship  and  fair  play,  which  are 
inherent  characteristics  of  the  American  people.  I  played  all  the  stops  I 
could.  I  tried  to  show  them  what  success  in  this  venture  would  bring, 
not  only  in  financial  rewards  to  all  three  of  the  major  parties,  but  also 
in  bringing  prestige  to  the  community  and  to  the  union  for  helping  us 
instead  of  hindering  us. 

A  question-and-answer  period  followed,  which  lasted  about  an  hour. 
Many  questions  were  asked  by  members  of  the  union,  and  they  were 
answered  frankly  and  fairly  without  accepting  responsibility  for  past 
failures,  but  giving  assurance  of  our  ability  to  operate  the  plant  success- 
fully if  we  could  count  on  their  help. 

A  Major  Break-through 

The  first  sign  of  success  in  creating  powerful  motives  became  evident 
when  a  tall,  white-haired  Abraham  Lincoln  type  of  man  came  walking 
up  the  center  aisle  to  the  platform  and  took  the  microphone.  Here  is 
approximately  what  he  said: 

At  first  I  wasn't  coming  to  this  meeting  tonight  because  I  felt  nothing  could  be 
accomplished,  but  in  listening  to  the  radio  and  reading  the  local  and  Detroit 
papers,  which  were  full  of  stories  about  our  controversy  here.  I  changed  my  mind. 

I  needn't  tell  you  who  I  am.  You  know  me.  I  was  born  in  this  town  seventv- 
five  years  ago,  and  I  have  lived  here  all  my  life.  I  can  remember  when  Adrian 
was  just  as  important  to  the  state  of  Michigan  as  Pontiac  and  Flint. 

However,  we  didn't  seem  to  care  whether  industry  came  to  our  community  or 
not,  and  today  we  find  ourselves  way  behind  in  the  creation  of  opportunities 
for  our  children  and  our  grandchildren,  while  Pontiac  and  Flint  have  become 
large,  important  cities  in  Michigan. 

In  1937,  when  the  CIO  was  organized,  I  became  the  counsel  for  your  union, 
and  I  have  given  you  advice  from  that  time  until  now.  I  have  listened  to  this 
man,  and  I  am  sure  that  the  citizens  of  this  community  must  take  a  greater 
interest  in  its  future  if  we  are  going  to  be  fair  to  our  children.  This  means  Tve 
have  to  solve  the  problem  of  this  great  white  elephant  plant,  and  we  must  help 
this  management  do  so. 

Now  I  want  to  give  you  union  men  the  best  advice  I  can.  At  my  age  I  have 
no  ax  to  grind.  Forget  the  disappointments  of  the  past.  Put  your  shoulder  to 
the  wheel  to  help   this  fine  company  and  its  management  operate   this  plant 
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successfully  to  give  you  steady  employment  and  a  chance  for  advancement.  Help 
wipe  out  the  blot  of  failure  which  this  plant  carries.  This  can  be  done  only  by 
a  successful  firm  coming  in  and  operating  it  with  the  full  and  wholehearted 
support  of  the  community  and  the  union. 

When  that  meeting  was  adjourned  the  union  leadership  and  the  manage- 
ment came  to  a  fair  written  agreement,  and  all  steps  for  starting  the 
operation  were  taken. 

Results 

All  the  members  of  the  plant  were  made  charter  members  of  an  organ- 
ization promptly  formed  and  called  the  White  Elephant  Club.  Its  purpose 
was  to  bring  the  plant  to  a  successful  operation,  and  it  was  understood 
that  the  first  month  the  plant  operated  in  the  black  would  be  marked  by 
a  celebration  dinner  in  Detroit  at  the  expense  of  the  company. 

It  wasn't  long  before  the  governor  of  the  state,  the  senators  and  con- 
gressmen, and  the  local  town  officials  all  became  honorary  members  of 
the  White  Elephant  Club. 

A  huge  celebration  was  held  fourteen  months  later,  attended  by  the 
governor  and  many  other  dignitaries,  at  which  time  a  huge,  white  papier- 
mache  elephant  was  painted  a  rosy  pink  by  the  700  workers  in  attendance. 

The  same  powers  of  motivation  with  which  this  effort  was  started  are 
still  forceful  and  showing  results.  The  National  Public  Relations  Asso- 
ciation selected  the  Adrian  story  for  a  special  award.  Instead  of  only  the 
company  accepting  this  award,  we  insisted  that  it  must  be  a  three-way 
award  and  that  it  should  be  given  jointly  to  the  mayor  of  Adrian,  the 
president  of  the  local  union,  and  the  industrial-relations  manager  of  the 
plant  as  representatives  of  the  three  forces  that  had  united  to  make  the 
undertaking  a  success. 

IMPORTANCE  OF  THE  INDIVIDUAL  DECISION 

Some  years  ago  the  international  union  representing  our  employees 
determined  to  close  down  the  entire  copper  and  brass  industry,  including 
the  mines,  the  refineries,  and  the  fabricating  plants.  Up  to  that  time  our 
company  had  maintained  a  record,  with  the  help  of  our  employees,  of 
not  having  had  a  strike  or  a  major  work  stoppage  for  over  eighty  years. 
However,  the  plan  of  the  international  union  required  a  complete  stop- 
page of  the  entire  industry  in  order  to  show  its  strength  and  to  obtain 
its  goals. 

It  was  a  natural  thought  for  oiu'  management  to  make  a  plea  to  our 
employees  not  to  break  this  long  record  of  continuous  employment.  Such 
an  appeal  to  their  pride  seemed  a  logical  thing  to  do,  but  we  had  seen 
other  cases  where  the  appeal  of  management  to  their  employees  not  to 


360  MANAGING  PEOPLE 

Strike  had  been  interpreted  by  the  union  as  a  sign  of  weakness.  "We  there- 
fore decided  to  take  a  different  course  of  action.  ^Ve  have  a  pubHc-address 
system  reaching  all  parts  of  our  plant  which  we  utilized  to  talk  to  our 
employees  at  the  peak  of  the  tension. 

We  told  them  it  was  true  that  we  had  a  long  record  of  no  major  work 
stoppage,  but  that  actually  they  established  this  record.  ^Ve  agreed  that 
the  record  could  be  broken  at  any  time  they  saw  fit  to  do  so.  By  law  they 
had  the  right  to  strike,  and  if  they  really  wanted  to  strike,  there  was  little 
we  could  do  to  stop  them.  However,  we  felt  they  should  not  permit  any 
small  group  to  vote  them  out  on  a  picket  line,  but  should  insist  upon 
having  a  strike  vote  from  all  employees.  We  were  willing  to  provide  ballot 
boxes  throughout  the  plant  and  to  set  aside  a  certain  time  when  they 
would  be  permitted  to  leave  their  jobs  and  cast  their  vote.  ^Ve  urged 
them  not  to  permit  a  small  group  of  hotheaded  people  to  meet  at  a  rump 
session  and  throw  them  out  of  their  jobs  without  their  having  anything 
to  say  about  it. 

We  then  raised  the  question  as  to  just  what  they  would  accomplish  bv 
a  strike,  except  to  be  forced  into  action  on  a  national  program  of  the 
union  in  which  they  were  not  involved.  They  had  no  major  grievances 
against  the  company,  and  while  a  strike  would  be  expensive  for  the  com- 
pany, it  would  also  be  very  expensive  to  them  personally. 

As  a  result  of  this  presentation,  as  well  as  talks  by  our  foremen  ^vith 
the  individual  workers  urging  them  to  insist  upon  a  secret-ballot  vote,  the 
employees  rejected  the  efforts  of  their  union  leaders  and  voted  against  the 
strike. 

After  this  decision  had  been  reached,  the  atmosphere  in  the  plant  -^vas 
one  of  relief  and  happiness  because  they  had  faced  up  to  an  important 
decision  and  had  come  up  with  the  right  answer.  Their  recognition  of 
the  fact  that  management  was  putting  the  decision  into  their  hands  and 
was  willing  to  accept  the  consequences  made  them  feel  that  their  action 
was  a  voluntary  one,  and  not  one  dictated  or  influenced  by  management's 
wishes.  Had  we  taken  an  attitude  of  fear  or  one  of  trying  to  coax  them. 
they  might  have  taken  the  rather  contrary,  although  quite  human,  posi- 
tion of  voting  against  their  own  best  interests. 

This  incident  demonstrates  that  American  workers  ^\'ilk  ^vhen  the 
burden  of  decision  is  left  in  their  own  hands,  respond  to  their  highest 
sentiments  as  important  members  of  their  company. 


CONCLUSION 

As  I  said  earlier,  I  have  not  attempted  to  treat  the  subject  of  motivating 
in  a  scientific  manner.  Instead,  I  have  presented  a  few  graphic  illustra- 
tions of  motivation  in  practice. 
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I  feel  it  would  be  fitting  to  conclude  this  chapter  with  a  statement  by 
Robert  Welch,  who,  I  beheve,  has  expressed  motivation  in  such  a  way 
that  all  who  read  it  will  understand  the  true  meaning  of  the  word. 

It  is  loyalty  to  the  best  in  human  nature,  to  the  ideals  of  truth  and  justice  and 
compassion  and  individual  integrity  which  man  has  slowly  and  haltingly  ac- 
quired over  thousands  of  years.  We  do  not  believe  that  the  toil  and  teaching 
through  the  ages  of  the  saints  and  the  philosophers,  the  fighters  and  the  poets, 
the  workers  and  the  dreamers,  who  have  created  such  civilization  as  we  now 
have,  are  to  be  cast  aside  as  useless  and  in  vain.  We  may  blindly  lose  our 
gratitude,  our  perspective,  and  our  vision  for  the  future  during  absorption  in  the 
litde  games  that  constitute  our  daily  lives,  but  underneath  all  of  this  apparent 
callousness  we  have  a  pride  in  what  has  been  created  for  us  by  the  noblest  minds 
and  soundest  builders  among  those  who  have  gone  before,  and  the  most  im- 
portant element  in  all  of  this  inheritance,  material  or  spiritual,  formed  by  the 
contributions  of  millions  of  men,  each  trying  to  be  more  worthy  of  the  life 
given  him  by  whatever  concept  of  the  divine  he  worshipped,  is  the  composite 
human  conscience. 


Iwv:^^?^^^  ''r^:^^y0m^4^y 


Rudolph  F.  Bannow 

PRESIDENT 

BRIDGEPORT  AIACHINES,  INCORPORATED 

BRIDGEPORT,   CONNECTICUT 


Rudolph  F.  Bannow  is  president  of  Bridgeport  Machines,  Incorpor- 
ated, in  Bridgeport,  Connecticut.  He  is  also  the  current  president  of 
the  National  Association  of  Manufacturers. 

Mr.  Bannow  was  born  in  Sweden  and  e?nigrated  to  the  United 
States  at  the  age  of  thirteen.  After  completing  his  gramtnar  school 
education  at  Holyoke,  Massachusetts,  he  went  to  work  as  an  appren- 
tice patternmaker,  at  6V2  cents  an  hour,  at  the  Deane  Steam  Pump 
Company. 

Mr.  Bannow  was  not  quite  ready  to  settle  down,  however,  and  in 
igig  he  took  a  year  off  to  ship  on  a  freighter.  As  he  put  it,  "I  had  to 
get  that  phase  out  of  my  system." 

On  returning,  he  worked  at  various  plants  and,  at  the  age  of  25, 
became  foreman  of  the  Bridgeport  Pattern  and  Model  ^yorks.  Seven 
years  later,  using  his  life  savings  and  a  S^,ooo  loan,  he  bought  the 
company.  He  and  a  fellow  Swede,  Magnus  Wahlstrom,  formed  Bridge- 
port Machines,  Incorporated,  two  years  later. 

The  company  was  formed  just  in  tiyne  for  the  depression,  but  the 
two  Swedes  managed  to  keep  their  young  company  afloat.  Today, 
Bridgeport  Machines  employs  400  persons.  The  company  is  not  union- 
ized, but  Mr.  Bannow  says  that  his  employees  are  content.  He  has 
never  had  a  strike.  The  employees  have  a  profit-sharing  pension  plan 
and,  in  Mr.  Bannow' s  words,  "If  we  do  well,  there  is  also  a  split  at  the 
end  of  the  year." 

One  of  Mr.  Bannow's  pet  hates  is  inflation.  As  president  of  his  own 
company,  he  has  done  something  about  the  problem.  Bridgeport 
Machines  has  put  into  effect  only  one  price  increase,  amounting  to 
12  per  cent,  in  twenty  years. 

Mr.  Bannow  has  been  active  in  athletics  all  his  life  and  feels  that 
participation  in  team  sports  is  an  invaluable  experience  for  ?nanagers. 
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He  played  soccer  for  the  Swedish   Athletic   Club   in  Bridgeport  for 
many  years,  but  he  says  he  has  now  "degenerated  to  golf." 

For  relaxation  Mr.  Bannow  turns  out  patterns  in  wood  or  metal  in 
his  own  workshop.  He  also  sings  first  bass  in  a  local  male  chorus,  the 
North  Star  Singers.  He  has  sung  in  the  chorus  for  twenty-six  years. 

Mr.  Bannow  is  married  and  has  two  daughters. 

March,   i960 


CHAPTER    16 

Directing^  Guiding^  and  Leading 


In  1910,  when  I  left  my  native  Sweden  to  join  my  mother,  brother,  and 
sister,  who  had  preceded  me  to  America,  I  knew  that  a  wonderful  experi- 
ence lay  ahead. 

Having  read  all  of  James  Fenimore  Cooper's  books  about  the  American 
Indian,  I  already  had  a  keen  interest  in  what  was  to  be  my  new  home- 
land. 

I  didn't  meet  any  Indians,  but  I  soon  learned  that  the  glowing  reports 
that  the  Swedish  travelers  had  sent  home  about  the  warm  and  friendly 
ways  of  the  American  people  had  not  been  exaggerated. 

Having  finished  grammar  school  two  months  before  I  left  Sweden,  I 
attended  the  Holyoke,  Massachusetts,  grammar  school  for  one  year,  started 
to  work  at  the  age  of  fourteen,  and  graduated  from  the  evening  school 
the  following  year. 

I  learned  the  trade  of  pattern-  and  modelmaking,  a  skill  that  proved 
valuable  in  the  years  when  my  partner  (a  skilled  toolmaker)  and  I  built 
a  business  that  in  1959  employed  over  400  people. 

Building  a  business  during  the  depression  years  of  the  1930s  was  not, 
of  course,  always  an  easy  task.  But  with  the  help  of  Elsa  Erickson,  who 
had  changed  her  name  to  Bannow  in  1920,  our  dreams  became  a  reality. 

Two  fine  daughters,  who  eventually  served  as  sales  manager  and 
personnel  director,  also  helped. 

Having  served  in  various  ways  to  cement  international  relations,  I 
was  made  a  Knight  of  the  Order  of  Vasa  in  December,  1959,  by  the  King 
of  Sweden.  You  might  call  me  "Sir  Rudy." 
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The  proudest  achievement  of  my  life,  however,  is  the  creation  of  400 
jobs,  which  I  beHeve,  in  some  measure,  is  making  a  contribution  to  my 
adopted  country. 

I  have  had  the  cooperation  of  a  work  force  which  has  worked  with  me 
in  the  full  utilization  of  every  new  production  development.  Such  coop- 
eration has  made  it  possible  to  hold  our  price  increases  to  12  per  cent  over 
a  period  of  three  decades. 

I  believe  the  secret  of  effective  leadership  is  not  ordering  people,  but 
creating  an  atmosphere  where  they  perform  their  assignments  because 
they  want  to  perform  them. 

Perhaps  participation  in  sports  and  athletics  can  teach  us  businessmen 
a  lesson.  I  was  captain  of  a  soccer  team  for  several  years.  I  found  that  if 
you  first  present  the  team  with  a  challenge,  then  ask  them  if  they  can 
meet  that  challenge,  the  best  effort  and  the  best  teamwork  are  evidenced. 
So  it  is  with  business. 

Most  of  what  follows  in  this  chapter  may  sound  somewhat  formal  and 
technical  for  a  man  who  cannot  put  a  Ph.D.  after  his  name,  but  it  is  that 
portion  of  up-to-date,  scholarly  research  which  coincides  with  the  prac- 
tical experience  this  Swedish  immigrant  has  seen  during  his  adventure 
in  American  industry. 


WHAT  MAKES  A  LEADER? 

In  the  early  stages  of  any  man's  business  development,  he  is— or  should 
be— primarily  concerned  with  the  contribution  he  can  personally  make 
to  the  over-all  good  of  the  organization.  His  unique  skills,  his  technical 
knowledge,  and  his  special  attributes  should  be  devoted  solely  toward 
meshing  with  the  over-all  efforts  of  the  firm  which  employs  him. 

But  at  some  point  in  a  capable  and  conscientious  individual's  develop- 
ment, he  may  well  reach  the  stage  where  he  can  no  longer  provide  addi- 
tional contributions  to  his  firm's  well-being  and  progress  solely  by  virtue 
of  his  own  abilities. 

At  this  point  he  becomes  a  manager.  At  this  point,  he  must  begin  to 
direct,  guide,  and  influence  the  efforts  and  capabilities  of  others. 

It  is  true  that  some  of  the  world's  creative  geniuses  achieve  success  and 
fame  by  continuing  along  the  path  of  personal  contribution— Edison, 
Einstein,  Salk,  and  others.  But  we  are  concerned  here  with  another  tvpe 
of  genius— that  extraordinary  man  who  can  bring  out  the  best  in  his  fel- 
low workers.  Managers  are  the  men  who  can  multiply  their  individual 
contributions  by  working  through  and  with  other  human  beings  in  their 
corporate  organizations.  They  are  leaders.  And  leadership  requires  a 
particular  kind  of  genius. 

What  are  the  requirements  of  management  leadership?  How  can  the 
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president  of  a  firm  detect  potential  leadersfiip  qualities  among  the  mem- 
bers of  his  younger,  up-and-coming,  middle-management  personnel? 

Factors  to  be  examined,  it  seems  to  me,  can  be  arbitrarily  divided  into 
three  parts: 

1.  The  personal  attributes  of  the  man  himself 

2.  His  fundamental  concepts  of  the  job  of  managing  others 

3.  His  understanding  and  skill  in  managing  others 

The  three,  of  course,  are  closely  interrelated,  but  let's  try  to  examine 
each  of  them  separately  for  the  sake  of  practical  analysis  of  this  compli- 
cated and  delicate  trait  of  leading  others. 

Personal  Qualifications 

It  will  not  be  argued,  I  think,  that  the  personal  traits  of  a  given  in- 
dividual are  overwhelmingly  important  in  the  leadership  equation. 

Recently,  a  committee  of  the  Association  of  Consulting  Management 
Engineers  attempted  an  evaluation  of  this  factor.  A  brief  review  of  their 
findings  may  be  helpful  to  us  in  providing  a  systematic  approach  to  the 
analysis  of  the  personal  qualifications  of  a  leader. 

The  study  concluded  that  there  are  only  three  fundamental  capacities 
which  provide  the  basis  for  all  human  development  and  behavior: 

1.  The  capacity  to  learn 

2.  The  capacity  for  feeling 

3.  The  capacity  to  produce  energy 

Capacity  to  Learn.  The  capacity  to  learn  is  based  on  the  functional  char- 
acteristics of  the  brain  and  therefore  appears  to  be  inherent;  an  individual 
is  born  with  it.  Although  what  he  does  with  it  and  the  extent  to  which  it 
is  developed  is  a  matter  of  training  and  education,  it  has  been  fairly  well 
determined  that  no  amount  of  effort  on  his  or  anyone  else's  part  can 
increase  this  capacity  beyond  its  inherent  limits.  The  best  that  he  can 
hope  to  do  is  to  utilize  to  the  fullest  extent  that  capacity  with  which  he 
was  endowed  at  birth. 

Exceptional  mental  ability,  of  course,  is  a  tremendous  asset  in  any 
form  of  endeavor.  Sometimes,  however,  its  possession  leads  an  individual 
into  technical  research  activities,  which,  in  turn,  tend  to  develop  a  degree 
of  specialization.  Such  specialization,  more  often  than  not,  militates 
against  the  development  of  broad  experience  and  sound  judgment  in  a 
variety  of  areas  considered  to  be  necessary  for  anyone  in  a  position  of 
leadership. 

For  this  very  reason,  the  brilliant  scholar  seldom  develops  into  a  posi- 
tion of  leadership.  He  is  more  likely  to  achieve  success  through  his  own 
personal  contribution,  rather  than  by  directing  the  efforts  of  others. 
Kettering,  the  thinker  and  scholar,  made  a  contribution  to  General 
Motors.  But  so  did  Charles  E.  Wilson,  the  brilliant  manager. 
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Capacity  for  Feeling.  The  next  personal  qualification  for  leadership— 
a  capacity  for  feeling— is  an  interesting  and  complex  one. 

Every  newborn  animal,  including  the  human  animal,  starts  life  in- 
terested only  in  its  own  comfort.  During  early  infancy,  his  wants  are 
simply  warmth  and  food.  He  expects  the  adults  in  his  environment  to 
supply  this  warmth  and  food,  and  he  develops  feelings  of  resentment  if 
these  basic  needs  are  neglected. 

But  modern  psychology  has  shown  that  as  the  human  animal  grows  and 
develops,  he  learns  that  he  must  give  in  order  to  receive.  If  an  inherent 
capacity  for  feeling  is  present,  he  learns  that  almost  equal  pleasure  can  be 
derived  from  giving  and  from  the  response  in  others  that  this  produces. 
The  degree  to  which  this  awakening  interest  in  people  is  developed  is 
contingent  on  environment  and  early  parental  training. 

Since  a  leader  must  accomplish  his  objectives  through  others,  it  is  ob- 
viously important  that  this  capacity  for  feeling  be  well  developed. 

But,  as  in  the  capacity  to  learn,  there  are  two  sides  to  this  particular 
coin.  It  is  quite  possible  to  have  the  capacity  for  feeling  overdeveloped 
in  positions  of  leadership. 

Consideration  for  others'  interests,  to  the  extent  of  self-abnegation, 
produces  an  unrealistic  approach  to  the  problems  of  life.  This,  in  turn, 
often  leads  to  ineffectiveness  in  the  world  of  business.  Many  otherwise 
capable  men  have  been  unable  to  attain  any  real  position  of  leadership. 
simply  because  of  an  inability  to  fire  delinquent  subordinates,  or  even  to 
censure  them. 

Capacity  to  Produce  Energy.  The  third  factor  listed  is  the  capacity  to 
produce  energy.  Whatever  degree  of  such  capacity  any  individual 
possesses  stems  almost  solely  from  the  characteristics  of  his  parents.  As  in 
the  case  of  capacity  to  learn,  it  is  inherent,  and  he  can't  do  anything  to 
increase  it.  Naturally,  this  capacity  will  vary  widely  between  individuals. 
We  all  know  people  who  seem  to  have  been  born  lazy  and  others  ^dio 
have  tremendous  energy.  There  are,  of  course,  an  infinite  number  of  de- 
grees between  the  two  extremes. 

In  the  mature  person,  the  two  inherent  capacities  of  intellect  and 
energy  are  used  to  support  the  human  relations,  aims,  and  ideals  ^vhich 
have  been  developed  through  the  capacity  for  feeling.  Possession  of  an 
ample  supply  of  each  of  these  capacities  is  essential  for  any  individual 
in  a  high  position  of  leadership. 

Personal  Attributes.  Personal  attributes  are  derived  from  the  three  funda- 
mental capacities.  The  good  leader  in  business,  knowing  the  capacities  of 
his  subordinates,  can  help  them  to  develop  these  good  attributes. 

What  are  the  attributes  of  a  leader  in  business?  One  list,  recently  com- 
piled, is  as  follows: 

1.  Understanding  of  people 
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2.  Integrity 

3.  Courage 

4.  Objectivity 

5.  Ambition 

6.  Problem  solving 

7.  Judgment 

8.  Ability  to  communicate 

9.  Emotional  maturity 

Some  might  wish  to  add  to  this  list  such  qualities  as  ability  to  promote 
innovation  and  assumption  of  responsibility,  but  I  believe  the  list  above 
sums  up  things  pretty  well. 

Concepts  of  Managing  Others  r 

How  can  we  classify  the  various  concepts  of  leadership?  One  classifica- 
tion that  appears  to  be  both  logical  and  comprehensive  is  the  following: 

1.  Autocratic 

2.  Democratic  ' 

3.  Integrated 

The  Autocratic  Approach.  With  few  exceptions,  our  old  concepts  of  auto- 
cratic management  have  long  since  disappeared  from  the  business  scene. 
To  many  of  us,  the  term  "autocratic"  creates  a  picture  of  the  nineteenth- 
century  businessman  operating  his  business  entirely  by  himself  in  a  com- 
pletely dictatorial  and  arbitrary  way.  He  does  this  by  giving  orders  and 
instructions  to  subordinates,  without  consulting  anyone  else.  Of  course, 
such  a  description  is  an  exaggeration,  even  of  the  most  headstrong  of 
businessmen  of  the  last  century.  (Actually,  it  is  quite  interesting  to  read 
some  of  the  management  literature  of  that  period  and  to  realize  how  far 
advanced  some  of  the  pioneers  in  the  field  of  scientific  management  were 
in  their  thinking  seventy-five  years  ago.) 

However,  for  our  purposes  now,  the  word  autocratic  is  used  to  define 
that  type  of  leadership  which  results  from  decisions  made  primarily  by  one 
individual,  with  little  or  no  consultation  with  other  members  of  the 
organization.  When  we  define  autocratic  in  these  terms,  it  is  apparent 
that  this  type  of  leadership  is  still  quite  in  evidence  and,  under  certain 
conditions,  a  most  effective  concept.  Yet  the  drawbacks,  as  we  all  know, 
are  obvious. 

The  Democratic  Concept.  The  "democratic"  concept  of  leadership,  as  it 
applies  to  business  and  industry,  is  perhaps  best  defined  as  a  committee 
type  of  leadership.  The  leadership  in  this  case  is  exercised  by  the  com- 
mittee chairman.  Unlike  the  autocrat,  the  committee  chairman  is  re- 
sponsible for  obtaining  an  objective  by  utilizing  the  talents,  abilities, 
and  experience  of  the  committee  members.  It  is  the  duty  of  the  chairman 
to  organize  an  agenda  and  to  guide  the  discussion  of  the  committee  mem- 
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bers  and  in  general  keep  them  pointed  in  the  direction  of  the  objective, 
with  a  minimum  of  sidetracking  and  exploring  of  blind  alleys.  The 
chairman  also  has  the  obligation  not  to  abuse  his  position  of  leadership 
by  pressing  his  point  of  view  or  use  his  position  of  authority  to  sway 
unfairly  the  other  members  of  the  committee  to  his  own  conviction  on 
the  subject. 

There  are  some  clear  advantages  to  the  "pure"  democratic  concept  of 
leadership.  The  primary  one  is  that  it  provides  some  feeling  of  par- 
ticipation to  all  members  of  the  executive  staff.  Properly  used,  it  capital- 
izes on  the  abilities  of  each  committee  member  and  can,  as  a  result,  bring 
to  bear  the  combined  efforts  of  the  group  to  solve  complex  problems. 

Unfortunately,  the  democratic  concept  of  leadership  also  creates  some 
problems  of  its  own.  Because  of  its  very  nature,  this  concept  of  leadership 
frequently  results  in  a  divided  camp.  Almost  invariably,  "solutions"  to 
problems  boil  down  to  two  or  more  alternatives,  which  of  course  result 
in  no  solution  at  all. 

Committees  will  frequently  split  into  factions.  If  a  majority  faction 
exists,  then  its  approach  is  usually  the  one  adopted  over  the  objections  of 
the  minority  group.  The  minority  is  almost  never  likely  to  support— at 
least,  not  lOO  per  cent— the  approaches  adopted  by  the  majority.  No 
matter  how  much  lip  service  is  given  to  "working  together  as  a  team." 
members  of  the  minority  executive  group  are  not  going  to  show  too  much 
enthusiasm  for  carrying  out  a  project  they  have  actively  opposed. 

The  other  great  danger  inherent  in  this  concept  of  leadership  is  con- 
ciliation. Where  two  factions  are  more  or  less  equally  divided,  we  de- 
velop a  situation  that  invites  compromise.  On  rare  occasions,  it  must  be 
admitted,  compromise  results  in  the  best  solution.  But  as  most  manage- 
ment men  know,  compromise  more  often  is  deadening.  Frequently  it  re- 
sults in  neither  faction  being  completely  satisfied  or  enthusiastic  about 
the  course  of  action  selected. 

Occasionally,  we  shall  find  an  autocratic  system  of  leadership  operating 
under  the  guise  of  a  "committee."  In  this  case,  the  chairman  is  invariably 
in  a  position  of  authority.  The  normal  democratic  committee  action  is 
followed  as  long  as  the  direction  of  the  committee  action  parallels  the 
thinking  of  the  chairman.  When  the  thinking  of  the  committee,  or  a 
faction  of  it,  runs  contrary  to  the  chairman's,  he  simply  uses  his  position 
of  leadership  to  outline  his  desires  clearly,  and  the  committee  graduallv 
changes  its  viewpoint  to  coincide  with  that  of  the  chairman's. 

In  this  regard,  I'm  reminded  of  a  well-authenticated  story  about  the 
autocratic  president  of  a  large  corporation  who  makes  it  a  practice  to 
operate  under  the  democratic  concept  of  management  without  actually 
doing  so.  It  seems  he  called  a  noontime  meeting  of  this  "committee"  in 
a  fancy  restaurant.  The  white-coated  waiter  presented  a  box  of  expensive 
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cigars  and  asked  him  if  he  would  like  one.  He  shook  his  head  "no."  The 
waiter  then  went  around  the  table  and  asked  the  other  men  if  they  wanted 
one.  Each  shook  his  head  "no."  When  the  waiter  had  circled  the  table, 
the  president  changed  his  mind  and  said,  "Yes,  I  think  I  will  have  one." 
With  that  turn  of  events,  the  waiter  circled  the  table  again,  and  each  of 
the  subordinate  executives  also  changed  his  mind. 

Under  such  circumstances  as  these,  I  would  certainly  advise  the  in- 
dividual in  a  position  of  authority  to  use  a  frankly  autocratic  approach, 
since  this  is  respected  for  what  it  is.  Attempts  at  disguising  it  with  the 
committee  approach  are  misleading  and  meaningless. 

The  Integrated  Approach.  The  integrated  concept  of  leadership,  though 
difficult  to  describe  and  difficult  to  develop,  incorporates  most  of  the 
advantages  of  both  the  autocratic  and  democratic  concepts  and  few  of 
their  disadvantages. 

In  effect,  integrated  leadership  is  a  catalyst  that  combines  the  individual 
talents  of  a  group  into  a  force  that  is  a  great  deal  more  powerful  than 
the  sum  of  its  parts.  It  reaches  beyond  the  capability  of  any  single  member 
of  the  group,  including  its  leader.  It  accomplishes  results  by  integrating 
the  skills  and  knowledge  of  each  member  of  the  group  in  such  a  way  as 
to  complement  individual  strengths  and  minimize  individual  weaknesses. 

Integrated  leadership  avoids  the  pitfalls  of  the  democratic  concept— 
the  development  of  factions  and  compromise  and  conciliation. 

The  important  rule  in  this  connection  is  to  steer  clear  of  allowing 
a  situation  to  develop  to  a  point  where  it's  necessary  to  settle  it  by  taking 
a  vote.  Vote  taking  automatically  creates  factions,  often  unnecessarily. 

Integrated  leadership  also  avoids  taking  any  action  that  results  in  a 
compromise  solution.  It  takes  a  man  with  unusual  leadership  abilities  to 
integrate  the  thoughts  and  feelings  of  an  executive  group  in  such  a  way 
as  to  incorporate  all  their  ideas  into  a  final  result  that  everyone  can 
honestly  agree  upon.  The  goal  of  the  leader,  in  short,  is  skillfully  to 
combine  the  best  features  of  alternative  courses  of  action,  without  com- 
promising, without  "conciliation,"  of  supersensitive  subordinate  execu- 
tives, while  convincing  all  concerned  that  they  had  a  hand  in  arriving 
at  the  ultimate  decision.  A  big  job?  Of  course  it  is.  But  what  are  leaders 
for? 

If  you  were  to  ask  me  for  a  one-word  definition  of  each  of  these  three 
concepts  of  leadership,  I  would  answer  as  follows: 

Autocratic:  to  direct 

Democratic:  to  guide 

Integrated:  to  lead 

A  good  business  leader  will  pick  the  system  most  suited  to  his  own 
personality  and  to  circumstances.  I  prefer  the  third  category,  which,  in 
reality,  is  a  combination  of  the  first  two. 
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Understanding  and  Skill  in  Managing  Others 

I  think  you  will  agree  that  the  individual's  capacity  to  learn,  his  capac- 
ity for  feeling,  and  his  capacity  to  produce  energy  all  play  a  significant 
part  in  determining  his  ability  to  lead. 

These  qualities  either  are  born  in  a  man  or  are  acquired  at  an  early 
age.  There  is  really  not  much  we  can  do  to  change  these  abilities,  good 
or  bad,  in  the  people  we  work  with.  However,  we  can  definitely  do  some- 
thing to  see  that  they  use  what  abilities  they  have  to  the  best  advantage 
by  coupling  these  abilities  with  effective  techniques  of  leadership. 

Such  techniques  can  be  classified  under  three  headings: 

1.  Developing  people 

2.  Delegating  results 

3.  Accepting  responsibility 

Developing  people,  or,  more  simply  stated,  helping  subordinates  to 
grow  in  their  jobs,  is  an  essential  element  of  the  good  management  man. 
I'm  reminded  of  a  youthful  executive  friend  who  had  done  an  exceptional 
job  as  the  Eastern  sales  manager  of  a  large  corporation.  A  vice-presidencv 
position  opened  up  because  of  the  sudden  death  of  an  officer  of  the  firm. 
My  young  friend  was  the  obvious  choice  for  the  job,  until  the  president 
asked  him,  "Whom  do  you  have  in  mind  to  take  your  place?" 

"No  one,"  my  friend  answered.  "I've  never  found  a  man  I  could  trust 
with  that  much  responsibility." 

That  mistake  cost  him  his  big  chance.  He  was  sent  back  to  his  old 
district,  under  strict  orders  to  develop  managers  and  capable  assistants 
from  the  top  to  the  bottom  of  his  organization.  His  ability  and  drive  had 
made  him  a  success,  but  his  success  would  have  been  much  greater  if  he 
had  fulfilled  his  obligations  as  a  leader  to  develop  his  people. 

Let's  take  a  look  at  the  second  item  in  management  skills:  delegating 
results.  By  this,  I  mean  the  delegation  of  results  which  management  ^vants. 
rather  than  specifying  the  details.  If  this  is  not  done  on  every  level,  people 
may  be  very  busy  in  a  physical  sense,  but  may  not  be  accomplishing  the 
objectives  you  have  specified. 

To  correct  this,  you  must  observe  a  basic  rule  of  supervision:  "It  is  the 
supervisor's  responsibility  to  make  sure  that  his  people  know  ^vhat  is 
expected  of  them."  This  rule  helps  develop  leaders  all  the  way  down  the 
line.  You  can  see  that  it  makes  the  supervisor  take  the  lead.  It  doesn't  let 
him  "pass  the  buck"  if  someone  under  him  hasn't  understood  what  ^sas 
expected  of  him. 

It  is  here  that  the  manager  has  much  to  gain  from  making  certain  that 
the  results  expected  of  every  job  are  well  understood  up  and  down  the 
organization.  If  you  don't  define  the  results  that  you  expect,  you  find 
that  your  people  are  apparently  busy  but  things  don't  get  done.  It's  easy 
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for  a  man  to  be  working  steadily,  doing  a  great  deal  of  work,  and  yet 
accomplishing  little  for  the  organization.  In  short,  he's  spinning  his 
wheels. 

Defining  results  automatically  leads  to  accepting  responsibility.  Only 
after  you  have  accepted  responsibility  yourself  can  you  pass  on  responsi- 
bility to  your  subordinate.  This  personal  responsibility  is  the  crux  of  ad- 
ministration. Anyone  who  takes  authority  must  assume  responsibility. 
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Inc.  .        , 

Mr  Alexander's  accomplishments  are  based  on  a  solid  educational 
background.  After  graduating  from  Columbia  University  and  Columbia 
Law  School,  he  found  time  to  study  management  methods  by  attend- 
ing seminars  and  workshop  courses  sponsored  by  the  Young  Presidents 
Organization  at  the  Harvard  Graduate  School  of  Business  Administra- 
tion and  by  the  American  Management  Association  at  Saranac  Lake 

A  native  New  Yorker,  born  in  1914,  ^^r.  Alexander  contributes  his 
time  and  talents  to  some  of  the  city's  civic  and  philanthropic  organ- 
izations. His  associates  know  him  as  a  prodigious  worker  and  a  resouice- 
ful  and  warm  person  who  knows  how  to  organize  and  accomplish  with 

dynamic  leadership. 

Mr  Alexander  is  interested  in  several  other  business  organizations. 
He  IS  president  of  stations  KXLY  radio-television  in  Spokane,  J^  ash- 
ington,  and  KELP  radio-television  in  El  Paso,  Texas,  president  of 
Federal  Color,  Inc.,  Cincinnati,  Ohio,  and  a  director  of  the  Essex- 
Universal  Corporation. 

Among  his  varied  civic  and  business  memberships  are  City  of  .\e-w 
York  Committee  for  i960  Olympic  Games;  chairman,  Chemical  and 
Paint  Division,  Greater  New  York  Fund;  chairman.  Chemical  Division, 
Federation   of  Jewish  Philanthropies;  Advisory  Board,  Chemical  Ex- 
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position  U.S.A.  ip6o- American  Chemical  Society;  Young  Presidents' 
Organization;  American  Arbitration  Association;  American  Manage- 
ment Association;  New  York  Bar  Association;  Columbia  Club;  and  the 
Economic  Club  of  New  York. 

Mr.  Alexander's  hobbies  include  music,  photography,  golf,  and 
his  four  children-in  reverse  order.  His  associates  consider  him  an 
unusually  devoted  father,  who  can  be  found  most  week  ends  at  his 
home  in  Scarsdale,  New  York,  tinkering  with  a  two-cylinder  sports  car 
that  he  and  his  ten-year-old  son  Mark  built,  or  trying  to  assemble  an 
operating  miniature  missile  that  is  their  current  mechanical  project. 
When  not  occupied  with  his  son  or  with  three  daughters,  aged  5,  75, 
and  ig,  he  and  his  wife,  Margie,  slip  away  to  the  Old  Oaks  Country 
Club  for  golf. 

March,  i960 


CHAPTER    17 

Evaluating  and  Measuring  Results 


In  essence,  the  test  of  good  management  is  the  successful  meeting  of  the 
constantly  expanding  challenges  of  competition. 

It  is  a  time-honored  conclusion  that  in  the  free-enterprise  system  a 
business  does  not  stand  still.  It  moves  ahead,  or  it  slips  backward  toward 
the  ever-yawning  chasm  of  oblivion.  Management  is  forced,  if  not  by  its 
own  ambition  to  excel,  then  by  the  inescapable  principles  of  competition, 
to  set  its  eye  on  the  several  objectives  encompassed  in  the  word  "growth." 

THE  NEED  FOR  SOUND  OBJECTIVES 

Sound  corporate  planning  is  the  evaluation,  refinement,  and  integration 
of  various  functional  objectives  into  an  over-all  goal.  For  instance,  the 
attainment  of  research  and  development  objectives  results  in  the  creation 
of  new  products,  processes,  and  services.  The  basic  objective  of  production 
is  to  manufacture  these  products  at  quality  and  price  levels  which  will 
permit  them  to  be  marketed  successfully.  The  reaching  of  market  ob- 
jectives puts  products,  processes,  and  services  into  the  hands  of  an 
optimum  number  of  users  in  a  manner  calculated  to  meet  the  monetary 
needs  of  the  business.  And  finally,  the  attainment  of  financial  objectives 
not  only  supplies  the  money  needed  for  growth  and  satisfactory  relation- 
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ships  with  existing  and  potential  company  investors,  creditors,  and 
debtors;  it  also  provides  the  yardstick  for  measuring  management's  over- 
all ability. 

A  management  that  relies  entirely  upon  opportunism  is  probably  bet- 
ter than  one  that  sets  unsound,  unrealistic  objectives,  which  distract 
rather  than  guide  and  frustrate  rather  than  inspire.  Sound  objectives, 
however,  properly  formulated  and  programmed,  supported  by  adequate 
resources,  and  given  the  flexibility  necessary  to  take  advantage  of  op- 
portunity, are  better  than  opportunism  alone.  The  company  that  rushes 
into  the  Yo-yo  business  with  hundreds  of  others  is  ultimately  left  stranded 
unless  it  has  a  soundly  planned  program  that  will  continue  to  produce 
profits  after  a  passing  fad  has  lost  its  glamour. 

The  successful  manager  lengthens  his  stride  when  he  discovers  the  most 
efficient  way  of  devoting  his  own  energies  to  the  attainment  of  objectives; 
the  failure  stalls  in  a  quagmire  of  confusion  centered  around  wishful 
thinking  or  unproductive  worry  over  one  facet  of  operations  without 
seeing  the  integrated  relationships  of  various  corporate  goals. 

Setting  of  objectives  and  achieving  them  on  schedule  has  been  dictated 
by  competition.  Pressures  have  forced  managers  at  all  exposed  levels 
to  recognize  that  they  must  manage  these  pressures  or  be  managed  bv 
them.  They  have  accomplished  this  end  by  establishing  goals,  not  m 
isolated  instances,  but  as  standard  operating  procedure,  and  by  measuring 
their  accomplishments  at  frequent  intervals. 

When  clear-cut  objectives  are  established,  the  manager  has  a  construc- 
tive purpose  in  his  work.  Without  them,  he  tends  to  feel  a  lack  of  ac- 
complishment since  his  job  consists  in  putting  out  fires  so  the  status  quo 
may  be  maintained.  With  objectives,  he  knows  what  his  superiors  expect 
him  to  accomplish.  Conversely,  with  no  agreement  upon  where  he  should 
be  heading,  he  is  always  aware  of  the  inevitable  criticism  from  second- 
guessers  who  wonder  out  loud  if  he  couldn't  have  gotten  further  than 
he  did.  Despite  the  obvious  need,  objectives  are  not  always  established 
when  they  should  be,  as  the  following  list  shows: 

Factors  That  Delay  the  Establishing  of  Objectives 

1  Misguided   attempts  to  state   all  objectives  in   technically  perfect  language. 

■  Agreement  on  principles  can  become  lost  in  arguments  over  semantics.  In 
addition,  overdefinition  builds  unnecessary  walls. 

2  Failure   to  distinguish  between  "objectives"  and  "policies  and  procedures. 

■  For  example,  an  objective  has  been  defined  by  Dr.  H.  B.  Maynard  as  a  goal 
A  policy  is  a  guide  to  help  men  decide  how  to  do  things.  It  describes  a  gen- 
eral course,  but  its  application  requires  decision. 

9    Lack  of  understanding  of  the  reasoning  behind  objectives. 

t  Trying  to  guess  what  the  boss  wants  instead  of  assembling  and  evaluating  the 
information  necessary  to  make  sound  decisions. 
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Not  only  is  the  energy  of  a  division  manager  better  utilized  when 
directed  toward  definite  goals  which  were  established  with  his  participa- 
tion, but  top  management  can  channel  its  efforts  toward  more  profitable 
accomplishment  by  concentrating  on  trouble  spots.  This  is  frequently 
called  "management  by  exception'-letting  "up-to-standard"  divisions  run 
without  interference  and  concentrating  on  the  divisions  that  are  missing 
their  objectives. 

Thus  one  of  the  important  elements  of  progressive  management  is 
knowing  the  answer  to  three  simple  questions:  Where  are  we  going?  Where 
are  we  now?  How  well  are  we  progressing? 

Constant  awareness  of  these  questions  should  contribute  to  what  could 
be  called  "results  thinking"  at  all  levels  of  management.  Every  supervisor 
should  examine  every  activity  in  his  department  in  the  light  of  stated 
company  objectives  and  seek  to  achieve  them  through  application  of  his 
own  skills. 

Modern  business  is  so  intricate  that  no  man  can  possibly  master  every 
phase  of  operations  well  enough  to  keep  posted  on  all  developments 
which  influence  the  realization  of  end  objectives,  much  less  dictate  the 
detailed  procedures  by  which  these  objectives  can  be  reached.  Efficient 
delegation  is  a  test  of  managerial  ability.  However,  delegation  must  be 
accompanied  by  an  equally  efficient  method  of  keeping  in  touch  with 
delegated  operations.  Fortunately,  all  basic  corporate  activities-research, 
production,  marketing,  and  finance-can  be  reported,  measured,  and 
evaluated  in  terms  of  progress  toward  ultimate  objectives. 

The  problems  of  directing  growth  are: 

1.  Setting  acceptable  standards  that  accurately  reflect  objectives 

2.  Checking  operations  against  these  standards 

3-  Spotting  variations  '  ~? 

4.  Quickly  finding  the  reason  for  these  variations  .      -     i    . 

5.  Evaluating  the  causes  ^ 

6.  Setting  indicated  corrective  measures  in  motion 

The  remainder  of  this  chapter  is  devoted  to  the  discussion  of  these  six 
subjects.  It  is  my  purpose  to  demonstrate  the  advantage  of  measurement 
and  evaluation. 


SETTING  STANDARDS 

To  be  effective,  standards  must  be  designed  to  fit  the  individual  needs 
of  a  company.  For  example,  a  chemical  company  does  things  very  differ- 
ently from  the  way  they  would  be  done  by  one  engaged  in  the  manufac- 
ture of  aviation  equipment.  One  company  accounts  for  capital  assets  in 
one  way,  and  another  must  follow  an  entirely  different  system.  For  in- 
stance, at  Sun  Chemical  we  place  great  emphasis  on  the  ratio  of  profits  to 
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total  assets,  which  involves  painstaking  analyses  of  such  cost  problems  as 
continued  maintenance  of  equipment  versus  replacement  costs.  In  an- 
other company,  the  emphasis  might  fall  on  performance  of  plant  per- 
sonnel, incentive-wage  payment,  analyses  of  the  cost-and-profit  effects  of 
wage  differentials  in  each  pay  period,  overtime,  and  related  production 
costs. 

Regardless  of  type  of  business,  simplicity  is  to  be  desired  over  com- 
plexity in  the  setting  of  standards.  Entire  books  have  been  written  on  the 
setting  of  standards  to  be  used  in  reporting,  measuring,  evaluating,  and 
improving  corporate  results.  For  the  purpose  of  this  chapter,  discussion 
is  confined  to  reviewing  certain  prerequisites. 

First,  information  supplied  top  management  regarding  delegated  ac- 
tivities is  of  substantial  value  only  when  it  can  be  used  to  evaluate  the 
rate  of  attainment  of  previously  set  objectives.  A  chief  executive  cannot 
be  really  effective  unless  he  has  the  means  of  seeing  that  objectives  are 
reached  on  schedule. 

Second,  and  equally  important,  objectives  and  standards  of  measuring 
their  achievement  must  be  understood  and  accepted  throughout  an  organ- 
ization if  they  are  to  serve  their  purpose  of  charting  a  course  and  facilitat- 
ing the  correction  of  variances  from  that  course.  Their  importance, 
meaning,  and  use  must  be  understood  by  the  foremen  who  influence 
production  costs.  They  must  equally  be  understood  by  the  salesman  who 
makes  the  ultimate  decisions  on  his  calls  for  the  day.  To  be  accepted, 
objectives  and  standards  of  measurement  must  be  reasonable.  The  chief 
executive  cannot  assume  that  a  given  standard  means  the  same  to  his 
subordinates  as  it  means  to  him.  Success  depends  more  on  a  common 
understanding  of  objectives  and  their  necessity  than  on  setting  forth 
details  in  technical  language. 

Third,  objectives  must  reflect  hidden  as  well  as  obvious  potential.  In 
addition  to  a  fair  share  of  the  present  market,  they  should  take  into 
consideration  expansion  of  given  markets  through  increased  absorption  of 
present  products;  profitable  development  of  new  products;  additional 
products  that  can  be  produced  by  existing  facilities;  practical  plant  ex- 
pansion and  sound  acquisitions  that  can  help  reach  specifically  deter- 
mined goals  more  quickly  and  economically. 

Fourth,  they  must  provide  for  periodic  review.  Evaluation  and  measure- 
ment cannot  wait  for  the  completion  of  a  project.  Periodic  checks  not 
only  indicate  lagging  performance,  but  also  future  difficulties,  and  some- 
times the  need  for  alteration  of  plans  or  even  adjustment  of  objectives. 

And  fifth,  they  must  be  reduced  to  a  common  denominator  to  avoid  the 
confusion  of  trying  to  compare  apples  with  bananas.  It  is  only  human  for 
managers  at  various  levels  to  think  in  terms  applicable  to  their  own 
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operations.  For  instance,  the  plant  manager,  thinking  only  in  terms  of 
total  shipments,  may  push  shipments  at  the  end  of  the  month  to  the 
detriment  of  efficient  operations.  The  tendency  of  salesmen  to  think 
in  terms  of  making  sales  leads  to  endless  questions  about  prices  and 
credits. 

What  is  the  common  denominator? 

Profit  as  a  Yardstick 

The  chief  executive  must  perforce  evaluate  all  performance  in  terms  of 
profit.  A  company  cannot  exist,  much  less  grow,  without  money;  and 
profit  is  the  only  dependable  yardstick  for  measuring  growth,  although 
the  period  for  attaining  desired  profit  objectives  has  certain  flexibility. 

Profit  as  a  percentage  of  sales  of  present  products,  manufactured  with 
present  equipment,  fails  to  take  into  consideration  product  obsolescence 
or  the  potential  of  modernized  or  expanded  facilities.  At  Sun  Chemical 
Corporation,  our  standards  are  set  in  terms  of  return  on  investment, 
which  we  are  constantly  seeking  to  improve.  Instead  of  accepting  stand- 
ards set  at  lower  management  levels  and  translating  them  at  the  top  into 
return  on  investment,  we  have  sought  to  teach  all  levels  of  management 
to  think  in  terms  of  the  investment  which  has  been  entrusted  to  their 
stewardship. 

As  everybody  knows,  the  percentage  return  on  investment  can  be  ar- 
rived at  simply  by  dividing  the  total  investment  of  a  business  into  its  net 
profit  before  taxes.  However,  such  a  short  cut  does  not  provide  a  provoca- 
tive yardstick  because  it  fails  to  take  into  consideration  the  interrelation- 
ship of  investment,  sales,  and  net  profit  before  taxes,  all  of  which  must  be 
evaluated  simultaneously  in  setting  realistic  growth  goals. 

Accordingly,  at  Sun,  we  added  the  "turnover  factor"  (sales  divided  by 
investment)  to  arrive  at  this  formula: 

Net  profit  ^  sales  .  :      , 

— ^r-S X  -• =  return  on  investment 

Sales  investment 

The  mathematical  concepts  are  unchanged,  but  a  new  dimension  of  think- 
ing is  added. 

For  instance,  at  Sun,  a  division  manager  is  evaluated  and  compensated 
in  terms  of  what  he  does  with  the  assets  that  are  assigned  to  his  operations. 
Let  us  suppose  that  a  new  manager  of  a  sluggish  division  is  assigned  assets 
with  a  net  worth  of  $10,000,000,  which,  at  a  turnover  factor  of  2,  would 
yield  $20,000,000  sales.  However,  he  asks  himself,  what  could  be  accom- 
plished with  25  per  cent  more  capital  invested  in  local  plants,  branch 
offices,  or  any  of  several  other  expansion  moves?  His  market  research  and 
cost  studies  indicate  that  he  could  boost  his  turnover  factor  to  2.5. 
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His  breakdown  looks  like  this: 
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Item 


With  present 
investment 


With  additional 
capital 


Net  worth  of  assigned  assets 

Total  investment   

Turnover  factor   

Sales 

Anticipated  profit  as  a  percentage  of 

sales   

Net  profit 

Return  on  investment 


$10,000,000 
$10,000,000 
2 
$20,000,000 

10% 
$  2,000,000 
20% 


812,500,000 
512.500,000 

2.5 
$31,250,000 

10% 
-S  3.125.000 
25% 


This  does  not  take  into  consideration  the  added  factor  that  increased 
volume  should  produce  a  higher  profit  in  relation  to  sales.  Of  course, 
added  capital  is  no  guarantee  of  increased  return.  The  point  is,  without 
the  added  element  of  thinking  about  sales,  profit  on  sales,  and  return  on 
investment  in  one  package,  middle  management  seldom  gets  beyond  the 
point  of  thinking  solely  in  terms  of  return  on  present  assets,  which  is  a 
losing  battle  against  obsolescence. 

When  a  division  manager  knows  what  is  expected  of  him— what  return 
he  must  produce  on  the  assets  assigned  for  his  operations  and  what  sales 
and  growth  targets  he  is  expected  to  reach  within  a  given  period-his 
mind  is  freed  of  much  of  the  worry  that  follows  such  ambiguous  instruc- 
tions as  "make  as  much  money  as  you  can." 

And  top  management  can  concentrate  on  correction  of  variances. 
Top  management,  however,  must  also  assume  the  responsibility  for  ana- 
lyzing and  preparing  for  situations,  such  as  approaching  periods  of  either 
recession  or  opportunity,  which  operating  management  cannot  see  in  the 
day-to-day  task  of  running  the  business. 

Need  for  Flexibility 

This  brings  us  to  the  sixth  criterion  of  good  standards.  They  must  be 
flexible  enough  to  be  adjusted  quickly  to  take  into  consideration  both 
crises  and  unforeseen  opportunities. 

A  certain  degree  of  practical  flexibility  should  be  included  among 
management  goals.  For  instance,  it  is  easy  to  get  boxed  in  with  facilities 
that  operate  very  efficiently  at  a  high  rate  of  production  but  become  an 
inflexible  burden  when  market  demand  slackens;  similarly,  the  efficiency 
of  equipment  should  also  be  measured  in  relation  to  its  adaptability  to 
quick  production  of  new  products  for  full  market  advantage,  as  well  as 
low-cost  manufacturing  of  present  lines. 

When  a  new  top  management  undertook  the  task  of  rebuilding  and 
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expanding  Sun  Chemical,  it  introduced  a  basic  set  of  standards  which 
could  be  applied  to: 

1.  Short-term  goals,  or  those  which  could  be  realized  in  one  year 

2.  Intermediate  goals,  or  those  to  be  attained  in  from  two  to  five  years 
Long-term  standards  came  later. 

Our  primary  standards  reflected: 

Return  on  investment 

Pre-tax  profit  as  a  percentage  of  sales 

The  company  had  diverse  product  lines,  most  of  them  with  a  good 
growth  potential  but  each  of  them  with  its  own  peculiar  market  problems. 
Its  products  included  inks  for  the  packaging  industry,  newspapers,  period- 
icals, lithographing,  and  metal  decorating,  the  combined  market  for  which 
in  recent  years  has  kept  steady  pace  with  the  gross  national  product; 
machinery  for  printing;  organic  pigments  for  inks,  paints,  textiles,  cos- 
metics, floor  coverings,  plastics,  and  other  such  end  products;  textile 
chemicals  for  water  repellency,  spot  and  stain  resistance,  and  wash-and- 
wear  qualities;  paper  and  fabric  coatings  for  electrical  insulations, 
closures,  aircraft  fabrics,  and  reinforcements;  paints,  enamels,  lacquers, 
and  varnishes  for  industrial  and  home  use;  custom  finishes;  maintenance 
coatings;  concrete  additives  for  curing,  hardening,  and  dampproofing; 
caulking  and  sealing  compounds;  and  remedial  restorations. 


Item 

Budget 

Forecast 

,    - 

{In  thousands  of  dollars) 

Base 
year 

Base 
year 
+  1 

Base 
year 

+  2 

Base 
year 

+  3 

Base 
year 

+  4 

Base 
year 

+  5 

Sales    

Pre-tax  profit    

Per  cent  of  sales 

Turnover  factor 

Investment  in  assets  .  . 
Per  cent  return  on  in- 
vestment—pre-tax .  . 

$57,021 

$  5,812 

10.19 

1.99 

$28,700 

20.28 

.$68,300 

$  7,500 

10.98 

1.92 

$35,600 

21.08 

$74,500 

$  9,200 

12.35 

1.97 

$37,900 

24.33 

$84,300 

$11,100 

13.17 

2.02 

$41,800 

26.60 

$91,700 

$13,400 

14.61 

2.01 

$45,600 

29.37 

$100,900 

$  15,700 

15.56 

2.01 

$  50,200 

31.28 

Fig.   17-1.  Example  of  tabulated  basic  financial  objectives  showing  current  budget  and 
five-year  forecast. 


For  decentralized  administration,  the  several  divisions  producing  these 
diverse  products  were  assigned  to  one  of  three  operating  groups,  on  the 
basis  of  market,  production,  raw  materials,  or  research  affinity.  Each  group 
of  divisions  was  placed  under  an  operating  vice  president.  The  following 
discussion  is  based  on  techniques  Sun  has  developed  lor  evaluating  and 


382  MEASUREMENT  AND  CONTROL 

measuring  group,  division,  and  branch  performance,  although  not  neces- 
sarily on  case  histories  within  the  company.  I  have  attempted  instead  to 
combine  proven  techniques  and  hypothetical  situations  in  order  to  demon- 
strate the  practical  value  o£  constant  measurement  and  evaluation  of 
performance. 

For  instance,  a  graduated  and  modest  increase  in  return  on  invest- 
ment is  usually  a  primary  objective.  To  accomplish  this  we  would  set 
an  attainable  turnover  factor.  Let  us  suppose,  for  the  sake  of  illustration, 
that  the  primary  objective  was  30  per  cent  return  on  assets  and  the  desired 
turnover  factor  was  2. 

Forgetting  for  the  moment  the  probable  expansion  of  existing  assets 
and  possible  acquisitions  and  taking  into  consideration  only  existing 
assets  plus  reasonable  investment  for  modernization,  a  company's  basic 
financial  objectives  could  be  tabulated  as  shown  in  Figure   17-1. 

MEASURING  RESULTS  AGAINST  STANDARDS 

We  have  seen  that  the  first  step  in  top  management's  control  over  the 
affairs  of  a  business  is  the  setting  of  realistic  standards  which  require 
middle  management  to  stretch  in  order  to  reach,  thus  extending  above- 
average  effort.  Because  it  is  impossible  to  review  all  aspects  of  perform- 
ance, top  management  must  select  certain  strategic  check  points  which 
will  provide  an  adequate  indication  of  what  is  going  on.  Such  checking 
must  be: 

1.  Balanced 

2.  Timely 

3.  Economical 

4.  Comprehensive 

The  element  of  balance  is  essential  if  top  management  is  to  stop  an 
indicated  adverse  trend  before  serious  damage  is  done.  For  instance, 
this  balance  must  include  timely  sales  information  to  avoid,  as  is  shown 
later  on,  the  danger  of  overselling  in  an  opportune  period  to  the  detri- 
ment of  later  business  activity.  It  should  not  be  too  detailed  or  involve 
staff  additions  that  would  be  uneconomical.  To  be  comprehensive,  it 
must  take  into  account  production  methods  in  order  to  forestall  such 
plant-level  pitfalls  as  pricing  out  of  a  product  solely  on  a  direct-labor 
basis  to  the  exclusion  of  concealed  burden.  Although  these  factors  are 
taken  for  granted  by  top  management,  they  are  frequently  found  to  be 
the  cause  of  variances  from  standards  at  lower  levels. 

The  second  step  in  top  management  control  is  to  compare  actual 
performance  with  standards  and  goals  for  a  specific  period. 

At  Sun  Chemical,  this  is  one  of  the  responsibilities  of  the  management 
committee,  which  consists  of  the  president,  the  operating  (group)  vice 
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presidents,  marketing  vice  president,  treasurer,  secretary,  and  assistant 
secretary.  This  committee  meets  weekly  to  review  and  discuss  any  vari- 
ances. 

At  least  once  a  month,  it  reviews  corporate  and  group  performance. 
At  other  fixed  intervals,  an  intensive  chart  session  is  held  to  review 
each  division's  progress,  including: 

Sales 

Cost  of  goods 

Selling  expenses 

Inventories 

Return  on  investment 

Variances  from  plans  plus  steps  necessary  to  correct  them 

These  factors  are  studied  in  terms  both  of  established  goals  and  current 
market  trends.  Division  managers  are  frequently  called  into  conference 
with  the  management  committee  not  only  to  discuss  variances  from 
established  standards,  but  also  to  adjust  goals  according  to  changing 
conditions.  The  advantages  of  meeting  with  division  heads  are  twofold. 
It  provides  firsthand  information  to  top  management,  and  it  exposes  the 
division  people  to  top  management  thinking. 

The  process  of  review  starts  with  the  performance  of  the  corporation 
as  a  whole.  But  it  does  not  stop  there.  Unless  a  timely  check  is  made 
on  the  performance  of  the  separate  groups,  the  temporary  above-standard 
performance  of  one  may  conceal  a  serious  below-standard  trend  of 
another.  The  same  applies  to  division  performance,  which  is  checked 
monthly  by  the  group  vice  president  and  his  staff. 

The  charts  which  follow  provide  examples  of  management  efforts  to 
achieve  timely,  economical,  comprehensive,  and  balanced  reporting 
methods. 

For  the  sake  of  clarity,  the  first  charts  presented  (Figures  17-2  to  17-5) 
compare  results  with  standards  for  the  first  seven  months  of  the  year 
in  order  to  give  a  broad,  understandable  picture  of  their  use.  In  the 
discussion  of  variances  later  in  this  chapter,  earlier  segments  of  the 
picture  will  be  considered. 

The  first  look  at  over-all  performance  is  usually  centered  on  sales. 
This  is  the  result  of  the  pressure  on  profits  from  the  steady  increase  in 
costs  that  marked  the  inflationary  period  which  followed  World  War  11. 
A  very  slight  decline  in  sales  volume  frequently  produced  a  much  larger 
drop  in  profits.  Under  such  conditions,  even  the  smallest  gap  between 
forecasted  and  actual  sales  has  a  devastating  effect. 

Two  complementary  charts  are  helpful  in  spotting  and  evaluating 
variances  from  established  sales  goals.  The  first  (Figure  17-2)  shows 
monthly  net  sales,  and  the  second  (Figure  17-3)  projects  sales  on  an  an- 
nualized basis. 
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Fig.  17-2.  Consolidated  monthly  net  sales. 
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Fig.  17-3.  Consolidated  year-to-date  net  sales,  annualized. 


SPOTTING  VARIANCES  THAT  WARRANT 
TOP  MANAGEMENT  ATTENTION 

Catching  variances  early  is  a  primary  responsibility  of  the  manager  in 
whose  area  they  occur.  If  they  are  significant,  he  may  wish  to  call  them 
to  the  attention  of  his  superior  along  with  a  report  on  the  corrective 
measures  undertaken. 

Variances  from  sales  are  a  yellow  warning  signal.  They  indicate  the 
need  for  a  close  watch  on  pre-tax  earning  performance  (Figure  17-4),  with 
attention  both  to  marketing  activities  and  cost  control. 

Variances  in  profits  are  usually  of  considerable  magnitude,  or  reflect 
trouble  in  more  than  one  division  before  they  show  up  significantly  in 
the  reports  reaching  top  management.  Hence,  at  an  early  stage,  immediate 
attention  should  be  given  to  effects  on  over-all  profit  goals. 

Here  again  the  annualized  chart  is  helpful  in  seeing  where  the  company 
is  going  at  its  current  rate  of  progress.  However,  it  must  be  kept  in  mind 
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that  the  annualized  charts  are  projections  arrived  at  by  multiplying  the 
cumulative  results  of  the  year  to  date  by  the  quotient  obtained  by  divid- 
ing 12  by  the  number  of  elapsed  months. 
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Fig.  17-4.  Consolidated  monthly  pre-tax  profit. 

Figure  17-5  shows  that  the  budgeted  annualized  profit  has  been  attained 
at  the  end  of  July,  but  obviously  there  is  a  serious  drag  on  profit  some- 
where. For  the  sake  of  illustration,  the  hypothetical  case  presented  here 
placed  the  trouble  in  several  operational  areas  so  that  each  might  be 
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Fig.  17-5.  Consolidated  year-to-date  pre-tax  profit,  annualized. 


examined  for  its  influence  on  the  achievement  of  over-all  corporate  ob- 
jectives. The  fact  that  variances  in  different  areas  can  be  spotted  and 
evaluated  emphasizes  the  tremendous  advantages  that  medium-sized  and 
large  companies  receive  from  realistic,  aggressive  short-term  planning 
and  corrective  measures  tied  to  long-range  needs  and  objectives. 
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Even  if  corporate  results  are  up  to  standard,  top  management  must 
check  the  achievements  of  individual  component  groups  to  avoid  any 
neutralizing  effect  of  highly  divergent  divisional  performance. 

For  instance,  although  corporate  performance  is  slightly  above  standard, 
analysis  of  Figure  17-6  shows  serious  variances  for  an  extended  period  in 
Group  I  (seven  months'  sales  off  0.9*  per  cent  and  pre-tax  profit  5.7*  per 
cent  below  standard)  and  an  ominous  development  in  Group  II  (July 
sales  12.it  per  cent  below  standard  and  pre-tax  profit  off  26.6t  per  cent). 
As  shown  later  on,  factors  contributing  to  the  situation  in  Group  II  can 
be  eliminated  by  prompt  action  at  an  early  date. 
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{In  thousands  of  dollars) 
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Fig.    17-6.   Example   of   monthly   report    giving   actual   versus   budgeted   net   sales   and 
pre-tax  profit  summarized  by  groups. 

At  Sun,  the  spotting  and  correcting  of  divisional  variances  is  the 
^roup  vice  president's  responsibility.  However,  continunig  variations 
from  budgeted  performance  for  a  group  call  for  top  management  inquiry 
into  the  next  level  of  operations,  in  this  instance,  the  specific  divisions 
which  are  pulling  an  over-all  group  below  its  established  profit  standard 

In  examining  divisional  performance,  it  is  necessary  to  keep  m  mind 
that  variations  from  pre-tax  profit  goals,  which  have  been  set  to  achieve 
the  desired  return,  are  caused  not  only  by  failure  to  obtain  budgeted 
sales  volume,  but  also  by  off-standard  operating  costs. 
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DETERMINING  THE  REASONS  FOR  VARIATIONS 

The  hypothetical  situation  charted  in  Figure  17-6  for  Group  I  reflects, 
among  other  things,  the  effect  on  over-all  performance  of  runaway  pro- 
duction costs  in  one  division,  designated  as  Division  A,  as  well  as  above- 
budget  selling  costs  in  Division  A  and  also  in  Division  B.  The  group 
chart  shows  only  the  effect,  not  the  cause.  However,  in  each  instance, 
the  variations  are  apparent  in  charted  divisional  operations  for  the 
opening  months  of  the  year.  Also,  examination  of  sales  performance 
alone  is  deceptive  in  the  case  of  both  divisions. 

For  instance,  sales  performance  in  the  early  months  of  the  year  for 
Division  A  might  have  been  as  shown  in  Figure  i7-7<2. 
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Fig.  17-7.  Monthly  performance  of  Division  A,  Group  I,  first  three  months. 


It  can  be  seen  that,  from  the  standpoint  of  sales  volume  alone,  all  is 
well.  However,  Figure  17-7^  tells  another  story.  Division  A's  monthly  pre- 
tax profit  is  well  under  budget.  A  quick  glance  at  production  costs  (Figure 
17-7C)  discloses  the  area  where  immediate  corrective  action  is  needed. 

Many  obvious  factors  contribute  to  rising  production  costs.  Others 
can  be  ferreted  out  only  by  top  management  inquiry.  Let  us  assume  that 
the  situation  under  discussion  developed  after  a  division  head  convinced 
top  management  of  the  competitive  advantages  of  dividing  a  geographical 
sales  area  into  Zone  I  and  Zone  II  and  the  building  of  a  new  facility  to 
supply  the  customers  in  Zone  II. 

Higher-than-normal  production  costs  are  to  be  expected  in  the  start-up 
of  a  new  facility.  However,  it  will  be  noted  in  Figure  17-7C  that,  instead 
of  gradually  correcting  themselves,  they  continued  to  rise. 

In  our  study  of  possibilities,  let's  attribute  the  causative  factor  to  the 
ambition  of  the  division  head  to  make  an  impressive  showing  for  his 
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new  zone.  To  do  this,  he  routes  orders  from  customers  along  the 
boundary  line  between  the  two  zones  to  the  new  facility,  thus  cutting 
down  the  volume  for  the  older  plant. 

Although  manageable  costs  such  as  those  for  material  and  hourly  labor 
can  be  adjusted  to  the  lower  volume,  relatively  fixed  costs  such  as  manage- 
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Fig.  17-8.  Monthly  cost  of  goods  sold,  first  seven  months. 
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Fig.  17-10.  Monthly  pre-tax  profit,  first  seven 


months. 


ment  overhead,  depreciation  charges,  insurance,  taxes,  rentals,  and  main- 
tenance pull  operations  of  the  formerly  profitable  facility  to  a  level 
below  the  break-even  point.  Thus,  instead  of  benefiting  from  his  new 
facility,  he  has  aggravated  his  over-all  cost  variance. 

Once  the  cause  for  the  variance  has  been  spotted,  corrective  action 
can  be  taken  and  the  division's  performance  improved,  Figures   17-8  to 
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17-10  show  the  results  after  corrective  action  has  been  taken.  It  can  be 
seen  that  the  cost  of  goods  sold  has  been  brought  into  line  and  pre-tax 
profit  for  the  seventh  month  exceeds  the  budgeted  amount. 


EVALUATING  THE  CAUSES  OF  VARIATIONS 
FROM  STANDARDS 

The  three  examples  chosen  for  this  section  all  involve  sales  problems. 

Continuing  top  management's  inquiry  into  the  variations  experienced 
in  Division  A,  Group  I,  of  our  hypothetical  company,  we  must  evaluate, 
among  other  things,  the  higher  selling  expenses  involved  in  training 
new  salesmen  that  were  inherent  in  the  decision  to  create  a  new  distribu- 
tion zone. 

Increased  selling  expenses  are  to  be  expected  in  such  situations.  The 
question  is,  how  long  is  it  reasonable  to  let  this  type  of  variation  continue 
without  corrective  action?  Again,  a  month-by-month  watch  is  kept  on 
charts  such  as  the  one  shown  in  Figure  17-11  which,  when  operations 
are  on-standard,  are  checked  at  a  lower  management  level. 

Standards,  or  norms,  should  be  established  after  sufficient  time  has 
elapsed  for  setting  practical  standards  for  the  measurement  of  the  indi- 
vidual salesman's  effort  in  the  new  territory.  Some  practical  standards 
which  may  be  used  to  measure  sales  performance  are  given  in  the  follow- 
ing list.  When  selling  expenses  are  out  of  line,  it  is  necessary  to  determine 
specific  variances  from  the  established  standards. 

Some  Typical  Standards  for  Sales  Performance  ^ 

Quotas  are  quantitative  goals  assigned  to  territories  and  individual  salesmen. 
When  based  on  accurate  sales  forecasts,  quotas  are  useful  for  control  pur- 
poses. When  based  on  guesses  or  used  for  inspirational  effects,  they  are 
valueless  as  standards. 

Ratio  of  Selling  Expenses  to  Sales  Volume  helps  the  individual  salesman  keep 
expenses  and  orders  in  proper  balance.  Like  quotas,  they  must  fit  the  mar- 
keting situation  in  a  given  territory. 

Ratio  of  Net  Profit  to  Sales  keeps  the  division  and  branch  manager's  atten- 
tion focused  on  selling  a  balanced  line. 

Ratio  of  Sales  Coverage  to  Potential  Buyers  provides  the  salesman  with  a 
standard  to  measure  the  thoroughness  with  which  he  works  his  territory. 

Average  Cost  per  Call  emphasizes  the  importance  of  making  calls  profitable. 

Effective  Use  of  Time  makes  a  graphic  distinction  between  time  spent  on 
productive  and  time  spent  on  nonproductive  sales-related  activities. 

Initial  inquiry  might  well  be  directed  toward  the  individual  salesman's 
use  of  his  time.  Experience  has  shown  a  direct  relationship  between 
U§e  of  time  and  satisfactory  meeting  of  sales  and  profit  goals. 
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For  instance,  the  following  comparisons  are  drawn  from  a  1954  Univer- 
sity of  Michigan  case  study  of  the  performance  of  two  salesmen  in 
specific  sales  territories. ^ 

The  better  salesman  spent  his  time  as  follows: 

Average  time  per  call:  84  minutes 

Time  with  buyer:  43  minutes 

Average  waiting  time:  3.6  minutes 

Travel  time  per  call:  19  minutes 

Office  work  per  call:  9  minutes 

Entertainment  time  per  call:  4.3  minutes 

Other  miscellaneous  time  (buyer  out,  etc.):  5.1  minutes 

Number  of  calls:  62 

Total  time  worked:  85  hours 

By  contrast,  the  problem  salesman's  time  was  spent  as  follows: 

Average  time  per  call:  223  minutes 

Time  with  buyer:  37  minutes 

Average  waiting  time:  9  minutes 

Travel  time  per  call:  68  minutes 

Office  time  per  call:  21.5  minutes 

Entertainment  time  per  call:  21.5  minutes 

Other  miscellaneous  time:  55.7  minutes 

Number  of  calls:  35 

Total  time  worked:  126  hours 

In  brief,  the  problem  salesman  worked  50  per  cent  longer  than  the 
man  who  made  efficient  use  of  his  time,  and  he  made  only  half  as  manv 
calls. 

Proper  guidance  in  more  efficient  use  of  time  can  lead  to  improvement 
such  as  that  noted  in  Division  A's  selling  expense  performance  charted 
in  Figure  17-11. 
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Fig.  17-11.  Monthly  selling  expense. 

1  From  a  paper  by  Frank  R.  Bacon,  Jr.,  on  work  done  under  the  direction  of  Donald 
R.  G.  Cowan,  professor  of  marketing. 
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Profit-producing  Variations 

Not  all  variations  from  sales  and  profit  standards  are  to  be  viewed 
with  alarm.  Proper  evaluation  will  show  that  some  promise  long-term 
benefits. 

For  instance,  in  seeking  the  source  of  Group  I's  trouble,  undue  top- 
management  interference  could  have  resulted  from  improper  evaluation 
of  variances  from  sales  and  profit  standards  discovered  in  Division  B's 
early-month  reports. 

Figure  17-12  shows  the  monthly  net  sales,  selling  expense,  and  pre-tax 
profit  for  Division  B.  It  will  be  noted  that  net  sales  are  under  budget 
while  selling  expense  is  well  above  budget.  The  resulting  poor  profit 
performance  is  readily  apparent  in  Figure  17- 12c. 
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Fig.  17-12.  Monthly  performance  of  Division  B,  Group  I,  first  three  months. 

Inquiry  revealed  a  decision,  made  at  the  division  level  and  approved 
by  the  group  vice  president,  to  exceed  budgeted  advertising  and  promo- 
tional expenditures  for  the  months  in  question  in  order  to  create  a 
receptive  market  for  a  new  product  line.  The  decision,  based  on  budget 
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Fig.  17-13.  Monthly  net  sales  of  Division  B,  Group  I,  first  seven  months. 
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150 

125 

100 

75 

1 

CO  CO 

BUDGET^ 

^ 

^^ 

^^^ 

'^•** 

B 

/'. 

^ 

'""' 

^^.^ 

/ 
/ 

■^— ^ 

=  § 

A 

" 

ffe 

' 

50 

U 

JFMAMJJASOND 
MONTH 
Fig.  17-15.  Monthly  pre-tax  profit,  Division  B,  Group  I,  first  seven  months. 

flexibility  to  take  advantage  of  sudden  opportunity,  was  aimed  at  pro- 
ducing above-standard  sales  and  profit  performance  in  the  months  ahead. 
Top  management  evaluation  of  the  arguments  made  in  defense  of  the 
above-budget  expenditures  showed  them  to  be  sound.  Permitted  to  follow 
its  course  of  action,  by  midyear  Division  B  had  brought  its  selling  ex- 
penses back  toward  standards  and  produced  the  results  shown  in  Figures 
17-13  to  17-15. 

Dangers  Inherent  in  Above-standard  Variations 

Variances  in  sales  and  profit  above  standard  as  well  as  below  warrant 
examination.  Barring  unexpected  opportunity,  which  should  be  called 
to  top  management's  attention  for  reexamination  of  budgets,  sales  varia- 
tions above  standard  reflect  either  poor  market  forecasting  or  something 
amiss  in  seasonal  patterns. 

For  instance,  through  overaggressiveness  during  a  midwinter  sales  cam- 
paign. Division  H,  Group  I,  produced  sales  which  were  almost  double 
the  budget  amount  for  the  first  quarter.  The  division's  pre-tax  profit  was 
also  well  above  budget  for  the  same  period.  However,  such  record  per- 
formance was  short-lived.  Prompt  inquiry  and  evaluation  would  have 
shown  that  first-quarter  sales  were  being  made  at  the  expense  of  sales  in 
the  following  months.  Referring  to  Figures  17-16  and  17-17,  it  can  be  seen 
that  sales  fell  off  drastically  after  the  first  quarter,  with  a  corresponding 
adverse  effect  on  profit. 
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Fig.  17-16.  Monthly  net  sales,  Division  H,  Group  II. 
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Fig.  17-17.  Monthly  pre-tax  profit,  Division  H,  Group  II. 

The  effect  of  Division  H's  performance  on  the  entire  group  can  be  seen 
in  Figures  17-18  and  17-19.  Monthly  pre-tax  profit  of  the  group  was  well 
over  budget  for  the  first  quarter,  but  by  July,  the  group's  pre-tax  profit 
had  dropped  to  26.6  per  cent  below  standard.  The  cumulative  effect  can 
be  further  evaluated  on  the  basis  of  annualized  figures  for  the  period. 
Taken  together,  the  two  charts  indicate  that  above-average  effort  will  be 
required  of  all  divisions  in  Group  II  for  the  remainder  of  the  year  to 
reverse  the  downward  trend  and  keep  the  group  from  falling  below  its 
budgeted  return  on  investment. 
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Fig.  17-18.  Group  II  monthly  pre-tax  profit. 
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Fig.  17-19.  Group  II  year-to-date  pre-tax  profit,  annualized. 


STARTING  CORRECTIVE  ACTION 

As  previously  stated,  spotting  variations  is  a  primary  responsibility 
of  line  management.  Similarly,  corrective  action  is  the  line  manager's 
responsibility,  with  staff  guidance  called  for  only  when  needed. 

It  is  for  this  reason  that  top  management  at  Sun  Chemical  is  normally 
provided  only  with  reports  on  sales  and  profits  of  its  various  groups. 
Detailed  division  reports  on  sales,  profit  before  taxes,  cost  of  goods,  selling 
expenses,  and  the  like,  go  only  to  the  group  management  concerned, 
except  when  a  critical  group  variance  from  standards  requires  top  man- 
agement examination  of  the  causes.  Similarly,  branches  and  each  lower 
management  level  report  only  to  the  control  point  above  them. 

This  prevents  overeager  staff  members  from  assuming  a  dominant 
role  in  both  planning  and  operations.  The  underlying  purpose  of  stand- 
ards is  to  permit  orderly  delegation  of  responsibility  for  and  measurement 
of  performance. 

In  a  complex  business,  many  activities  must  proceed  without  waiting 
for  top  management  decision  or  guidance.  Measurement  against  estab- 
lished standards  is  concerned  primarily  with  appraising  current  progress 
to  see  if  line  operations  are  operating  effectively  and  reviewing  completed 
projects  as  a  means  for  evaluating  performance  and  establishing  bases 
for  setting  standards  for  future  operations. 

Failure  to  meet  objectives  beyond  a  reasonable  period  requires  careful 
evaluation  of  the  manager  concerned.  The  first  step  is  to  make  sure  that 
the  objectives  are  clearly  understood.  If  variances  continue,  the  manager 
should  be  appraised  on  the  following: 

1.    Personal  performance 
a.  Knowledge  of  his  field 
h.  Up-to-date  knowledge  of  his  market 

c.  Acceptance  of  responsibility 

d.  Delegation  of  both  responsibility  and  authority 
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e.   Attitude  toward  budgets,  which  represent  goals  to  be  achieved 
through  correct  use  of  money,  rather  than  licenses  for  spending 

2.  Relations  with  others 

a.  Ability  to  judge  others 

h.  Promoting  teamwork 

c.   Ability  to  express  ideas  clearly 

3.  Character  qualities 
a.  Intelligence 

h.  Integrity 

c.  Drive 

d.  Perseverance 

e.  Ambition 

/.    Cooperation 

g.  Moral  and  civic  responsibility,  which  is  a  key  to  basic  attitudes 
It  is  highly  important  that  goals  be  understood  and  accepted.  This  is 
much  more  important  than  keeping  a  tight  rein  at  all  times  on  the 
day-to-day  activities  aimed  at  achieving  these  goals.  This  will  be  accom- 
plished more  efficiently  if: 

1.  Goals  are  properly  identified  with  individual  responsibility 

2.  Objectives  are  agreed  to  by  the  person  responsible  for  carrying 
them  out 

3.  Control  procedures  require  only  a  limited  amount  of  executive  time 
As  long  as  operations  progress  according  to  plans,  there  is  no  need  for 

staff  inquiry  or  interference.  It  is  only  when  pronounced  or  prolonged 
exceptions  are  manifest  that  top  management  attention  is  needed. 

Once  a  policy  is  set  and  understood,  corrective  action  should  become 
automatic.  It  is  incumbent  upon  top  management  in  initiating  a  control 
program  to  provide  certain  bench  marks  for  corrective  action.  Broadly 
speaking,  these  might  include  the  following  actions,  either  singly  or  in 
indicated  combinations. 

1.  Adjustments  to  reduce  costs  and  to  increase  share  of  market.  Ways 
of  overcoming  increased  costs  of  material  and  labor  must  be  sought  con- 
stantly. Equal  effort  must  be  applied  to  reducing  costs  arising  out  of  in- 
efficient facilities  and  equipment.  Repair  and  maintenance  must  be 
carefully  weighed  along  with  new  capital  outlays  against  operating  goals. 
The  industrial  engineer  may  be  brought  in  to  provide  expert  advice. 
The  good  manager  will  attempt  to  make  performance  conform  to  forecasts 
rather  than  adjust  forecasts  to  take  into  account  changing  conditions 
which  might  have  been  anticipated. 

Sales  effort  must  be  devoted  to  reaching  established  goals  despite 
changing  market  conditions  in  preference  to  cutting  back  objectives. 
Sometimes  it  is  wiser  to  increase  selling  expenses  to  achieve  volume 
objectives  than  to  cut  costs  because  sales  goals  have  not  been  reached. 


396  MEASUREMENT  AND  CONTROL 

2.  Modification  of  objectives  and  plans  where  necessary.  Goals  and 
plans  for  reaching  them  usually  require  some  revision  during  the  year. 
Revisions  are  dictated  by  the  impact  of  external  forces  which  could  not  be 
reasonably  foreseen.  Revision  may  be  either  up  or  down.  If  results  are 
substantially  above  standard,  the  reasons  should  be  thoroughly  studied 
and  used  to  establish  new  standards. 

3.  Provision  of  positive  motivation.  If  performance  is  to  conform  to 
plans,  some  positive  push  is  often  needed.  Motivation  of  subordinates 
should  be  carefully  studied  and  kept  in  adequate  balance.  Provision  of 
stronger  incentives  than  are  necessary  not  only  is  wasteful,  but  tends  to 
lessen  their  effectiveness  at  a  later  time. 

4.  Reviewing  the  direction  given  subordinates.  Good  communication 
remains  a  major  problem  in  modern  business.  Direction  must  be  given 
in  frames  of  reference  used  by  the  listener.  Quite  frequently,  a  subordi- 
nate's interpretation  of  words  differs  from  that  of  his  superior.  Hence 
managers  need  to  review  frequently  with  subordinates  what  is  wanted 
and  how  it  is  to  be  obtained. 

5.  Periodic  evaluation  of  the  qualifications  and  training  of  subordinates. 
It  is  the  manager's  primary  responsibility  to  see  that  each  employee 
reporting  to  him  is  trained  and  guided  to  do  the  best  job  he  is  capable 
of  doing  and  that  each  employee  is  put  into  the  job  that  he  can  do  best. 


CONCLUSION 

The  American  economic  system  is  a  profit-and-loss  system.  Competition 
and  the  increased  complexity  of  business  force  modern  management  to  put 
more  emphasis  on  profit  planning.  A  period  of  continuous  profit  points 
toward  growth;  inadequate  profit  is  the  road  to  oblivion.  Top  manage- 
ment cannot  be  truly  effective  unless  it  plans  realistically  and  sees  that 
profit  performance  conforms  as  closely  as  possible  to  plans. 

Evaluation  and  measurement  show  whether  objectives  were  soundly 
conceived  and  if  personnel  was  efficiently  directed.  Every  operation,  prop- 
erly evaluated,  forms  the  basis  for  more  successful  operations  in  the  future. 
Periodic  checks  help  determine  if  corrective  action  or  alteration  of 
plans  is  necessary.  Projection  of  final  results  provides  a  starting  point 
for  setting  next  year's  goals. 


Edmund  F.  Ball 
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Edmund  F.  Ball  joined  the  Ball  Brothers  Company  in  ipiS.  He  has 
been  associated  with  the  company  continuously  since  then— except  for 
the  time  he  spent  in  the  army  during  World  War  II — and  has  held 
a  variety  of  positions. 

Following  eight  years  of  rigorous  and  intensive  management  train- 
ing, Mr.  Ball  was  chosen  glass  factories  manager.  In  1940,  after  four 
years  in  this  capacity,  he  rose  to  his  first  general  executive  position 
when  he  was  named  vice  president  in  charge  of  glass  operations. 

Mr.  Ball  was  serving  in  that  capacity  in  mid-ip^i  when  the  army 
called  him  to  active  duty  as  a  reserve  lieutenant.  He  served  for  the  next 
forty-five  months  at  various  Air  Corps  installations  throughout  the 
country,  in  the  War  Department,  and  then  overseas  in  the  European- 
Mediterranean  Theater  as  a  staff  officer  with  the  Fifth  Army.  During 
part  of  this  time,  he  was  named  aide  to  General  Mark  Clark,  one  of 
World  War  IFs  best-known  military  commanders. 

On  cessation  of  hostilities,  Mr.  Ball  returned  to  his  firm.  Shortly 
thereafter,  the  board  of  directors  named  him  executive  vice  president 
in  charge  of  all  activities  within  the  company.  In  ip^S,  he  became 
president,  and  eight  years  later,  in  ipyS,  he  assumed  the  additional 
responsibilities  of  chairman  of  the  board.  As  a  youth,  Edmund  Ball 
attended  the  Asheville  School  for  Boys  in  Asheville,  North  Carolina. 
He  then  continued  his  education,  first  at  Indiana's  Wabash  College, 
and  later  on  at  Yale  University.  He  holds  a  Ph.B.  degree  from  Yale, 
class  of  1^28.  Mr.  Ball  serves  on  the  board  of  directors  of  a  number  of 
companies  including  the  Borg-Warner  Corporation;  the  Merchants' 
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Additionally,  he  serves  as  president  of  the  board  of  trustees  of  Ball 
Memorial  Hospital.  Muncie,  Indiana;  as  a  trustee  of  Wabash  College, 
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Crawjordsville,  Indiana,  and  of  the  Asheville  School  jor  Boys  in  Ashe- 
ville,  North  Carolina. 

He  is  a  past  grand  commander  of  the  Knights  Templar  of  Indiana, 
national  treasurer  of  that  organization,  treasurer  of  the  Knights  Tem- 
plar Eye  Foundation,  a  past  president  of  the  Glass  Container  Manu- 
facturers' Institute,  and  a  member  of  Rotary,  the  American  Legion, 
the  National  Association  of  Manufacturers,  and  a  number  of  other 
business  and  management  groups.  He  belongs  to  the  Columbia  Club 
in  Indianapolis,  Indiana,  and  the  Yale  Club  in  New  York  City. 

In  spite  of  a  heavy  business,  trade,  and  public  affairs  schedule, 
Edmund  Ball  has  found  time  to  become  an  author.  His  semiauto- 
biographical  book.  Staff  Officer,  was  published  in  ip^S.  It  recounts 
Mr.  Ball's  varied  experiences  while  working  closely  with  General  Mark 
Clark  in  the  Fifth  Army. 

March,   i960 


CHAPTER     18 


Top  Management's  Use  of 
Measurements  and  Controls 


The  measurements,  evaluations,  and  controls  that  can  be  used  by  top 
management  are  infinite-as  many  and  as  different  as  the  points  of  vie^v 
from  which  the  results  may  be  examined.  In  a  free  economy,  the  objective 
of  any  business  is,  of  course,  profit;  but  the  criteria  of  success  as  to  how 
much  or  how  little,  or  how  achieved,  will  vary  with  each  particular 
situation.  Governmental  organizations  or  not-for-profit  institutions  have 
objectives  and  goals,  and  judgment  as  to  success  or  failure  in  their 
achievement  may  be,  again,  as  divergent  as  individual  thought. 

The  objectives  and  goals  of  any  specific  undertaking  should  be  es- 
sentially the  same  from  any  point  of  view.  There  may  be,  however,  quite 
different  opinions,  both  inside  and  outside  the  organization,  concerning 
the  specific  signposts  that  indicate  that  the  proper  courses  are  being 
followed  and  that  satisfactory  results  are  achieved.  For  instance,  the 
stockholder  expects  maximum  return  on  and  growth  of  his  investment: 
the  employee  wants  maximum  wages,  security,  and  good  working  condi- 
tions; a  departmental  manager  may  strive  for  quite  different  objectives 
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than  top  management;  the  banker  seeks  soundness  and  Hquidity;  the 
customer  demands  quality,  price,  and  service.  Some  measurements  may 
be  diametrically  opposed  and  yet  each  be  a  valid  basis  on  which  to  judge 
a  result. 

The  government,  with  its  tax  policies,  tariffs,  trade  regulations,  require- 
ments as  to  employment,  labor  conditions,  and  a  myriad  other  checks  and 
controls,  injects  its  heavy  influence.  Even  public  opinion  plays  its  part  in 
judging  the  performance  of  a  business  in  the  community  or  nation— 
whether  it's  a  good  citizen,  produces  useful  products,  enjoys  a  reputation 
for  integrity  and  honesty  in  dealings,  or  attracts  good  people  to  the  com- 
munity. 

Top  Management's  Role  as  a  Catalyst  c     '  r 

These  are  all  points  of  view  which  top  management  must  reconcile  and 
evaluate  as  it  proceeds  with  its  delicate  task  of  establishing  balances 
between  the  various  forces  that  motivate  an  enterprise.  All  these  factors 
and  many  more  must  be  considered  as  management  seeks  to  establish 
means  of  measuring  and  evaluating  its  own  performance  and  that  of  its 
organization. 

The  perfect  manager  would  need  to  be  all  things  to  all  men.  If  it  were 
within  his  power  to  produce  high  returns  on  low  investment,  pay  high 
wages,  sell  his  products  or  services  at  low  prices,  satisfy  all  regulatory 
governmental  agencies  and  laws,  and  at  the  same  time  be  a  good  citizen 
and  a  good  fellow— then  he  would  have  achieved  the  ultimate. 

Quite  obviously,  he  cannot  do  all  these  things.  His  task,  therefore, 
must  be  that  of  the  catalyst  speeding  up  the  process  of  achieving  a 
proper  balance  between  these  forces.  He  must  be  the  compromiser  recon- 
ciling varying  points  of  view;  the  wise  counselor  guiding  his  company 
toward  proper  goals  and  objectives;  and  the  dynamic  force  that  will 
produce  results  without  bogging  down  in  the  morass  of  complicated 
detail  that  might  make  management  a  hopelessly  floundering  task. 

Increasing  Complexity  of  Top  Management's  Function 

Simply  stated,  it  is  the  function  of  management  to  guide  and  direct  the 
activities  of  others.  A  very  few  decades  ago,  most  companies  were  highly 
centralized.  A  few  top  executives  managed,  and  major  decisions  were 
based  on  their  personal  judgment,  experience,  and  knowledge  accumu- 
lated over  the  years  in  building  up  what  were  essentially  their  own  busi- 
nesses. Their  standards  for  measuring  success  or  failure  were  based  on 
what,  in  their  opinion,  constituted  a  good  or  a  bad  performance.  The 
chief  executive  carried  his  measurements  in  his  head  or  in  his  "little  black 
book."  His  own  native  shrewdness,  experience,  hunches,  and  knowledge 
of  his  operation  gave  him  sufficient  bench  marks  to  judge  the  good  from 
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the  bad.  Rules  of  thumb  were  the  criteria,  and  most  of  them  were  good 
ones,  too. 

The  five  brothers  who  founded  our  company  back  in  1885  would  have 
looked  with  suspicion  upon  "cost  of  capital  concepts,"  "investors'  methods 
of  project  evaluation,"  ratio  studies,  and  return-on-investment  formulas. 
But  they  knew  how  to  run  a  successful  business. 

Frank  C.  Ball,  the  first  president  of  our  company,  in  his  Memoirs, 
states  the  formula  for  success  quite  simply.  In  commenting  on  the  sale  of 
the  brothers'  first  successful  glass  product— a  tin-jacketed  glass  kerosene 
can— he  said  that  they  became  very  popular  and  displaced  other  types  of 
oil  cans  and  that  "good  quality  and  low  prices  enabled  us  to  take  a  large 
part  of  this  business."  Those  were  all  the  bench  marks  and  controls  they 
needed  in  those  days. 

Since  then,  however,  the  complexity  and  competitiveness  of  modern 
business  have  brought  about  a  complete  change  in  the  concept  of  man- 
agement and  how  it  should  function.  In  the  beginning  of  the  free-enter- 
prise system  in  this  country,  a  business  could  be  built  and  successfully 
operated  by  private  initiative  and  rugged  individualism.  AVe  have,  how- 
ever, traveled  a  long  path  from  those  days  when  an  individual  entrepre- 
neur could  conceive,  build,  manage,  operate  his  business,  make  the  sales, 
collect  the  money,  pay  his  employees,  and  make  the  decisions  concerning 
his  operation  without  too  much  concern  for  regulations,  controls,  and 
outside  considerations  such  as  exist  today. 

Now  each  enterprise  touches  and  affects  numerous  facets  of  our 
economic  life.  Individuals  as  well  as  organizations  have  become  more 
interdependent  upon  each  other.  Laws  have  been  evolved  to  regulate  our 
economy.  Governing  bodies  have  been  instituted  to  see  that  these  laws 
and  regulations  are  obeyed.  Trade  associations  have  been  set  up  for  the 
exchange  of  technical  data  and  experiences  that  will  be  helpful  to  the 
improvement  of  the  arts.  Trade  and  labor  unions  have  grown  in  po^\-er 
and  exercise  their  influence  over  the  results  of  management. 

The  complexity  of  modern  management  has  forced  the  head  of  a 
large  business  enterprise,  just  as  the  general  of  an  army,  to  delegate  re- 
sponsibilities to  others  to  produce  results.  His  success  is  determined  by 
the  abilities  of  the  people  under  his  direction.  Their  errors  become  his 
errors,  and  their  successes  his  successes.  The  success  or  failure  of  the 
enterprise  hinges  upon  the  composite  decisions  of  many. 

Management's  functions  are  now  more  complex  than  they  were  four 
decades  ago.  By  the  same  token  they  will  be  much  more  complicated  in 
another  decade  or  two.  It  would  be  difficult  even  today  for  five  congenial 
brothers  to  sit  down  and  arrive  at  a  quick  decision  on  an  important 
matter.  A  few  years  from  now,  a  network  of  management  teams  and 
committees  could  easily  bog  down  in  a  morass  of  detail  without  proce- 
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dures  for  reaching  quick  decisions.  It  will  become  increasingly  important 
for  management  to  avoid  a  slowing  down  of  its  process  as  a  result  of  these 
increased  problems.  "Corporate  agility,"  as  one  writer  has  termed  it, 
must  be  achieved  to  cope  with  the  fast-moving  and  ever-changing  face 
of  the  future. 


BENCH  MARKS  FOR  TOP  MANAGEMENT 

To  maintain  such  corporate  agility  top  management  needs  measure- 
ments which  provide  a  quick  and  realistic  picture  of  what  is  being  ac- 
complished by  an  organization,  or  by  an  individual  manager,  toward  the 
achievement  of  objectives  and  to  assist  in  the  evaluation  of  performance. 
Management  needs  certain  bench  marks,  signposts,  and  danger  signals 
which  are  easily  and  quickly  discernible  without  reference  to  a  great  mass 
of  detail.  If  dangers  are  indicated,  specific  detail  should  be  called  for 
and  studied.  For  instance,  a  danger  signal  for  a  particular  phase  of  our 
business  might  be  as  simple  as  an  unfavorable  report  of  home-canning- 
supply  sales  in  a  territory  reporting  excellent  fruit  and  vegetable  crops. 

Definitely,  a  measurement  implies  a  standard  of  some  sort  which  may 
be  either  favorable  or  critical— a  comparison  with  something  else  of 
equal  value  or  simply  a  basis  for  judgment  of  performance.  In  mathe- 
matical terms,  measurement  is  a  standard  of  comparison  with  other  given 
quantities  or  factors  or  some  multiple  of  them. 

Control  implies  the  exercise  of  direction,  restraint,  or  influence  over 
an  individual,  an  organization,  or  a  function.  The  combination  of 
measurement  and  control  by  top  management  implies  the  use  of  factors 
that  are  precise  enough  to  evaluate  by  comparison  with  something  else, 
and  yet  they  must  be  tempered  by  judgment  and  reason  so  that  they  do 
not  become  merely  restrictive.  These  measurements  and  controls  should 
rather  become  exciting  challenges  to  surpass— like  beating  par  in  golf,  or 
producing  a  better  product  than  a  competitor. 

No  standards,  evaluations,  or  controls  for  top  management  should 
ever  become  so  formalized  and  mechanized  that  judgment,  experience, 
and  the  rule  of  reason  cannot  be  applied  even  to  the  point  of  overruling 
a  decision  based  on  some  predetermined  standard.  A  quotation  from  a 
catalogue  published  in  1907  by  one  of  the  leading  manufacturers  of 
instruments  and  measuring  devices  would  seem  to  sum  the  whole  thing 
up  in  a  rather  concise  statement.  It  reads  as  follows: 

Our  guarantees  of  accuracy  of  our  apparatus  are  conservative.  Nothing  remains 
permanent,  and  the  best  of  standards  are  not  absolute.  We  therefore  think  it 
best  to  allow  safe  factors,  and  it  will  be  found  that  almost  invariably  our  adjust- 
ments are  much  better  than  our  guarantees. 
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No  Standard  of  measurement  should  ever  remain  permanent  or  absolute, 
and  no  ratio,  comparison,  or  formula  should  ever  be  substituted  entirely 
for  management  judgment. 

Criteria  of  a  Useful  Bench  Mark 

Each  factor  considered  as  a  standard  of  measurement  should  meet  two 
criteria:  (i)  it  must  assist  management  in  making  a  business  decision; 
and  (2)  it  must  provide  for  a  comparison  on  which  to  base  sound  opinion 
or  judgment.  Extraneous  matters  or  details  which  only  tend  to  confuse, 
delay,  or  distort  evaluations  of  performance  should  be  avoided. 

Top  management  ought  not  to  burden  itself  with  analyzing  the  re- 
liability and  validity  of  each  measurement.  That  responsibility  must  be 
assumed  by  staff  personnel.  Each  evaluating  measurement  should  contain 
information  which  will  enable  top  management  to  evaluate  some  or  all 
of  the  following: 

1.  Effect  on  short-range  operations  of  the  institution 

2.  Effect  on  long-range  plans  and  projections  for  future  development 

3.  Economic  worth 

4.  Costs  and  expenditures  required 

5.  Return  on  the  investment 

6.  Effect  on  customer  relations 

7.  Impact  on  public  and  labor  relations 

8.  Effect  of  governmental  and  legal  influences 

There  are  many  types  of  composite  charts  that  could  be  developed 
and  used  in  a  general  way  as  simple  guideposts  or  controls  for  manage- 
ment. Obviously,  it  is  not  possible  to  set  up  one  that  is  universal. 

To  illustrate  the  point  that  there  are  many  types  that  can  be  success- 
fully used  and  to  demonstrate  that  this  sort  of  treatment  can  be  applied 
to  various  kinds  of  ventures,  three  quite  different  enterprises  ^vith  which 
the  author  has  had  experience  are  used  as  examples: 

1.  A  hospital 

2.  A  bank 

3.  A  business 

A  HOSPITAL 

Some  standards  which  may  be  used  by  the  top  management  of  hospitals 
for  determining  at  a  glance  the  over-all  effectiveness  of  the  institution 
are  indicated  in  Table  18-1.  Some  of  these  standards  can  be  calculated 
exactly  (such  as  the  autopsy  rate);  others  have  to  be  judged  and  measured 
from  experience  (such  as  medical-staff  attitude). 

The  standards  shown  are  those  used  in  a  community  hospital  and  may 
be  somewhat  different  from  those  in  another  institution.  However,  en- 
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lighted  administration   can   quickly  determine  standards  which   should 
apply  to  its  own  institution. 

Table  18-1.  Top  Management's  Bench  Marks  for  a  Hypothetical  Community  Hospital 


Factor 

Problem  indicated 

Satisfactory 

Financial 

Income    

Less  than  budget 

Equal  to  or  more  than  budget 

Expenses         

More  than  budget 

Less   than   one   month's 

Equal  to  or  less  than  budget 
One  month's  expenses 

Cash  position    

ex- 

penses;  unable  to  take  dis- 

counts 

Cost  per  patient  day  .... 

Above  national  average 

Average                          ; 

Percentage   of   collections 

Less  than  93% 

Over  95%                         '' 

Accounts  payable 

Unable  to  take  discounts 
Performance 

Takes  all  discounts 

Per    cent    bed    occupancy 

(in  any  department)   . . 

Less  than  75^0  or  over  100% 

80-95%                               _ 

Institutional   deaths    .... 

Above  4% 

Below  3.5% 

Infections 

Above  2% 

Below  2% 

Autopsies   

Below  30%, 

Above  30%                        ■ 

Consultations    

Below  15% 

Above  15% 

Complications 

Above  4%, 

Below  4% 

Caesarians    

Above  4%  of  births 

Below  4%  of  births 

Tubal  ligations 

Above  2%  of  births 

Below  2%  of  births 

Mortality  rate  (births)    .  . 

Above  2%  of  births 

Below  2%  of  births 

Medical-staff  meeting 

attendance   

Below  75% 

Above  75% 

Board  of  directors  meet- 

ing attendance   

Below  75% 

Above  75% 

Adequate  nursing  service 

Below    3.0    R.N.    hours 

per 

Above  3.0   R.N.   hours   per 

patient 

patient 

Public  opinion 

Response  to  drive  and  solicitations 

Support  from  community  and  service  clubs 

Auxiliary  activities 

Employee  attitude 

Medical-staff  attitude,  opinions,  cooperation 

Letters  from  patients,  complimentary,  critical 

Patient  waiting  list 


The  chart  presents  bench  marks  under  three  categories— financial,  per- 
formance, and  public  opinion.  A  hospital  which  is  financially  solvent  and 
which  measures  up  to  the  standard  of  performance  usually  enjoys  good 
public  relations.  Certainly  the  hospital  cannot  expect  a  good  public 
opinion  unless  performance  is  up  to  standard,  and  performance  can 
certainly  be  affected  by  lack  of  funds.  Thus  the  foundation  of  good 
hospital  administration,  as  in  any  other  business,  is  financial  solvency. 
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From  this  base,  performance  can  be  attained  and  public  opinion  solidified 
in  support  of  the  institution. 


A  BANK 

To  be  significant,  ratio  comparisons  in  commercial  banking,  as  in  all 
types  of  operations,  must  be  evaluated  in  connection  with  the  specific 
institution  under  scrutiny.  Our  medium-sized  county-seat  institutions  may 
have  quite  a  different  set  of  standards  from  big  city  banking,  and  yet 
both  may  be  equally  sound.  For  example,  a  desirable  liquidity  factor 
(cash,  due  from  banks  and  government  bonds)  would  vary  according  to 
(i)  the  proportion  of  demand  and  time  deposits  in  the  bank,  and  (2) 
whether  its  deposit  liabilities  included  a  large  amount  of  correspondent 
bank  balances  (due  to  banks)  or  other  demand  deposits  of  a  volatile 
nature. 

It  is  obvious  that  the  loan  ratios  determine  the  proportion  of  assets 
carried  in  the  bond  accounts.  The  amounts  carried  in  loans  and  discounts, 
mortgage  loans,  consumer  credit,  and  the  like,  will  depend  on  local 
demand,  policy  of  management,  competition,  and  in  the  case  of  mortgage 
loans,  the  proportion  of  time  to  demand  deposits  in  the  liabilities.  Simi- 
larly, the  spread  of  maturities  in  the  bond  accounts  is  influenced  bv  the 
differences  in  liabilities  mentioned  above,  which  is  also  true  to  a  lesser 
extent  of  the  diversification  of  securities  carried. 

The  ratio  of  fixed  assets  to  invested  capital  is  another  time-honored 
yardstick  (the  former  should  not,  it  is  said,  exceed  the  latter).  The  earn- 
ings and  dividend  record  of  the  bank  is,  of  course,  highly  important,  but 
here  again,  unless  the  data  are  homogeneous,  meaningful  comparisons 
cannot  be  made. 

Other  significant  ratios  are  not  "spelled  out"  here  because  of  the  con- 
flict in  current  opinion  about  them.  The  ratio  of  invested  capital  to  total 
deposit  liabilities  is  one  example.  A  generation  ago  the  rule  of  thumb 
was  a  ratio  of  one  to  ten— a  measure  no  longer  valid.  It  is  now  generally 
agreed  that  there  is  no  single  factor  that  adequately  gives  a  relation  to 
deposit  liabilities. 

The  above  remarks  apply  mainly  to  balance-sheet  items.  The  operating 
statement— earnings  and  expenses— is  subject  to  similarly  brief  but  effec- 
tive scrutiny. 

Again,  the  setup  of  the  particular  bank  must  be  kept  in  mind.  A  bank 
with  a  large  trust  department  will  have  a  large  salary  account  and  should 
show  correspondingly  large  income  from  fees.  One  whose  business  is 
predominantly  commercial  in  character  (heavily  weighted  with  demand 
deposits)  will  also  have  a  large  salary  outgo,  while  the  institution  with 
large  time  deposits  will  spend  less  for  salaries  but  more  in  interest  paid. 
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Growth  Indicators 

Trends  are,  of  course,  important  and  should  not  be  overlooked  as 
valuable  measuring  devices.  The  number  of  commercial,  savings,  and 
trust  accounts  should  be  frequently  checked  and  compared  with  past 
records  and  competing  institutions,  as  well  as  with  area  and  national 
trends.  The  total  number  of  customers  is  another  important  criterion 
and  should  show  favorable  trends  in  relation  to  community  and  area 
growth  of  population  and  potentials. 

A  bank,  because  it  is  an  institution  touching  many  facets  of  a  com- 
munity, should  be  interested  in— and  see  that  its  personnel  participate 
in— all  sorts  of  worthwhile  community  activities,  in  order  to  broaden 
contacts  and  to  improve  its  public  relations.  These  factors  can  easily  be 
charted,  and  records  kept,  but  generally  it  probably  will  be  sufficient 
simply  to  make  periodic  reviews  of  these  evaluating  points. 

Above  all,  the  true  measurement  of  the  management  will  be  reflected 
in  the  quality  of  the  assets,  the  control  of  expenses,  the  minimization  of 
losses,  and  a  robust  earnings  and  dividend  record. 

Table  18-2  lists  some  important  indicators  of  the  soundness  of  a  bank's 
investment  policies.  j 

Table  18-2.  Top  Management's  Bench  Marks  for  a  Hypothetical  Bank 
(Financial  investment  policy) 


Factor 


Cash,  due  from  banks  and 
government  bonds,  as  a 
per  cent  of  deposits  .... 

Loans,  as  a  per  cent  of  de- 
posits   

Loans  to  invested  capital, 

ratio    

Bond  maturities: 

5  years  or  less 

6  years  to  10  years  

10  years  and  over 

Bond   diversification: 

U.S.     government     obliga- 
tions     

Municipal,  state,  county  .  . 
Others 

Earnings: 

On  invested  capital 

Paid-in   dividends    

Retained  earnings   


Problem  indicated 


Below  40%,  above  65% 
Below  25%,  above  60% 
Above  7  to  1 


Below  50% 
Above  40% 
Above  20% 


Below  65% 
Above  35% 
Above  15% 


Below   107o  after  taxes 
Above  50%  earnings 
Below  40% 


Satisfactory 


50  to  60% 
30  to  50% 
5  or  6  to  I 


60% 
30% 
10% 


70  to  75% 

20% 

5  to  10% 


15% 

50%   of  earnings 

50% 
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A  BUSINESS 

For  the  purpose  of  easy  treatment,  some  of  the  controls,  measurements, 
or  bench  marks  which  might  be  used  by  the  top  management  of  a 
business  enterprise  are  discussed  under  the  following  headings: 

1.  Financial 

2.  Marketing 

3.  Industrial  relations 

4.  Public  relations 

5.  Governmental  relations 

The  bench  marks  discussed  under  each  of  these  headings  do  not,  of 
course,  have  universal  application.  No  one  set  of  measurements  and 
controls  will  cover  the  requirements  for  every  business  enterprise. 
However,  through  the  use  of  carefully  selected  bench  marks  in  each  of 
these  areas— bench  marks  tailored  to  the  requirements  of  the  particular 
firm— top  management  will  be  much  better  prepared  to  make  the  de- 
cisions required  to  keep  a  company  on  a  successful  and  profitable  path. 

Financial  Bench  Marks 

The  foundation  of  all  financial  planning  is  the  five-year  forecast.  This 
forecast  of  sales,  earnings,  investments,  and  cash  flows— although  difficult 
to  make  and  frequently  inaccurate— indicates  to  top  management  the 
direction  in  which  the  firm  is  heading.  If  the  projected  results  are  not 
satisfactory,  now  is  the  time  to  develop  a  new  program,  not  five  years 
hence.  Against  this  kind  of  background,  the  annual  forecast  and  other 
financial  bench  marks  take  on  real  meaning. 

Return  on  Investment.  Both  the  forecast  and  actual  operations  must  be 
compared  against  a  financial  par.  The  most  commonly  used  financial  tool 
to  measure  a  company's  progress  is  its  return  on  investment,  i.e.,  net 
profits  after  taxes  to  equity  or  net  worth.  This  return  on  investment 
measures  the  progress  of  the  company  from  year  to  year  in  terms  of  the 
yield  on  the  historical  equity  invested  by  the  stockholders. 

It  is  rather  generally  accepted  that  the  typical  manufacturing  enterprise 
should  average  12  to  15  per  cent  profit,  after  taxes,  on  net  worth.  By 
using  this  tool,  one  establishes  an  absolute  par  against  which  one's  opera- 
tions can  be  compared.  The  same  tool  can  also  be  used  to  compare  the 
company's  progress  with  the  results  attained  by  managements  in  other 
corporations. 

When  using  return  on  equity  as  a  measure  of  progress,  one  must  recog- 
nize that  the  rate  of  return  is  a  function  of  capital  structure  as  ^vell  as 
of  operations.  A  company  with  a  large  debt  structure  will  yield  a  higher 
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return  on  equity  with  a  given  profit  than  a  company  with  no  debt  struc- 
ture. On  the  other  hand,  the  company  with  the  heavy  debt  structure 
would  also  show  a  larger  relative  loss  during  periods  of  adversity.  Increas- 
ing the  debt  increases  the  potential  return  and,  from  the  stockholders' 
viewpoint,  increases  the  potential  hazards. 

Stockholders'  Reactions  as  Bench  Marks.  Management  must  measure  its 
progress  also  in  terms  of  stockholders'  reactions,  for  the  stockholder  is  the 
final  arbiter.  These  reactions  may  be  measured  by  comparing  the  present 
and  historical  price  per  share  with  (i)  the  earnings  per  share,  (2)  the 
dividends  per  share,  and  (3)  the  book  value  per  share.  These  ratios  can 
then  be  compared  with  the  ratios  of  competitors  and  also  with  the  ratios 
being  achieved  in  other  industries. 

Such  ratios  represent  the  stockholders'  return  on  their  personal  invest- 
ments. The  future  trend  of  these  ratios  is  much  more  important  to  the 
stockholders  than  the  net  profits  after  taxes  on  balance-sheet  equity. 
For  this  reason,  top  management,  when  considering  financial  plans,  must 
always  consider  the  impact  on  earnings,  dividends,  and  book  value  per 
share. 

The  Cost  of  Capital.  For  example,  the  price  of  a  company's  stock  is 
of  more  than  passing  significance  to  top  management.  The  price  affects 
the  cost  of  capital  and,  hence,  affects  the  management's  choice  of  stock 
or  debt,  if  new  money  is  required,  as  well  as  the  rate  of  growth  that  can 
be  carried  out  by  the  company.  A  high  price-earnings  ratio  means  that 
fewer  shares  need  be  sold  to  obtain  a  given  amount  of  new  capital.  In 
brief,  the  higher  the  price  of  the  stock,  the  lower  the  cost  of  capital  to  the 
company.  A  company  with  a  low  cost  of  capital  doesn't  have  to  earn  as 
high  a  rate  of  return  on  new  investment  as  companies  with  high  capital 
costs.  As  a  result,  companies  with  low  capital  costs  can  grow  more  rapidly 
than  those  with  high  capital  costs. 

Commonly,  the  cost  of  capital  is  ascertained  by  a  weighted  average  of 
the  yield  of  bonds,  preferred  stock,  and  common  stock.  It  is  obvious, 
then,  that  the  cost  of  capital  drops  (1)  as  the  interest  rate  drops,  (2)  as 
the  preferred  dividend  rate  is  reduced,  or  (3)  as  the  price-earnings  ratio 
goes  up.  A  company  with  a  moderate  amount  of  debt  can  reduce  its 
capital  costs  materially  only  by  improving  the  stock's  investment  stand- 
ing and  hence  its  price-earnings  ratio. 

Measuring  New  Investments.  To  top  management,  the  cost-of-capital 
concept  is  important  when  measuring  new  investments.  Fundamentally, 
no  new  investments  should  be  made  that  will  not  yield,  after  taxes,  more 
than  the  company's  cost  of  capital.  To  invest  for  a  smaller  return  (whether 
from  retained  earnings  or  new  equity)  is  to  dilute  the  earnings  per  share— 
an  unpardonable  sin  from  a  shareholder's  viewpoint.  A  stockholder  has 
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the  right  to  assume  that  management  will  earn  enough  with  each  dollar 
per  share  retained  from  earnings  to  raise  the  price  of  the  stock  at  least  Si 
per  share. 

How  does  top  management  determine  that  an  investment  will  vield 
more  than  the  cost  of  capital?  In  recent  years,  many  financial  departments 
have  decided  that  the  "cash  discount"  or  "investors'  "  method  of  project 
evaluation  is  the  best  bench  mark  for  determining  whether  the  return  is, 
or  is  not,  adequate.  This  method  has  been  given  wide  dissemination  bv 
many  top  industrial  economists  and  by  the  American  Management  As- 
sociation. 

This  concept  recognizes  that  a  dollar  in  the  till  today  is  ^vorth  more 
than  the  probability  of  getting  one  next  year.  The  computation  itself  is 
arrived  at  by  determining  the  maximum  rate  of  interest  that  the  companv 
could  pay  for  borrowed  money  to  finance  the  project  and  still  break  even 
on  the  project;  i.e.,  the  interest  paid  plus  the  repayment  of  principal 
would  just  equal  the  cash  flows  returned  from  the  project  (earnings  after 
taxes  plus  depreciation).  This  rate  of  interest  is  known  as  the  discounted 
return  on  the  investment  and  may  be  compared  directly  with  the  com- 
puted cost  of  capital  to  determine  if  the  project  is  financiallv  desirable. 
If  the  return  on  stockholders'  investment  is  the  basic  measure  of  man- 
agement's success,  then  the  management  system  of  internal  financial 
controls  should  be  geared  to  produce  management  decisions  at  all  levels 
consistent  with  this  return-on-investment  concept.  Basically,  financing 
is  a  corporate  responsibility.  A  division  should  be  expected  to  return 
the  same  rate  of  profit  on  every  dollar  used-whether  borrowed,  retained, 
or  contributed  through  stock.  However,  because  of  the  difficulty  of  divid- 
ing up  equity  and  borrowed  capital  among  divisions,  the  return-on-equity 
formula  described  above  cannot  easily  be  used  to  measure  the  progress 
of  operating  divisions. 

A  Measure  of  the  Progress  of  an  Operating  Division.  To  provide  a  tool 
which  can  be  used  to  measure  the  progress  of  various  divisions.  Ball 
Brothers  Company  management  has  developed  a  formula  that  gives  a 
close  approximation  of  the  discounted-cash-flows  method.  The  results 
are  compatible  with  the  system  of  discounting  cash  flows  to  rate  invest- 
ments; both  are  "practically"  compatible  with  the  cost-of-capital  concept. 
This  formula  recognizes  the  cash  flows  of  a  division  and  compounds 
such  flows  by  the  rate  of  return  actually  being  earned  currently  on  the 
gross  assets  of  that  division.  The  division  is  given  credit  not  only  for  the 
profit  realized  on  the  beginning  investment,  but  also  for  the  profit  which 
the  division  would  have  earned  if  the  cash  flows  had  been  immediately 
plowed  back  into  the  division's  operations.  In  reality,  of  course,  the 
cash  may  have  been  used  by  some  other  division,  but  the  division  gen- 
erating the  cash  gets  the  credit  for  having  produced  it  for  reinvestment 
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by  the  company.  (Instead  of  compounding  the  cash  flows  by  the  rate  of 
return  actually  being  earned  currently  by  each  division,  a  management 
could  establish  the  cost  of  capital  as  the  compounding  factor  to  be  used 
in  this  formula.) 

The  formula  is  as  follows: 

/  +  P  +  D ,    P  _  5 

— — r-^ ^  ^  ^  7  ~  operatmg  return  on  mvestment 

where  /  =  net  working  capital  plus  gross  fixed  assets  at  the  beginning  of 
the  year  .     • 

P  =  profits  before  taxes  for  the  year 
D  =  depreciation  for  the  year 
S  =  sales  for  the  year  r  " 

The  results  of  this  formula  are  not  always  identical  with  the  cash-discount- 
ing results.  From  a  practical  viewpoint,  however,  they  vary  so  little  in 
most  cases  that  they  can  be  used  as  a  business  tool  in  nearly  all  the 
situations  experienced  in  a  typical  manufacturing  enterprise.  Because 
the  basic  principle  is  consistent  with  the  concept  of  compounding  the 
return  on  cash  flows  and  the  cost-of-capital  concept,  the  formula  does  tend 
to  generate  the  proper  economic  decisions  within  the  organization. 

Corporate  Comparisons.  In  using  this  technique  for  corporate  compari- 
sons, it  may  be  desirable  to  refine  the  formula  slightly.  Profits  after  taxes 
can  be  used  in  place  of  profits  before  taxes,  and  dividends  paid  during 
the  year  can  be  subtracted  from  the  cash  flows  in  the  numerator  in  the 
first  factor,  as  follows: 

/  +  Pi+D  -d       P  ^S 

— ■ f ^  "c  ^  7  ~  corporate  return  on  investment 

where  P^  =  profits  after  taxes 

d  =  cash  dividends  paid  during  the  year 

The  above  formula,  essentially,  measures  a  corporation's  (or  a  division's) 
use  of  its  assets.  It  avoids  completely  the  problems  of  capital  structure 
and  leverage  which  affect  comparisons  involving  the  normal  return  on 
equity.  On  the  other  hand,  the  proper  capital  structure  is  important  to 
a  corporate  management.  Therefore  top  management  may  want  to 
measure  the  efficiency  with  which  the  stockholders'  equity  has  been 
utilized.  This  may  be  done  by  substituting  the  beginning-of-year  equity 
for  the  /  in  the  formula. 

In  making  either  corporate  or  division  comparisions,  the  first  factor 
represents  the  growth,  or  multiplying  rate,  of  the  beginning  investment. 
The  higher  the  rate,  the  greater  the  growth  that  can  be  financed  from 
internally  generated  funds.  The  second  factor,  of  course,  is  the  per  cent 
of  profits  on  sales,  and  the  third  factor  represents  the  turnover  of  invest- 
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ment.  Each  of  these  factors  represents  important  bench  marks  which  top 
management  should  study  regularly. 

As  noted  earlier,  the  typical  manufacturing  enterprise  should  realize 
an  average  of  12  to  15  per  cent  profit,  after  taxes,  on  equity.  Although 
profit  rates  on  sales  will  vary  significantly  from  company  to  company 
and  industry  to  industry,  they  usually  will  average  in  the  range  of  4  to 
6  per  cent  after  taxes. 

The  turnover  of  net  worth  will  normally  range  from  t^vo  to  tour 
times,  while  the  turnover  of  total  assets  will  vary  from  one  to  two  times 
per  year  In  no  case,  however,  should  standards  be  set  without  a  careful 
economic  study  of  the  rest  of  the  industry.  Normally,  low  profit  rates  are 
associated  with  high  turnovers  and  high  profit  rates  are  associated  with 

low  turnovers. 

Working-capital  and  Balance-sheet  Bench  Marks.  Management's  most  im- 
portant tool  in  the  area  of  working  capital  is  the  forecast  of  cash  receipts 
and  disbursements.  A  company  must  have  enough  cash  on  hand  to  take 
advantage  of  the  profitable  opportunities  without  having  either  idle 
investments  or  an  abundance  of  cash  which  can  lead  to  the  acceptance 
of  low-return  proposals. 

Certain  financial  bench  marks  have  gradually  been  accepted  over  a 
period  of  time.  They  may  vary  in  any  given  instance  and  from  industry  to 
industry.   Table    18-3   shows  some   financial  standards  which   are   fairly 

Table  18-3.  Top  Management's  Financial  Bench  Marks 
for  a  Typical  Manufacturing  Business 


Factor 


Net  profit  after  taxes  on  net  worth   

Net  profit  after  taxes  on  net  sales 

Net  sales  per  dollar  of  net  worth   

Net  sales  per  dollar  of  total  assets    

Net  sales  per  dollar  of  net  working  capital 

Cost  of  sales  per  dollar  of  inventory 

Net  sales  per  dollar  of  depreciated  fixed  assets  . 

Current  assets  to  current  Habilities   

Cash  and  receivables  to  current  liabiHdes 

Cash  and  equivalent  to  current  liabilities 

Funded  debt  to  net  working  capital 

Inventories  to  net  working  capital    

Net  fixed  assets  to  net  worth   

Current  liabilities  to  net  worth 

Current  and  long-term  liabilities  to  net  worth  . 
Reserve    for    depreciation    to    original    cost   of 

fixed  assets 

Break-even  point  (%  of  capacity)   

Average  collection  period    


Problem  indicated 


Under  8% 
Under  4% 
Under  2 
Under  1.25 
Under   3 
Under  4 
Under  3 
Less  than  2  to  1 
Less  than  1  to  1 
Less  than  0.60  to  1 
Over   80% 
Over  85  7o 
Over  60% 
Over  50% 
Over  90%, 

Over  60% 
Over  90% 
Over  40  davs 


Usuallv 
satisfactorv 


12   to   15% 
4  to  6% 
2  to  4 
1.5  to  2 

4  to  6 

5  to  8 
3.5  to  5.0 
2  to  1 

1  to  1 
0.75  to  1 
40  to  60% 
60  to  80% 
30  to  50% 
30  to  40% 
50  to  70% 

45  to  55% 
50  to  75% 

20-40  davs 
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typical  for  ordinary  manufacturing  enterprises.  These  targets,  however, 
should  never  be  used  without  a  careful  study  of  the  specific  company  and 
industry,  since  unusual  circumstances  can  lead  one  far  astray. 

Ratios  as  Bench  Marks.  A  few  comments  might  be  made  about  certain 
of  the  items  noted  in  Table  18-3.  It  is  generally  felt  that  cash  and  re- 
ceivables should  always  approximate  current  liabilities.  In  a  serious 
recession,  inventories  might  be  substantially  marked  down,  but  receiva- 
bles probably  wouldn't  be  too  heavily  discounted,  and  hence  creditors 
could  be  paid  off  without  too  much  trouble  to  the  company. 

Management  should  watch  the  year-end  ratio  of  liabilities  to  tangible 
net  worth.  If  the  ratio  of  current  liabilities  to  net  worth  increases  sub- 
stantially, it  may  mean  that  the  company  is  heading  into  trouble,  because 
such  bills  have  to  be  paid  or  an  arrangement  made  to  convert  them  into 
funded  debt.  Because  it  may  be  possible  to  convert  current  liabilities  to 
long-term  debt,  current  ratios  do  not  always  show  whether  a  company's 
position  is  sound  or  critical. 

In  general,  it  is  felt  that  the  total  current  and  long-term  liabilities  of 
a  commercial  or  industrial  concern  should  never  exceed  the  tangible 
net  worth.  If  they  do,  creditors  have  more  at  stake  in  the  business  enter- 
prise than  do  the  stockholders.  In  addition,  the  interest  charges  to  carry 
such  a  debt  may  handicap  the  management. 

A  high  ratio  of  fixed  assets  to  net  worth  may  mean  high  depreciation 
charges  against  earnings,  plus  high  interest  charges  for  borrowed  money, 
plus  an  inability  to  take  discounts  on  purchases  due  to  low  working 
capital.  A  high  ratio  also  suggests  that  a  concern  is  not  mobile.  If  the 
fixed  assets  are  not  economically  competitive,  the  company  cannot  easily 
relocate  nor  can  it  easily  finance  new  facilities. 

Inventory  Control.  Inventory  control  is  one  of  the  real  problems  in  any 
business.  Because  of  the  problems  of  seasonality,  particular  industry  credit 
practices,  and  the  very  complicated  problems  of  scheduling  for  optimum 
profits  in  any  given  factory,  it  is  very  difficult  to  set  standard  inventory- 
turnover  rates.  From  the  financial  viewpoint,  increasing  inventory  turn- 
overs will  tend  to  increase  the  rate  of  return  on  investment.  On  the  other 
hand,  there  are  times  when  increasing  the  turnover  may  mean  cutting 
prices  and  profit  margins  or  reducing  the  length  of  production  runs  and 
hence  lowering  operating  efficiencies  and  profits.  In  such  cases,  higher 
turnovers  may  not  mean  a  higher  return  on  investment. 

Operations  research  techniques  are  currently  being  applied  by  many 
managements  to  try  to  pin  down  optimum  inventory.  Until  such  ad- 
vanced techniques  have  pointed  out  appropriate  standards,  management 
cannot  afford  to  allow  its  inventory  turnovers  to  get  far  out  of  line  with 
those  of  competitors.  The  less  liquid  an  organization,  the  more  important 
it  is  that  inventory   turnovers  be   kept  at  competitive  levels.   Banking 
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and  investment  people  realize  how  quickly  inventories  can   turn  bad, 
and  they  study  competitive  turnover  data  quite  carefully. 

It  is  commonly  believed  that  inventories  and  sales  should  increase  at 
the  same  rate,  thus  yielding  a  stable  inventory  turnover.  This,  however, 
is  not  always  financially  sound.  If  yearly  sales  increase  rapidly,  both  re- 
ceivables and  inventories,  as  well  as  liabilities,  will  normally  mcrease 
appreciably.  In  this  event,  the  working  capital  may  decline.  If  inventories 
were  liquidated  at  cut  prices  because  of  a  recession,  a  company's  workmg- 
capital  position  could  be  quickly  and  substantially  impaired.  Hence, 
although  inventories  should  be  compared  with  sales,  it  is  even  more 
important  to  compare  both  sales  and  inventories  with  net  working  capital. 
Average  Collection  Period.  The  bench  mark  for  controlling  accounts 
receivable  is  normally  the  average  collection  period.  To  compute  this, 
divide  the  annual  net  sales  on  credit  by  365  days  to  obtain  the  average 
amount  of  ''credit  sales"  per  day.  Add  the  accounts  and  notes  receivable 
and  divide  by  the  average  "net  credit  sales"  per  day.  This  figure  represents 
the  average  collection  period. 

The  same  formula  can  be  used  for  shorter  periods  of  time  such  as 
quarterly  or  semiannually.  If  net  credit  sales  are  for  the  quarter,  then 
the  denominator  should  be  91  days,  and  if  for  the  six-month  period, 
the  denominator  should  be  182  days.  It  is  sometimes  said  that  the  average 
collection  period  should  not  exceed  the  "net"  selling  terms  by  more  than 
one-third.  For  example,  if  selling  terms  are  "net  in  thirty  days,  the 
average  collection  period  should  not  exceed  40  days.  For  many  companies, 
of  course,  such  a  rule  would  be  substantially  out  of  line.  Manufacturers 
who  sell  to  other  large  industrial  consumers  usually  find  that  then- 
customers  take  advantage  of  discount  terms.  Hence  their  average  col- 
lection period  is  well  below  the  "net"  selling  terms. 

Depreciation.  If  the  business  has  a  heavy  fixed  investment  m  plant 
and  facilities,  changes  in  depreciation  and  in  repairs  and  maintenance 
are  very  important.  In  addition  to  the  potential  impact  on  profits,  de- 
preciation is  important  as  a  source  of  cash  flow  as  it  is  a  noncash  charge 
against  earnings.  Any  reduction  in  depreciation,  therefore,  can  have 
serious  implications.  Depreciation  should  be  related  to  the  volume  of  busi- 
ness being  done  with  the  assets  and  also  to  the  invested  capital.  Deprecia- 
tion also  may  be  compared  with  cost  of  sales.  In  addition  depreciation 
charges  can  be  compared  with  gross  plant  shown  in  the  balance  sheet 
(before  deducting  the  reserve  for  depreciation). 

Break-even-point  Analysis.  Break-even-point  analysis  is  a  controversial 
subject  Primarily,  the  purpose  of  a  break-even  chart  is  to  sho.v  the  re  a- 
tionship  between  "fixed"  expenses,  "variable"  expenses,  and  mcome-the 
break-even  point  being  that  point  in  sales  where  income  just  balances 
with  expenses. 
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To  establish  this  point,  it  is  necessary  to  make  many  assumptions.  For 
example,  on  the  revenue  side  one  must  assume  that  prices  won't  be  cut  to 
increase  the  volume,  or  that  prices  won't  be  increased  if  costs  are  in- 
creased. On  the  cost  side,  one  must  assume  that  the  "fixed"  expenses  are 
properly  segregated  and  that  they  will  be  fixed  at  each  of  the  assumed 
levels. 

Obviously,  these  assumptions  are  frequently  fallacious.  Prices  are  often 
reduced  to  increase  volume,  and  they  may  be  increased  if  costs  are  in- 
creased. On  the  cost  side,  many  accounting  departments  never  accurately 
define  their  so-called  fixed  expenses,  and  even  more  significantly,  many 
managements  have  found  that  fixed  expenses  are  not  really  very  fixed. 
If  a  new  facility  is  opened,  fixed  expenses  take  a  disproportionate  jump. 
On  the  other  hand,  the  1957-1958  recession  proved  that,  at  any  level,  an 
aggressive  management  can  certainly  cut  fixed  costs,  at  least  in  the  short 
run.  At  best,  it  is  difficult  for  a  static  break-even  chart  to  keep  up  with 
the  ever-changing  environment  of  highly  competitive,  dynamic  enter- 
prises. 

Despite  the  general  limitations  of  a  break-even  analysis,  there  is  no 
question  but  that  management  does  need  a  careful  study  of  fixed  and 
variable  costs,  at  all  levels  and  for  all  product  lines.  A  good  cost  account- 
ant can  study  the  cost  factors  and  by  means  of  regression  analysis  establish 
the  fixed  and  variable  components.  Once  this  information  is  available, 
marginal  costs  and  marginal  revenue  studies  can  be  prepared  for  the 
management. 

Marginal  costs  are  the  out-of-pocket  expenses  generated  by  the  produc- 
tion of  one  more  unit.  Subtracting  such  direct  costs  from  total  revenues 
gives  the  marginal  revenue  received  from  the  sale  of  one  more  unit.  To 
facilitate  such  studies,  some  cost  departments  have  turned  to  "direct 
costing."  Many  others  do  not  incorporate  direct  costing  in  their  account- 
ing system,  but  they  are  able  to  generate  special  management  studies 
based  on  the  marginal,  or  direct-costing,  techniques.  The  bench  marks 
derived  from  such  studies  are  normally  of  great  value  to  top  management. 

Marketing  Activity  Measurements  and  Controls 

Measurements  of  marketing  activities  help  top  management  evaluate 
the  company's  ability— or  for  a  company  marketing  a  number  of  products, 
the  ability  of  each  product  division-to  (1)  compete  in  the  market  place, 
(2)  recognize  changes  in  the  market,  and  (3)  plan  and  program  for  these 
changes.  Thus  reviews  of  marketing  activities  tend  to  concentrate  on  (1) 
analysis  of  sales  trends,  market  position,  and  sales  objectives,  (2)  data  on 
prices  and  price  trends,  (3)  data  on  consumer  and  customer  attitudes, 
and  (4)  marketing  costs.  These  four  areas  provide  useful  measurements 
for  reviewing,  evaluating,  and  controlling  marketing  activities. 
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Measures  of  Sales  Progress,  The  analysis  of  sales  trends,  market  position, 
and  sales  objectives  is  fundamentally  designed  to  measure  rate  of  gro^vth. 
Each  company  or  each  product  division  must  demonstrate  its  ability  to 
compete  successfully  in  the  market  place.  Each  is  normally  expected  to 
show  an  increase  in  sales  volume  and  to  maintain  or  increase  its  share  ot 
the  market.  These  measures,  therefore,  provide  the  basic  tools  with  which 
top  management  controls  marketing  activities. 

Data  on  sales  trends,  compared  with  the  most  efficient  and  fastest-grow- 
ing competitors  and  compared  with  the  industry  as  a  whole,  present  over- 
all measures  of  marketing  success.  Geographic  breakdowns  draw  attention 
to  areas  showing  deterioration  or  lack  of  satisfactory  growth  and  permit 
proper   emphasis   on   the   larger   and   faster-growing   regions.    Customer 
breakdowns  show  whether  the  marketing  unit  being  studied  is  successtuiiy 
reaching  the  largest  and  fastest-growing  customers.  Product  breakdowns 
measure  representation  among  the  fastest-growing  segments  of  the  indus- 
try   Sales   expectations,    as  measured  by   annual  budgets   and   five-year 
forecasts,  reflect  planning  and  programming  of  product  development  and 
related  marketing  activities  by  the  company  or  by  the  product  divmon. 
Figure  18-1  illustrates  some  of  these  ideas  as  they  might  be  used  bv  a 
product  division.  The  solid  line  describes  actual  sales  dollars  begmmng 
with   1951;   the  x's  represent  the  annual  budgets  prepared  during  the 
fourth  quarter  of  the  previous  year;  and  the  horizontal  line  represents 
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FIG.  18-1.  A  product  division's  actual  and  budgeted  net  sales  and  five-vear  forecast. 

average  annual  sales  (in  1958  dollars)  expected  during  1959-1963-  This 
particular  division  performed  admirably  on  schedule  durmg  the  1954- 
iQf^v  period  and  went  through  a  transitional  stage  m  1958-1959-and  ^Mtn 
a  smaller-than-anticipated  drop  in  sales-when  it  was  preparing  for  its 

iQF;Q-iq6^  program.  . 

Bench  Marks  Based  on  Published  Industry  Data.  Figure   18-2,   sho.ong 
published  industry  data,  illustrates  variation  in  growth  rates  for  selected 
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product  classes.  Thus  widemouth  glass  food  containers  (e.g.,  mayonnaise, 
peanut  butter,  baby  foods,  soluble  coffee,  etc.)  and  narrow-neck  glass  food 
containers  (e.g.,  vinegar  jugs,  catsup  bottles)  have  grown  more  rapidly 
than  liquor  bottles,  while  milk  bottles  have  actually  been  declining. 
These  data  are  based  on  unit  volumes  (rather  than  dollar  volumes)  and 
are  collected  and  published  by  the  U.S.  Department  of  Commerce. 
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-2.  Total-industry  glass-container  shipments  for  selected  product  classes. 


Dollar-volume  data  are  available  from  the  Department  of  Commerce's 
Census  of  Mamifactiires.  These  provide,  of  course,  better  perspective 
about  size  of  product  classes.  The  1954  data  are  shown  as  follows: 

Domestic 
-           t.        Shipments,  '    j,     -    ■ 

in  Millions 
Food   containers    $228  ) 


Drugs  and  cosmetics 

Liquors   and    wines    

Chemical  and  household    . . 

Beverage  bottles    , 

Beer  bottles    

Dairy   products    

Total  domestic  shipments 


102 
96 
64 
52 
48 
26 
$616 


Staff  people  may  establish  historical  relationships  between  shipments  of 
individual  product  classes  and  population  estimates.  These  relationships, 
along  with  the  Bureau  of  Census  estimates  of  future  population  (and  the 
age  breakdowns),  permit  projecting  the  above  dollar  figures  into  the 
future.  Such  projections  are  useful  for  planning  purposes  and  can  be 
made  for  five-year  periods  (e.g.,  1963  estimates  made  in  1958)  with  a 
reasonable  degree  of  confidence. 
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The  third  chart  (Figure  18-3)  describes  the  trend  in  the  glass-container 
industry  versus  two  "substitute"  products,  namely,  sanitary  paper  food 
containers  (e.g.,  for  frozen  foods,  ice  cream,  etc.)  and  tin  cans.  These 
data  are  collected  and  published  by  the  Department  of  Commerces 
Annual  Survey  of  Manufactures.  Data  from  this  source  are  usually  rigor- 
ously defined,  unambiguous,  and  comparable  from  year  to  year. 

Sometimes  trade  publications  endeavor  to  provide  estimates  based  on 
information  gathered  from  their  various  sources.  At  other  times,  basic 
data  on  raw  materials  are  indicative  measures  of  the  potential  competi- 
tion stemming  from  such  materials.  For  example,  trend  data  on  plastics, 
chemicals,  tin  plate,  and  paper  are  available  from  the  U.S.  Tariff  Com- 
mission  and  reflect   some   notions   about   possible  future  uses   of   these 

materials. 

Information  on  Prices.  Information  on  prices  and  price  trends  is  also 
essential  in  order  to  establish  measurements  and  controls  of  marketnig 
activities.  Figure  18-4  describes  differences  in  price  trends  bet^v^een  se- 
lected comparable  products.  Data  of  this  type  are  published  monthly  bv 
the  Bureau  of  Labor  Statistics  (Wholesale  Prices  and  Price  Indexes)  and 
provide  some  over-all  perspectives  about  the  demand,  supply,  and  cost 
conditions  affecting  the  markets  for  these  products. 

Where  published  indexes  are  not  available  or  applicable  to  the  problem 
at  hand,  useful  price  indexes  frequently  can  be  constructed  from  companv 
sales  records.  For  example,  regional  price  indexes  are  helpful  ni  evalu- 
ating supply  conditions  in  specific  regions  of  the  country.  Similarly,  profit 
data  from  regional  profit  centers  should  be  adjusted  where  differential 
price  effects  exist,  particularly  when  the  price  differential  is  traced  to  the 
existence  of  a  relative  scarcity  (or  relative  plethora)  of  competitive  pro- 
duction facilities. 
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Attitude  Studies.  Information  gained  through  attitude  studies  also  helps 
provide  some  control  over  marketing  activities.  Consumer  attitudes, 
customer  attitudes,  and  attitudes  of  employees  and  of  the  general  public 
all  appear  to  play  a  significant  role  in  the  success  of  marketing  operations. 
Techniques  have  been  developed  for  measuring  these  attitudes,  and  it 
now  appears  that  reasonably  reliable  data  can  be  obtained  to  reflect 
changes  in  opinions  and  attitudes  over  a  period  of  time. 

Top  management  usually  has  in  mind  sets  of  standards,  ethics,  policies, 
and/or  rules  of  conduct  which  it  uses  in  conducting  its  business.  For 
example,  a  company  may  think  of  itself  as  aspiring  to  the  highest  levels 
of  business  ethics  and  integrity  and  may  believe  that  it  is  conducting  its 
business  on  a  thorough,  serious,  and  sincere  basis.  Its  salesmen  may  be 
thought  of  as  being  imaginative,  resourceful,  industrious,  and  responsible. 
Its  production  people  are  assumed  to  be  dependable,  capable,  progressive, 
and  efficient.  Similarly,  planning  and  staffs  people  are  considered  coopera- 
tive, intelligent,  farsighted,  reliable,  and  appreciative. 

Whether  others  see  the  company  in  the  same  light  can  be  determined 
by  corporate  image  studies  conducted  among  current  and  potential  cus- 
tomers. Such  studies  hold  promise  as  a  control  technique  by  measuring 
the  extent  to  which  the  marketing  and  production  personnel  who  come 
in  direct  contact  with  customers  reflect  the  policies  and  standards  of  con- 
duct of  the  company's  top  management. 

Measuring  Marketing  Costs.  Measurement  and  control  of  marketing  costs 
is  perhaps  the  least  developed  of  the  four  areas  discussed  in  this  section. 
Nevertheless,  this  area  seems  likely  to  attract  greater  attention.  One  sees 
more  and  more  references  to  notions  about  a  "marketing  revolution" 
which  will  result  from  greater  economies  in  the  distribution  j^rocess.  The 
programs  of  the  American  Management  Association  (a  good  index)  list 
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more  and  more  sessions  on  subjects  related  to  defining,  measuring,  and 
evaluating  marketing  and/or  "distribution"  costs.  ,       ,  ,  k» 

Broadly  speaking  the  problem  is  twofold:  (i)  What  ttems  should  be 
considered  a's  marketing  costs,  and  (.)  what  are  the  standards  for  com- 
oaring  and  evaluating  these  costs?  . 

Regarding  the  definition  problem,  there  is  usually  agreement  that  items 
such  as  salesmen's  expenses,  sales-office  expenses,  advertising  and  promo- 
tion costs,  sales-force  recruiting  and  training  expenses,  and  ^^^^^^"f 
research  expense  should  be  counted  as  marketmg  costs,  however  here 
appears  to  be  little  agreement  about  the  extent  to  which  items  u  h  a 
credit  and  collections,  order  processing,  product  development,  mteret 
on  investment  in  finished  inventory,  warehousing,  shipping,  and  public 
relations  should  be  counted  as  marketing  costs. 

Regarding  the  standards  problem,  comparable  marketing-costs  data 
of  competitors  are  seldom,  if  ever,  available.  Some  -formation  on  com- 
petitors  advertising  expenditures  can,  in  some  instances,  be  secured  f  om 
11  published  inVtrade  press.  However,  ^H^^^^^ZJ^ 
incomplete,  and  its  accuracy  subject  to  question^  Also.  -"-  '"  °™^^';; 
on  a  competitor's  marketing  costs  can  be  secured  from  ^^^-^^f  ^^P^^'^^ 
In  general,  therefore,  standards  must  be  sought  from  internal  anahses. 
and  these  require  substantial  staff  effort. 

While  it  may  be  difficult  to  establish  reliable  bench  marks    or  market- 
ing costs,  effort  directed  in  this  area  is  probably  very  worthwhile  A  sug- 
gested approach  tor  top  management  might  be  something  like  this. 
'  1    Have  staff  personnel  begin  the  compilation  of  trend  data  on  specific 
segments  of  the  marketing-costs  picture.  j-,.;Hml   rom- 

%    Encourage  the  compilation  of  crude  data  about  indnidual  com 
petitorrfor  example,  simple  counts  of  sales  offices,  salesmen,  warehouses, 
ransportation  facilities,  and  location  of  marketing  f^"  mes^ 

,  Encourage  divisional  studies  of  distribution  costs,  foi  example  time 
and  motion  sLdies  of  salesmen  (and  of  other  marketing  f"-"°-)  -'^ 
experiments  to  measure  the  effect  of  advertising  and  other  promotional 


activities. 


The    esults  of  such  activities  will  provide  the  basis  for  es  abl  si   ng 
marketing-cost  bench  marks  for  a  particular  industry  -d  -  ^  P  -'^e 
top  management  with  another  measure  of  the  efficiency  of  its  sales  oi 
ganization. 
Measurements  for  Evaluatmg  the  Industrial  Relations  Climate 

Measurements  in  the  area  of  industrial  relations  ^^^^^^^^ 
taken  by  themselves,  less  meaningful  than  many  of  f^^'f]'^'J^ 
laKcii   uy  because   industrial   relations 

available   to  top  management.  This  •^*°  .''^^  '^  j   ^^.^   ,l,^,s 

measurements   are  based   upon   the   activities   of   people   and 
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influenced  by  many  complex  variables,  some  of  which  are  not  within  the 
control  of  management. 

For  example,  a  sharp  increase  in  the  number  of  grievances  written  may 
reflect  subtle  political  maneuvering  within  a  union  rather  than  a  sudden 
deterioration  of  management's  industrial  relations  practices.  In  spite  of 
these  difficulties,  however,  certain  measurements  can  be  made  which,  when 
properly  evaluated  by  the  sophisticated  manager,  will  give  an  accurate 
picture  of  the  general  industrial  relations  climate.  In  this  area,  too, 
standards  against  which  to  measure  the  current  status  of  a  firm's  industrial 
relations  will  probably  have  to  be  developed  internally. 

Before  discussing  actual  measurements,  a  brief  discussion  of  the  term 
"industrial  relations"  is  in  order.  In  this  chapter,  industrial  relations  and 
labor  relations  are  not  used  as  synonymous  terms.  Labor  relations  is  one 
part  of  industrial  relations,  sometimes  a  very  large  part.  However,  the 
term  industrial  relations  is  much  more  encompassing  than  the  term  labor 
relations  and  may  be  thought  of  as  including  all  areas  of  interaction  be- 
tween the  working  force  and  the  management  of  the  company.  The  term 
labor  relations  includes  just  those  relationships  that  management  has 
with  union  representatives.  Of  course,  measurements  of  labor  relations 
activities  can  be  highly  indicative  of  the  climate  of  management-worker 
relationships. 

Number  of  Grievances.  One  of  the  most  obvious  measures  of  the  indus- 
trial relations  climate  is  the  number  of  grievances  written.  The  mere 
reporting  of  the  number  of  grievances,  however,  has  little  meaning  with- 
out standards  for  comparison.  One  plant  or  department  cannot  safely  be 
compared  directly  with  another  plant  or  department,  especially  when 
different  unions  are  involved.  The  employees  in  one  department  might 
be  represented  by  a  union  with  a  philosophy  of  writing  as  many  griev- 
ances as  possible,  whereas  the  employees  in  another  department  might  be 
represented  by  a  union  that  does  not  believe  in  writing  grievances.  It  is 
quite  possible,  therefore,  that  the  labor  relations  and  industrial  relations 
in  a  department  with  relatively  frequent  grievances  are  better  than  those 
in  a  department  with  no  written  grievances. 

Another  measure  of  the  state  of  industrial  relations  is  a  comparison  of 
the  number  of  grievances  filed  in  one  part  of  the  year  with  grievances 
filed  at  another  time.  It  is  well  to  remember,  however,  that  an  increase 
in  the  number  of  grievances  written  before  union  elections  or  just  before 
contract  negotiations  does  not  indicate  that  management  is  slipping  in 
its  industrial  relations. 

The  above  discussion  leads  to  the  conclusion  that  measures  of  grievance 
activity  should  be  reported  in  terms  of  a  relatively  long  period  oi  time- 
six  months  or  a  year-and  extreme  care  should  be  used  in  comparing 
one  management  unit  with  another.  Probably  the  most  meaningful  report 
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in  this  area  is  a  report  comparing  the  number  of  grievances  in  a  depart- 
ment for  a  period  of  several  months  with  the  number  of  grievances  in 
the  same  department  for  the  same  months  in  previous  years. 

Arbitration.  It  would  seem  to  the  casual  observer  that  the  more  arbitra- 
tion cases  a  company  has,  the  poorer  the  industrial  relations  climate, 
because  each  case  represents  an  issue  that  management  and  the  repre- 
sentatives of  the  workers  were  unable  to  resolve.  However,  such  an  in- 
ference should  not  be  made.  Some  unions  seem  to  have  the  philosophy 
that  they  have  very  little  to  lose  by  submitting  to  arbitration  nearly  every 
grievance  to  which  the  company  does  not  yield. 

In  our  company,  we  have  unions  with  various  philosophies  regarding 
arbitration,  with  the  result  that  we  arbitrate  many  grievances  with  a  few 
unions  and  no  grievances  with  other  unions.  As  a  result,  we  mav  feel 
that  there  is  very  little  relationship  between  the  number  of  grievances 
arbitrated  by  a  particular  union  and  the  management-worker  relationship 
with  the  people  represented  by  that  union. 

As  is  the  case  with  the  number  of  grievances  written,  ho^vever,  the 
trend  of  the  number  of  cases  arbitrated  by  the  same  union  over  a  period 
of  time  does  have  significance  and  should  be  of  interest  to  top  manage- 
ment. The  trend  of  arbitration  cases  lost  can  have  even  more  meaning 
than  the  number  of  cases.  A  company  is  not  likely  to  get  favorable  awards 
in  all  cases  of  arbitration,  but  when  a  company  suddenly  begins  losing 
a  majority  of  the  decisions,  top  management  should  take  a  close  look  at 
industrial  relations  practices. 

Disciplinary  Cases.  All  well-run  organizations  require  discipline,  and 
though  to  discipline  means  to  teach,  such  teaching  in  industry  occasionally 
requires  penalties  for  improper  behavior.  To  have  a  consistently  small 
number  of  disciplinary  actions  month  after  month  is  certainly  the  de- 
sirable pattern.  Whenever  there  is  a  radical  departure  from  this  pattern, 
alert  top  management  will  want  to  find  out  what  factors  in  management- 
worker  relationships  have  caused  this  change. 

Absenteeism.  Any  organization  will  have  at  least  a  small  occurrence  of 
absenteeism.  If  an  organization  were  completely  free  of  absenteeism,  then 
each  day  a  few  people  would  be  at  work  who,  in  the  best  interests  of  the 
company  and  themselves,  should  be  at  home  recuperating  from  an  illness 
or  taking  care  of  personal  business  so  that  when  they  are  able  to  return 
to  work  their  efforts  will  be  productive.  When  absenteeism  goes  beyond 
a  reasonable  point,  however,  a  deterioration  of  morale  is  indicated. 

Turnover.  Another  indicator  of  the  industrial-relations  climate  is  the 
number  of  employees  quitting  the  employ  of  the  company.  A  sharp  in- 
crease in  the  number  of  "quits"  should  certainly  indicate  to  top  manage- 
ment that  something  is  wrong  with  the  relationship  between  the  companv 
and  its  employees. 
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Workmanship  Indexes.  Measurements  of  "nonpersonnel"  factors  can  also 
give  an  indication  of  the  state  of  worker  relations.  Restriction  of  output 
as  seen  from  production  records  could  have  significant  implications 
relative  to  the  industrial-relations  climate.  Similarly,  a  decrease  in  the 
quality  of  workmanship  may  be  a  significant  indication  of  problems  in 
the  industrial  relations  area. 

Participation  in  Company-sponsored  Activities.  Many  company-sponsored 
activities  for  employees,  such  as  suggestion  systems,  related  training 
courses,  and  athletic  activities,  are  primarily  for  the  purpose  of  promoting 
good  morale.  When  participation  in  these  activities  declines,  top  man- 
agement will  want  to  determine  if  there  is  a  corresponding  decline  in 
worker  attitudes  toward  the  company. 

Special  Studies.  Before  instituting  corrective  action  which  may  be  indi- 
cated by  measurements  of  this  nature,  top  management  may  want  to 
gather  more  information  about  a  particular  problem  area.  Formal  attitude 
studies  are  probably  the  most  suitable  means  of  collecting  specific  infor- 
mation. Before  undertaking  an  attitude  survey,  management  must  be 
certain  that  the  study  is  well  planned  so  that  the  results  will  provide  a 
valid  and  reliable  base  for  taking  remedial  action  in  the  problem  area. 
In  addition,  management  should  be  prepared  to  report  the  results  of  the 
survey  to  the  employees  in  order  to  provide  an  area  of  mutual  under- 
standing within  which  the  remedial  action  will  be  taken. 

Summaries  of  attitudes  revealed  during  exit  interviewing  may  also  be 
used  to  uncover  specific  problem  areas.  Such  information,  though,  will 
be  no  more  accurate  than  the  skills  of  the  interviewers. 

These  are  some  of  the  measurements  that  can  be  used  as  bench  marks 
to  guide  top  management  in  the  area  of  industrial  relations.  No  one  of 
the  measures  can  be  considered  a  completely  reliable  index  taken  by  itself. 
Rather,  to  get  an  accurate  picture  of  the  industrial  relations  climate,  the 
executive  must  expose  himself  to  several  types  of  data  and  evaluate  them 
carefully. 

Measurements  of  Public  Relations  Programs 

Attempting  to  measure  the  effect  of  a  company's  public  relations  pro- 
gram is  just  about  as  difficult  as  attempting  to  measure  the  love  of  a  wife 
and  children  for  the  father  of  the  family.  Some  aspects  of  such  a  relation- 
ship lend  themselves  to  a  type  of  measurement,  but  the  proper  interpre- 
tation of  such  "measurements"  is  at  best  an  extremely  difficult  task. 

The  typical  business  enterprise  is  interested  in  having  good  public  rela- 
tions with  several  communities: 

1.  The  local  community(ies)  in  which  the  firm's  plant(s)  is  (are)  located 

2.  The  customer  community 

3.  The  stockholder  community 
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4.  The  general  business  community 
Now,  of  course,  each  of  these  communities  can  be  further  subdivided, 
but  the  above  breakdown  will  be  adequate  for  the  purposes  of  this  dis- 
cussion. 

In  this  area,  perhaps  the  most  useful  bench  marks  for  top  management 
can  be  developed  from  information  gained  through  a  program  of  care- 
fully planned  and  executed  attitude  surveys.  As  pointed  out  earlier  in  this 
chapter,  techniques  for  conducting  such  surveys  are  constantly  being 
improved,  and  they  have  now  reached  the  point  where  top  management 
can  rely  on  the  validity  and  reliability  of  the  facts  revealed  by  carefully 
planned  attitude  surveys.  It  should  be  emphasized,  however,  that  to  pro- 
vide top  management  with  meaningful  information,  such  surveys  should 
be  repeated  at  regular  intervals.  Only  in  this  way  will  they  provide  a 
measure  of  progress  (or  lack  of  it)  of  a  company's  efforts  to  earn  the  good 
will  of  these  various  groups. 

Some  public-relations  bench  marks  can  be  developed  from  simple 
"counting"  measures,  for  example: 

1.  The  number  of  company  employees  actually  participating  in  com- 
munity activities 

2.  The  number  of  column  inches  of  favorable  publicity  which  have 
appeared  in  community  papers  and  in  the  trade  and  general  business 
publications 

3.  The  number  of  favorable  letters  from  stockholders  as  compared 
with  those  containing  unfavorable  comments 

4.  The  number  of  letters  from  nonstockholders  requesting  information 
concerning  the  operations  and  financial  conditions  of  the  companv 

5.  The  price-earnings  ratio  of  the  company's  stock,  as  a  reflection  of 
the  confidence  the  public  has  in  the  company's  management 

Of  course,  most  bench  marks  of  this  type  will  have  to  be  interpreted 
against  internally  developed  standards.  Generally,  these  standards  will  be 
based  on  similar  "counts"  made  in  previous  years. 

Obviously,  attitude  surveys  and  "counting"  measures  similar  to  those 
listed  above  are  not  precise  measures  of  public-relations  activity.  Ho^v- 
ever,  if  properly  evaluated,  they  will  give  indications  of  danger  areas  and 
provide  top  management  with  a  reasonably  valid  base  for  judging  the 
success  of  a  company's  public-relations  program. 

Governmental  Influences 

There  are  a  host  of  state  and  Federal  laws  and  regulations  which 
will  constantly  control  the  activities  of  a  business  enterprise.  Some  types 
of  businesses  are  more  subject  to  these  influences  than  others.  For  ex- 
ample, a  business  which  is  intimately  and  directly  affected  by  the  public 
interest  is  subject  to  far  greater  regulation  than  is  the  business  not  so 
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affected.  But  whatever  the  type  of  organization,  top  management  must 
know,  or  have  in  readily  accessible  form,  information  relating  to  the 
law,  practice,  and  procedure  not  only  of  the  state  of  incorporation,  but 
also  of  the  states  in  which  the  corporation  does  business.  Top  manage- 
ment must  also  know  the  effect  of  the  pyramid  of  Federal  laws  and 
regulations  which  may  be  applicable  under  certain  conditions. 

Passing  over  those  laws  and  regulations  having  to  do  with  the  forma- 
tion of  the  corporation  itself,  we  could  divide  the  government  areas  of 
control  into  (i)  direct  and  (2)  indirect.  For  example,  the  Treasury  De- 
partment, Justice  Department,  the  Federal  Trade  Commission,  and  the 
Social  Security  Administration  exercise  direct  control  over  the  activities 
of  the  business,  while  indirect  control  is  exercised  by  the  Patent  Office,  the 
Renegotiation  Board,  and  the  Atomic  Energy  Commission.  These,  of 
course,  are  but  a  few  of  the  governmental  departments  and  agencies 
which  influence  the  operation  of  a  business. 

Certainly  it  is  the  goal  of  every  top  management  to  have  its  enterprise 
function  smoothly  within  the  framework  of  government  controls.  Yet  it 
would  be  extremely  difficult  to  set  up  any  definitive  bench  marks  which 
would  reflect  success  in  this  area.  -        ' 

Perhaps  the  simplest  bench  mark  top  management  can  use  is  a  simple 
count  of  the  instances  in  which  the  company  has  had  to  defend  its  ac- 
tions before  a  governmental  agency.  If  such  a  record  revealed  that  the 
Treasury  Department  frequently  challenges  a  company's  accounting  prac- 
tice or  that  a  firm's  pricing  practices  have  led  to  a  number  of  conflicts 
with  the  FTC,  top  management  should  be  alerted  to  the  existence  of  a 
danger  area  and  should  initiate  the  necessary  steps  to  correct  the  situation. 


CONCLUSION  ^ 

Although  there  are  many  and  varied  standards  for  measuring,  evaluat- 
ing, and  controlling  that  top  management  can  use,  running  the  full 
gamut  from  old  and  time-proven  rules  of  thumb  to  complicated  electronic 
calculations,  there  is  no  substitute,  and  never  will  be,  for  good  manage- 
ment based  on  wide  experience  and  sound  judgment. 


Stanley  de  J.  Osborne 


PRESIDENT    AND    CHIEF    EXECUTR^E    OFFICER 
OLIN  MATHIESON  CHEMICAL  CORPORATION 
NEW  YORK,  NEW  YORK 


Stanley  de  J.  Osborne  has  a  simple  philosophy  about  business.  In  his 
own  words,  "You  should  make  money  and  create  opportunity  for  your 
stockholders  and  your  associates  and  have  a  good  time  doing  it.  If  you 
can  do  that,  everyone  will  work  hard.  If  you  don't  do  that,  you  might 
as  well  quit." 

It  is  difficult  to  trace  the  development  of  a  philosophy.  Stanley 
Osborne  may  have  begun  to  evolve  his  during  his  years  at  Hai-uard. 
first  as  a  student  and  then  as  a  member  of  the  history  faculty.  Or  he 
may  not  have  started  until  ic)28  when  he  took  a  job  with  an  investment 
firm— the  first  in  a  long  line  of  challenging  business  and  government 
positions. 

Whatever  its  origins,  it  is  certain  that  Mr.  Osborne's  broad  business 
experience  strengthened  his  philosophy  and  his  belief  that  "the  keys 
to  any  business  are  the  people  who  help  you  run  it.  Treat  a  good  man 
like  a  human  being  and  he'll  make  a  good  member  of  the  team." 

Stanley  Osborne  was  born  in  San  Jose,  Costa  Rica,  in  iQOy.  He  was 
educated  in  the  United  States  and  began  his  business  career  in  IQ2S 
with  the  Old  Colony  Corporation  of  Boston.  In  1929  he  joined  the 
Atlantic  Coast  Fisheries  Company,  where  he  advanced  to  vice  president 
by  ic}^6. 

In  Washington,  during  World  War  II,  Mr.  Osborne  was  instru- 
mental in  reorganizing  operations  in  the  Office  of  the  Rubber  Director, 
where  he  was  assistant  deputy.  He  returned  to  private  industry  in  19^4 
and  became  vice  president  in  charge  of  traffic  for  Eastern  Airlines. 

Mr.  Osborne  joined  Mathieson  Chemical  in  19^0  as  treasurer  and 
soon  moved  up  to  financial  vice  president.  He  held  that  title  at  the 
time  of  the  Squibb  merger  in  7952  and  the  merger  with  Olin  Industries 

in  19^4. 

Named  executive  vice  president  in  charge  of  the  foreign  operations  of 
Olin  Mathieson  and  a  director  of  the  new  corporation   in   iQy-f.  Mr. 
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Osborne  used  his  financial  and  linguistic  backgrounds  (he  speaks  Span- 
ish, French,  and  German  fluently)  to  build  international  sales  from 
$^^,000,000  to  $80,000,000  a  year.  In  ig^6  he  assumed  the  additional 
responsibilities  of  executive  vice  president  for  finance.  A  top  manage- 
ment reorganization  in  ig^j  made  him  president  of  Olin  Mathieson 
Chemical  Corporation,  and  in  ip6o  he  became  president  and  chief 
executive  officer. 

Mr.  Osborne  is  a  director  of  a  number  of  United  States  and  foreign 
companies,  including  United  Fruit  Company,  Lone  Star  Cement  Cor- 
poration, American  Machine  and  Foundry  Company,  and  Poudreries 
Reunies  de  Belgique  in  Brussels,  Belgium.  He  is  also  a  member  of  the 
board  of  governors  of  the  Boys'  Athletic  League  of  New  York,  Record- 
ing for  the  Blind,  Incorporated,  and  New  York  Hospital. 

May,  i960 


CHAPTER    19 

Management  Controls  for  Large  Business 


Formalized  management  controls  in  modern  industry  have  grown  up  for 
at  least  two  reasons.  First  is  the  real,  common-sense  need  for  such  controls 
as  an  essential  substitute  for  the  chief  executive's  personal  and  detailed 
attention,  which  has  become  physically  impossible  as  business  has  grown 
bigger  and  more  complex.  The  other  stems  from  the  minds  of  business 
theoreticians  who  devise  patterns  for  management  behavior  based  on 
nicely  calculated  formulas,  which,  unfortunately,  in  many  cases  do  not 
take  into  consideration  the  vagaries  of  human  nature. 

When  controls  are  properly  established  and  thoroughly  understood, 
they  become  one  of  management's  greatest  tools  and  one  of  a  company's 
best  methods  for  unified  policy  understanding. 

If,  however,  they  become  rigid  and  an  objective  in  themselves,  we  then 
find  a  combination  of  complication,  confusion,  and  inordinate  cost, 
which  inevitably  ends  in  a  company-wide  snowstorm  of  paper.  A  method 
originally  devised  to  ease  and  simplify  the  task  of  managing  has  then 
been  converted  into  masses  of  people  shuffling  paper  which  is  ultimately 
filed  and  ignored. 

Because  most  business  texts  either  have  ignored  the  subject  altogether 
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or  have  treated  it  so  generally  as  to  make  it  appear  a  major  management 
objective,  it  is  the  purpose  of  this  chapter  to  try  to  place  "management 
controls"  in  their  proper  perspective  and  to  show,  if  possible,  how  one 
fairly  large  and  diversified  company  is  using  them  today. 

There  cannot  be,  in  my  opinion,  any  disagreement  with  the  thesis  that 
the  true  objective  of  a  sound  business  enterprise  must  not  only  be  the 
production  and/or  sale,  at  a  profit  to  the  business  owners,  of  good 
products  or  services  which  fulfill  a  public  need  or  desire,  but  that  it  must 
also  provide  a  place  where  people  can  work  with  self-respect,  at  a  bal- 
anced level  of  income,  and  under  intelligent  leadership. 

To  achieve  all  these  objectives  in  today's  competitive  economy  requires 
a  high  degree  of  operating  efficiency,  and  the  larger  the  enterprise  the 
more  important  do  intelligent  management  controls  become  in  its  achieve- 
ment. 

Thus  we  shall  look  upon  controls  not  as  an  end  but  as  a  tool,  a  manv- 
purposed  tool,  to  be  used  with  and  through  people,  none  of  whom  can 
be  standardized. 

THE  CONCEPT  OF  CONTROL 

The  concept  of  "control"  in  industry  first  becomes  apparent  through 
the  legal  fiction  of  a  corporate  personality  which,  distinct  from  the  per- 
sons who  own  it,  gives  the  corporation  its  advantages  as  a  form  of  organ- 
ization. It  also  establishes  the  fundamental  progression  of  control  orig- 
inating from  the  "state"  and  passing  to  the  corporate  charter,  bv-laws. 
stockholders,  directors,  and  finally  to  the  officers  and  other  management 

personnel. 

Although  stockholder  control,  via  the  board,  is  axiomatic  in  the  mod- 
ern corporation,  stockholders  cannot  assume  the  powers  of  directors  or 
those  delegated  by  the  board  to  be  the  company's  officers  and  operating 
heads.  Stockholder  control  lies  in  their  aggregate  power  to  elect  the 
directors.  Most  statutes  or  charters  provide  that  certain  actions  cannot  be 
undertaken  without  stockholder  consent,  but  even  where  their  consent 
is  required,  stockholders  acting  alone  cannot  bind  the  corporation. 
Equally  well  established  is  the  fact  that  a  corporation  can  act  only 
through  its  board  of  directors  except  where  the  latter  has  legally  delegated 
its  authority  to  others. 

For  practical  purposes,  however,  the  day-by-day  approach  to  control 
begins  with  the  chief  executive,  who  is  the  operating  head  of  the  companv. 

In  general,  he  will,  with  the  aid  of  committees  of  the  board  of  dnectors 
or  of  a  specialized  policy  committee  or  of  management  groups,  determnie 
the  company's  goals  and  objectives  and  the  course  of  action  requned:  ni 
other  words,  "what"  a  company  should  do  and  "whither"  it  is  going. 
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Implementing  "what"  should  be  done  and  "whither"  it  goes  into 
"how"  best  it  must  be  accomplished  is  thus  the  true  purpose  of  manage- 
ment controls. 


THE  CHARACTERISTICS  OF  CONTROL 

What  then  should  be  considered  as  the  essential  characteristics  of  a 
good  control  system? 

1.  Above  all  other  considerations,  I  would  suggest  flexibility.  You  can- 
not purchase  a  method  of  control  off  a  counter  ready  for  use.  Every  com- 
pany must  tailor  its  own  system  to  its  own  peculiar  needs.  I  shall  go 
even  further  and  say  that  a  change  in  top  management  within  a  given 
company  will  usually  require  a  noticeable  change  in  the  methods  and 
goals  of  control.  Flexibility  is  needed  because  people  must  make  controls 
work,  and  no  two  people  work  in  the  same  way  or  at  the  same  pace. 

2.  The  working  out  of  a  good  system  cannot  be  delegated  solely  to 
"outside"  experts  or  to  internal  "organization"  groups.  Certainly  the 
fundamentals  can  be  designed  by  others,  but  the  final  plan  and  philosophy 
of  operation  must  rest  with  top  management.  The  program  becomes,  if 
not  in  original  concept,  certainly  in  its  development,  the  reflection  of 
the  company  as  it  is  influenced  by  the  personality  and  characteristics  of 
a  particular  team  of  top  management  people  and  of  the  chief  executive 
himself. 

3.  A  good  system  of  controls  must  be  clear,  beyond  doubt,  to  all  those 
involved.  Turbidity  in  the  definition  of  responsibilities  or  of  job  descrip- 
tions or  of  organizational  structure  is  one  of  corporate  management's 
greatest  hazards.  It  breeds  company  politics;  it  permits  the  creation  of 
costly  and  personal  organizational  empires  within  the  company's  frame- 
work; it  encourages  errors  without  the  possibility  of  fixing  responsibility; 
it  leaves  people  without  leadership;  and  it  is  reflected  in  the  profits  of 
the  corporation  because  of  the  high  costs  it  engenders. 

Some  companies  have  apparently  been  able  to  live  through  a  lack  of 
clear  management  controls  because  of  the  dominant  and  all-pervading 
personality  of  their  chief  executives,  but  either  these  have  eventually 
been  proved  to  be  management  "shells"  or  their  transitions  to  more 
normal  managements  have  been  extremely  costly  to  shareholders. 


THE  OBJECTIVES  OF  CONTROL 

We  must  take  for  granted  in  this  chapter  that  policy  and  planning 
("what"  and  "whither")  have  been  well  created.  The  problem  under 
review  is  therefore  the  best  mechanism  for  implementing  these  broad 
programs  into  profitable  operating  systems,  i.e.,  the  objectives  of  manage- 
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ment  controls.  I  believe  we  can  classify  them  under  seven  general  head- 
ings: 

1.  To  establish,  delegate,  and  assign  responsibilities  in  such  a  way 
that  a  proper  balance  is  reached  between  the  assigned  responsibility  and 
the  necessary  limitations  which  must  accompany  such  actions  at  various 
levels  of  management 

2.  To  safeguard  the  company  as  much  as  possible  from  unwise  com- 
mitments or  errors  by  those  who  have  been  delegated  responsibility 

5.  To  make  the  greatest  use  of  the  corporation's  financial  resources  in 
current  operations  and  in  its  future  return  on  capital  and  of  its  other 
resources  and  capabilities  for  the  benefit  of  all  units  within  the  corpora- 
tion 

4.  To  assure  the  fair  and  equitable  treatment  of  company  personnel 
on  as  uniform  a  basis  as  possible  consistent  with  local  or  special  conditions 

5.  To  present  the  best  possible  face  to  the  corporation's  customers  and 
suppliers  and  to  prevent  one  group  in  a  company  from  harming  the 
potentials  of  another 

6.  To  assure  the  most  favorable  external  relations  by  all  corporate 
personnel  with  the  public,  government,  and  shareholders 

7.  To  make  sure  that  a  proper  flow  of  communications  is  maintained 
on  a  two-way  basis  between  management  at  all  levels  with  the  total  per- 
sonnel of  the  corporation  in  order  to  maintain  the  best  possible  working 
morale  of  the  entire  company  work  force 

Given  the  objectives  for  which  management  controls  are  essential,  we 
should  now  look  at  the  means  by  which  these  controls  are  created,  made 
effective,  and  counterbalanced  to  prevent  the  rigidity  which  could  cancel 
all  the  values  expected  of  the  control  system. 

THE  BASIC  ELEMENTS  OF  A  CONTROL  SYSTEM 

A  plan  must  be  created. 

To  carry  it  out,  a  sound  organization  structure  must  exist. 

To  bring  it  to  life,  a  Y>^o^^r  operating  policy,  based  on  calculated  action 
as  opposed  to  simple  expediency,  must  be  devised  and  transmitted. 

To  make  it  workable,  there  must  be  adequate  delegation  of  autJwntx. 
giving  the  people  selected   to  carry  out  specific  activities   the  right   to 

act. 

To  make  it  simple,  efficient,  and  consistent  throughout  a  corporation 
requires  the  maintenance  of  up-to-date  procedures  and  an  effective  means 
of  seeing  to  it  that  these  procedures  are  followed. 

Lastly,  to  keep  it  permanently  alive  and  dynamic  requires  a  proper 
system  of  communications.  Properly  functioning,  this  makes  it  possible 
to  change,  to  measure  progress,  and  to  replace  the  system. 
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These  are  the  elements  which  I  propose  to  discuss  in  substantial  detail, 
using  as  my  background  the  actual  functioning  of  them  in  a  diversified 
company  such  as  Olin  Mathieson  Chemical  Corporation.  It  is  natural  for 
me  to  use  this  company,  not  only  because  of  my  intimacy  with  it  but  also 
because  its  broad  diversification  in  six  major  industries  (chemicals,  energy, 
metals,  packaging,  pharmaceuticals,  and  sporting  arms  and  ammunition), 
its  wide  geographic  location  (plants  in  twenty-four  states  and  twenty 
foreign  countries  and  distribution  throughout  the  Free  World),  and  its 
40,000  employees  all  combine  to  make  the  proper  working  of  management 
controls  an  essential  to  progress  and  even  survival. 

The  control  of  men,  money,  and  machines  in  such  a  diversified  com- 
pany poses  a  somewhat  greater  problem  than  it  does  in  a  monolithic 
company.  But  if  diversification  is  to  work,  it  must  draw  the  best  from  a 
control  system,  so  that  one  division  not  only  does  not  hinder  but  actually 
helps  another. 

Planning 

A  plan  must  be  created. 

This  is  the  keystone  to  the  entire  problem  of  management.  Without 
some  plan,  business  would  just  go  running  off  in  all  directions  at  the 
same  time  and  would  merely  act  on,  or  better,  react  to,  immediate 
problems. 

Corporate  forward  planning  takes  many  forms:  long-range  plans  of  as 
much  as  ten  years,  short-range  plans  covering  only  the  really  foreseeable 
future,  rigid  plans,  and  just  plans  based  on  hopes.  They  are  created  by 
planning  departments,  economists,  financial  experts,  or  chief  executives. 
There  is  no  right  way  and  wrong  way  to  plan.  Each  company  must  devise 
the  method  best  fitted  to  its  own  personality  and  the  abilities  of  its  own 
people. 

Fundamentally,  however,  planning  must  provide  the  various  echelons 
of  both  corporate  and  divisional  management  with  a  clear  concept  of  the 
job  which  is  at  hand  "now"  and  will  be  in  the  immediate  future  and  at 
least  a  sense  of  direction  as  to  long-term  objectives. 

In  our  company,  these  plans  are  made  and  remade  or  revised  about 
twice  a  year,  one  time  coinciding  with  the  succeeding  year's  budget 
presentation.  Divisional  management  prepares  its  plan,  including  (i) 
fairly  accurate  cost  estimates  for  capital  expenditures,  sales  promotion, 
and  advertising,  (2)  research  programs  and  costs,  and  (3)  personnel  pro- 
grams and  problems.  These  may  cover,  in  depth,  as  much  as  five  years  of 
forward  planning.  The  entire  plan  is  carefully  reviewed  by  top  division 
management  and  then  is  presented  to  the  corporate  president  and  the 
staff  of  specialists  at  corporate  level  who  constitute  the  president's  staff. 

Here  the  plan  is  again  reviewed,  not  only  in  the  light  of  the  individual 
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division,  but  taking  into  consideration  the  over-all  plans  and  condition 
of  the  corporation  as  a  whole. 

No  one  division  can  be  allowed  to  use  up  all  capital  available  for  ex- 
pansion; one  division's  research  project  might  better  be  done  by  another; 
sales  programs  may  be  running  counter  to  another  division's  prosperity; 
personnel  might  be  shifted  to  provide  greater  strength.  These  are  but  a 
few  samples  of  considerations  which  must  be  given  to  any  one  division's 
plans  and  which  can  be  handled  effectively  only  by  those  dealing  with 
the  corporation  as  a  whole. 

Once  the  plan  has  been  hammered  out-and  the  term  is  not  exaggerated 
-it  becomes  the  basic  road  map  to  which  everybody  turns  for  his  direc- 
tion and  outlook. 

To  make  the  plan  operative  and  effective,  however,  requires  a  proper 

organization. 

Organization 

To  carry  it  out,  a  sound  organization  structure  must  exist. 

A  proper  organization  structure  is  one  of  the  more  important  control 
tools.  Properly  created,  it  should  pinpoint  responsibility  and  create  the 
chain  of  command  necessary  to  carry  out  the  corporation's  program. 

Since  it  takes  only  a  slight  vagueness  at  the  top  to  reflect  wide  confusion 
in  the  ranks  below,  an  organizational  plan  starting  with  and  including 
top  management  is  a  primary  order  of  business  in  establishing  a  sound 
system  of  controls.  The  main  elements  of  such  a  plan  must  be  (i)  a  well- 
defined  organizational  structure,  (2)  a  clear  definition  of  job  responsibil- 
ity, and  (3)  an  explicit  chain  of  command.  ,^    r   n      r    1 

To  be  of  significant  value,  an  organization  chart  should  tullv  link 
general  corporate  management  with  the  management  for  each  division. 
But  while  the  organization  chart  defines  the  chain  of  command,  it  must 
be  supplemented  by  written  job  descriptions  in  order  to  be  fully  effective. 
Such  job  descriptions  should  cover  the  responsibilities  and  requirements 
of  every  level  of  management  from  committee  and  departments  through 

all  key  jobs.  . 

The  type  of  organization  structure  will  naturally  vary  with  practically 
every  company.  Other  chapters  of  this  Handbook  will  deal  with  this 
problem  more  thoroughly,  but  we  should  recognize  the  fact  that  the 
people  who  run  a  company  and  the  people  available  for  top-echelon  jobs 
have  a  greater  influence  on  the  ultimate  organization  structure  than  do 
theoretical   considerations,   notwithstanding   the   dicta  of  business   text- 

books.  ^       .  ,, 

The  classic  straight-line-o£-command  organization  has  been  generalh 
supplanted  in  many  large  corporations  by  the  line-staff  concept.  Taken 
from  the  experience  of  the  military  services  and  adapted  to  civilian  needs 
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and  disciplines,  the  line-staff  structure  is  the  only  one  which  can  effec- 
tively cope  with  the  complexities  of  running  a  large  and,  particularly,  a 
diversified  industrial  enterprise. 

The  line  part  of  this  type  of  organization  structure  needs  little  exposi- 
tion, for  this  group  is  given  the  responsibility  and  authority  profitably 
to  operate  each  division,  limited  only  by  specific,  written  powers  which 
are  reserved  to  the  staff  and  its  departments.  Each  division  head  reports 
directly  to  the  president  and  is  responsible  to  him. 

On  the  other  hand,  the  staff  group  is  much  more  difficult  to  organize, 
to  operate,  and  to  make  work  smoothly  with  the  line  group. 

A  good  staff  must  have  a  number  of  qualifications  as  a  group  and  as 
individuals,  for  it  acts  in  both  capacities.  The  most  important  of  these 
are: 

1.  It  should  be  made  up  of  a  group  of  men  particularly  adept  in  the 
most  important  specialties  needed  to  run  a  modern  corporation.  These 
specialties  may  be  those  which  have  a  common  impact  on  all  divisions, 
or  which  might  cause  friction  between  divisions,  or  in  which  the  corpora- 
tion's over-all  reputation  or  well-being  might  be  affected  by  the  intro- 
spective action  of  any  single  division.  In  general,  these  specialties  would 
include  production  and  engineering;  marketing;  personnel;  industrial, 
government,  and  public  relations;  finance;  accounting;  auditing;  insur- 
ance; law;  and  shareholder  activities. 

Often  one  or  more  of  these  activities,  administered  by  corporate  de- 
partments, may  be  supervised  by  a  single  member  of  the  top  staff. 

2.  It  should,  if  possible,  have  some  of  their  number  who  have  come 
up  through  the  line  organization.  One  of  the  most  general  complaints 
against  the  staff-line  concept  is  that  of  "interference"  by  staff  in  line 
activities.  Thus  former  line  experience  is  valuable  to  have  on  the  staff. 

3.  It  goes  without  saying  that  each  man  must  be  better  than  average  in 
his  specialty  or  he  soon  becomes  valueless  and  cannot  be  effective. 

What  in  general,  then,  does  a  staff  do? 

1.  It  helps  the  president  do  his  job  more  effectively  by  providing  him 
with  the  facts  upon  which  to  act. 

2.  It  helps  the  divisions  in  areas  in  which  the  staff  members  may  be 
expert  and  where  the  divisions  perhaps  should  not  operate  by  themselves. 

3.  It  serves  as  a  reviewing  team,  looking  into  the  programs,  activities, 
and  results  of  the  divisions,  which  will  be  of  help  to  the  entire  line 
organization.  As  part  of  this  function,  it  helps  in  annual  budgetary 
review. 

4.  The  members  administer  the  individual  departments  assigned  to 
them. 

5.  The  members  act  for  the  president  when  requested  by  him  so  to  do. 
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A  Staff  does  not: 

1.  Become  responsible  for  day-to-day  operation  of  the  divisions 

2.  Interfere  with  line  management,  except  as  requested  by  the  division 
head  or  the  president 

It  therefore  requires  a  balanced  functioning  of  the  whole  organization 
for  a  successful  over-all  operation.  The  chief  executive  officer  must  be 
the  flywheel  to  keep  this  organizational  mechanism  in  balance. 

Nothing,  however,  is  quite  as  important  in  this  area  as  a  perfectly 
clear  understanding  of  functions  in  both  the  line  and  staff  groups.  The 
slightest  lack  of  clarity  can  ruin  the  entire  procedure. 

With  a  company's  organization  resolved,  it  must  now  have  a  policy. 

Policy 

To  bring  it  to  life,  a  proper  operating  policy,  based  on  calculated  action 
opposed  to  simple  expediency,  must  be  devised  and  transmitted. 

Policy  is  little  more  than  the  enunciation  of  a  company's  goals  or  its 
intentions  or  the  limitations  which  are  placed  on  its  activities.  It  serves 
management  in  many  ways,  not  the  least  of  which  is  in  its  control  func- 
tion, and  in  this  chapter  we  are  interested  only  in  this  phase  of  corporate 

policy. 

From  a  control  viewpoint,  therefore,  what  are  the  main  elements  of 

good  policy? 

1.  It  must  be  in  writing.  An  individual  can  be  held  accountable  for 
operating  within  the  bounds  of  policy  only  if  it  has  been  made  unmis- 
takably clear.  Policy,  if  it  exists  as  custom,  mutual  agreement,  or  loose 
verbal  understanding,  can  lead  to  misinterpretation  and  confusion.  For 
this  reason,  policy  can  serve  effectively  as  a  control  function  onlv  when 
it  is  spelled  out  in  writing.  And  just  as  the  organization  of  a  companv 
should  be  made  tangible  in  the  form  of  organization  charts  and  thorough 
job  descriptions,  so  should  policies  be  collated  in  a  comprehensive  manual 
for  easy  reference  and  availability  to  all  those  interested. 

2.  It  must  be  realistic.  A  policy  usually  becomes,  by  usage,  a  pledge 
made  by  the  company  to  employees,  customers,  stockholders,  or  other 
interested  groups.  If  it  is  not  well  conceived  and  changes  become  too 
frequent,  it  loses  its  dependability  and  therefore  much  of  its  value  as  a 
management  tool.  Policy  should  therefore  be  based  on  realistic  objectives 
and  should  be  well  coordinated  with  policy  in  other  areas. 

3.  It  must  be  broad  in  scope.  Although  a  policy  must  be  specific  ni 
order  to  serve  effectively  as  a  guide,  it  must  not  be  so  specific  as  to  become 
rigid.  It  must  be  adaptable  to  changing  conditions  while  keeping  in  sight 
the  original  goals. 

4.  It  must  have  top-level  approval.  A  new  policy  will  often  originate 
at  a  lower  echelon  as  the  result  of  some  particular  need.  In  everv  case, 
however,  it  must  be  approved  and  passed  upon  as  corporate  policy  by  the 
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very  highest  level.  This  is  necessary  in  order  clearly  to  establish  corporate 
intent  and  a  mandate  for  action. 

5.  It  must  he  given  wide  distribution,  and  it  must  be  thoroughly  under- 
stood by  all  echelons  of  management.  Policy  which  is  filed  in  a  vice 
president's  desk  drawer  has  absolutely  no  value  regardless  of  how  thought- 
fully it  has  been  conceived  or  drawn  up.  Policy  which  is  not  clearly 
written  can  lead  to  costly  errors. 

The  number  of  policies  and  the  areas  they  cover  will  vary  greatly 
from  company  to  company.  They  will  range  through  all  facets  of  cor- 
porate activity,  from  such  things  as  the  sale  of  know-how  abroad  to 
policies  governing  home  office  hours  during  summer  months. 

Broadly  speaking,  policies  serve  a  control  function  over  the  men,  money, 
and  machines  which  constitute  the  corporate  entity.  There  are  financial 
policies,  production  policies,  sales  policies,  and  the  like.  But  in  any  com- 
pany, the  greatest  body  of  policies  will  more  than  likely  be  those  con- 
cerned with  the  treatment  of  its  people. 

How  do  policies  move  from  the  discovery  of  need  to  adoption? 

The  creation  of  policy  is  no  one  person's  job.  Generally,  those  affecting 
only  divisional  operations  are  devised  and  promulgated  within  the  divi- 
sions themselves,  with  only  an  occasional  "look  over  the  shoulder"  from 
corporate  staff  personnel. 

Those  that  can  affect  the  entire  corporation  are  conceived  by  the  staff 
departments,  principally  those  dealing  with  finance  and  personnel.  A 
preliminary  draft  is  prepared  for  study  by  the  full  staff  and  then  by  the 
divisions.  Finally,  they  receive  top-level  approval,  usually  by  the  president. 

Once  having  formulated  a  policy,  however,  care  must  be  taken  to  keep 
it  up  to  date.  It  is  wise  to  have  each  responsible  department  head  make 
a  review  of  policies  at  least  once  a  year.  An  obsolete  policy  is  worse  than 
none. 

We  have  made  the  plan,  resolved  its  organization,  established  the  ob- 
jectives, and  now  action  is  required. 

Delegation 

To  make  it  workable,  there  must  be  adequate  delegation  of  authority, 
giving  the  people  selected  to  carry  out  specific  activities  the  right  to  act. 

The  larger  a  corporation  and  the  more  removed  from  one-man  rule, 
the  more  difficult  and  complex  becomes  the  problem  of  control.  In  a 
diversified  company,  it  is  necessary  to  delegate  a  great  deal  of  authority 
to  give  operating  heads  the  power  to  act  quickly  and  independently  with- 
out the  need  for  checking  each  movement  with  corporate  headquarters. 

Yet  it  is  clear  that  if  the  corporation  is  to  be  protected  against  dis- 
astrous or  unwise  commitments,  there  must  be  established  not  only  the 
right  to  act  but  limitations  upon  this  right  to  act 

A  division  head,  for  example,  must  be  able  to  negotiate  freely  with 
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suppliers  to  take  advantage  of  a  competitive  situation.  But  to  ^vhat  extent 
should  he  be  able  to  commit  the  company  to  a  binding  long-term  contract 
without  consulting  higher  management?  A  division  head  must  be  given 
leeway  to  cope  with  his  own  personnel  problems,  but  to  what  extent,  if 
any,  should  general  wage  settlements  or  economic  adjustments  be  per- 
mitted without  corporate  acceptance? 

Division  heads  must  be  given  clear-cut  responsibility  and  authontv 
to  handle  affairs  largely  on  a  proprietary  basis  while  leaving  general  man- 
agement free  to  devote  attention  to  overriding  problems  involving  the 
direction  of  the  business  as  a  whole.  This  must  be  accomplished  through 
uniform  means  that  strike  a  balance  between  the  authority  and  the 
limitations  on  authority  to  act. 

What  is  involved  is  more  than  a  mere  extension  of  job  descriptions. 
In  order  to  act  in  behalf  of  the  corporation  with  third  parties,  a  division 
or  staff  department  head  must  be  delegated  legal  power-in  effect,  ap- 
pointed an  agent  of  the  company. 

One  proven  way  is  for  this  power  to  be  granted  to  each  operating  head 
through  written  "delegations  of  authority." 

Under  the  by-laws  of  corporations,  the  authority  to  operate  the  busi- 
ness of  the  corporation  is  usually  delegated  to  the  president.  In  turn,  the 
president,  through  his  right  to  redelegate,  can  pass  some  of  his  rights  to 
act  to  operating  heads  of  divisions  and  principal  staff  departments 
through  a  delegation  of  authority,  as  is  done  in  my  company. 

The  delegation  is  an  instrument  broad  in  scope,  translating,  m  effect, 
full  legal  powers  to  sign  and  commit  the  corporation  in  the  usual  course 

of  business.  .     . 

But  while  the  delegation  invests  sweeping  powers,  a  check  is  m  turn 
imposed  on  these  powers  by  another  document,  issued  simultaneouslv. 
known  as  the  "grant  of  operating  authority."  This  is  an  instrument  which, 
while  not  limiting  the  legal  power,  serves  as  the  internal  control.  It  is  this 
instrument  which  exercises  the  controls  to  protect  the  companv  from 
possible  unwise  decisions  and  to  delineate  the  area  of  individual  re- 
sponsibility. 

The  grant  of  authority  authorizes  the  recipient  to  execute,  or  m  turn 
to  appoint  subordinates  to  execute,  actions  in  the  usual  course  ot  the 
business  of  his  division  or  department  which  are  within  the  limits  stated 
for  certain  transactions.  Provision  is  made  for  the  revie.v  and  approval 
of  any  matters  not  falling  within  such  limits. 

Delegations  made  under  the  grant  of  authority  may  include  a  provision 
authorizing  successive  redelegations  to  subordinates,  since  the  grant  is 
also  an  administrative  document  meant  to  facilitate  action  m  the  line  of 

command.  ,     .     ,  ^i       , 

Thus  it  is  that  while  an  executive  possesses  technical  power  undei  a 

broad  delegation  of  authority  to  execute  a  particular  agreement,  he  must 
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nevertheless  comply  with  clearance  requirements  set  forth  in  the  grant. 
The  grant  does  not  deprive  the  executive  of  the  power  to  act,  but  estab- 
lishes the  cutoff  point  beyond  which  he  must  get  approval  from  higher 
management  in  order  to  act.  Thereby  the  flexibility  required  in  the 
corporate  chain  of  command  is  preserved. 

Accordingly,  a  grant  can  be  redrawn  to  permit  greater  leeway  in  bigger 
divisions  where  monetary  decisions  are  on  a  larger  scale  or  to  give  an 
individual  more  responsibility  as  he  grows  with  the  job. 

A  typical  grant  of  authority  to  a  division  head  would  define  the 
monetary  limits  in  such  major  areas  as  capital  appropriations,  sale  or 
retirement  of  capital  assets,  contracts,  retention  of  outside  services  and 
consultants,  taxes,  or  in  matters  relating  to  personnel  and  labor  rela- 
tions. 

Each  stipulation  in  the  grant  is  designed  to  serve  a  specific  purpose, 
where  experience  has  shown  that  controls  are  needed.  For  example,  while 
a  division  head  is  given  the  authority  to  retain  an  industrial  engineering 
firm,  he  cannot  retain  outside  legal  services  without  approval  of  the 
corporation's  general  counsel.  The  reason  for  this  is  readily  apparent. 
An  industrial  engineer,  if  needed,  will  in  all  probability  be  concerned 
with  a  unique  problem  and  will  not  be  duplicating  work  that  might  al- 
ready have  been  performed.  A  law  firm,  on  the  other  hand,  could  con- 
ceivably be  retained  to  look  for  a  legal  precedent  that  had  already  been 
established  by  another  division.  By  a  provision  requiring  centralized 
clearance,  the  company  is  only  assuring  the  maximum  utilization  of  its 
resources— in  this  case,  knowledge. 

Similarly,  the  control  purpose  is  clear  in  the  stipulation  in  the  grant 
that  restricts  any  final  wage  settlement  without  prior  consultation  with 
top  management.  It  might  be  reasoned  that  such  a  negotiation  is  a  funda- 
mental division-management  problem,  and  it  is,  but  the  problem  is  not 
so  simple  in  a  large  or  diversified  company  which  might  have  to  deal  with 
many  bargaining  units  in  many  parts  of  the  country  or  the  world. 

In  this  way,  the  grant  of  authority  provides  a  central  control  over  de- 
centralized product  operations.  It  maintains  flexibility,  makes  for  maxi- 
mum utilization  of  resources,  and  works  toward  some  degree  of  uniform- 
ity in  areas  of  personnel. 

Given,  then,  a  plan,  a  structure  for  action,  and  the  go-ahead  to  take 
action,  the  next  step  in  a  control  system  is  the  establishment  of  methods 
to  facilitate  action  and  guarantee  its  uniformity.  This  leads  directly  to  the 
mechanism  for  implementing  policy,  which  is  procedure. 

Procedure 

To  make  it  simple,  efficient,  and  consistent  throughout,  a  corporation 
requires  the  maintenance  of  up-to-date  procedures  and  an  effective  means 
of  seeing  to  it  that  these  procedures  are  followed. 
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Wherever  the  power  to  act  is  restricted,  there  must  be  substituted  a 
means  for  action.  If  a  person  in  a  job  is  told  he  cannot  independently 
negotiate  a  contract,  it  does  not  eliminate  the  need  for  negotiation.  .\ 
method  must  be  provided  which  will  allow  negotiation.  In  every  case, 
therefore,  delegation  presupposes  clearly  established  procedures. 

Besides  facilitating  action  by  telling  how  to  proceed  in  accordance  with 
policy,  procedure  provides  for  some  degree  of  standardization,  which  is 
every  bit  as  important  to  modern  management  as  the  concept  of  inter- 
changeable parts  was  to  the  growth  of  the  mass-production  industries. 
In  preparing  corporate-wide  forecasts  and  budgets,  for  instance,  there 
must  be  a  basis  for  relating  the  statistics  of  one  division  to  another  s,  a 
problem  easily  solved  by  standardized  procedures  for  reporting  financial 
Lures  If  standard  procedure  governs  the  shipment  of  goods  or  pavment 
of  bills,  a  customer  or  supplier  cannot  accuse  the  company  of  giving 
preferential  treatment  to  a  competitor. 

In  most  companies,  the  bulk  of  procedure  is  concerned  with  the  contro 
of  money  At  Olin  Mathieson,  the  Corporate  Standard  Procedures  manual 
outlines  financial  procedures  in  some  thirty-five  areas  ranging  from  ad- 
vertising budget  and  purchasing  to  depreciation,  cash  control,  and  lease 
and  rental  commitments. 

While  this  is  not  the  place  to  go  into  all  the  various  procedures  that 
can  be  of  use  as  management  controls,  one  seems  specially  worth  notmg 
because  of  its  paramount  concern  to  all  types  of  business.  It  is  the  cor- 
porate procedure  relating  to  capital  expenditures. 

The  deployment  of  capital  funds  is  one  of  the  major  problems  con- 
fronted by  all  industry.  Idle  funds  are  costly,  but  wasted  expenditures  are 
even  worse.  Dollars  have  to  be  put  to  work.  But  because  anv  capital 
expenditure  is  an  important  investment  of  time  and  monev  that  directh 
influences  a  corporation's  future,  there  must  be  some  element  of  comrol 
to  guarantee  that  a  proposal  will  have  all  the  qualifications  required 
for  making  it  worth  doing. 

However  attractive  a  proposal  for  a  capital  expenditure  may  appeal 
to  be,  the  reason  for  undertaking  an  investment  is  to  improve  the  cor- 
poration's future  earnings  potentials.  This,  in  turn,  requires  that  a 
choice  be  made  by  top  management  from  among  possible  alternatne 
investments,  because  attractive  proposals  usually  far  exceed  die  financial 
capacity  of  the  corporation  to  adopt  them  all  at  any  given  time. 

It  is  clear,  therefore,  that  top  management  must  ha^■e  certain  standard- 
ized basic  criteria  to  evaluate  capital-expenditure  proposals,  to  guide  the 
direction  of  funds  into  the  most  profitable  areas,  and  to  guard  against 
the  possibility  of  serious  capital  overruns.  \ 

Thus  most  companies  find  it  desirable  to  establish  strict  procedu  es 
covering  the  development  of  proposals  for  capital  expenditures,  in  order 
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to  be  sure  that  those  reaching  top  management  for  final  consideration  are 
in  a  reasonably  standardized  form  and  are  based  on  sound  marketing, 
engineering,  and  profit-making  estimates. 

In  a  company  such  as  Olin  Mathieson,  the  problem  is  compounded  by 
the  complexity  of  the  corporation.  The  question  becomes  not  only 
whether  or  not  to  spend  the  money,  but  in  which  of  the  six  major  areas 
of  operations  funds  should  be  put  to  work.  As  a  result,  tight  procedures 
must  be  developed,  and  the  limitation  on  expenditures  imposed 
on  operating  heads  by  the  grants  of  authority  should  be  set  at  levels 
that  will  not  permit  the  overspending  of  available  funds  in  any  one 
period. 

The  chief  executive  officer  with  the  assistance  of  the  financial  depart- 
ment must  determine  an  "order-of-magnitude"  availability  of  funds.  The 
question  then  becomes:  How  will  this  total  be  divided  year  by  year 
among  various  divisions  or  departments  or  even  into  completely  new 
ventures  outside  of  the  present  scope  of  the  company? 

This  requires  programming  of  major  capital  expenditures  on  a  rea- 
sonably forward-time  basis.  Following  a  general  approval,  as  previously 
discussed,  the  procedure  for  developing  the  project  must  be  reasonably 
rigid  in  order  to  allow  the  proponents  of  the  scheme  to  prove  the  value, 
and  the  staff  to  agree  to  it,  in  light  of  the  over-all  corporate  welfare. 

Thus  the  "capital-appropriation-request"  (CAR)  procedure  requires 
careful  controls  at  all  levels  of  the  company: 

1.  The  need  for  the  project  must  be  adequately  engineered  and  ana- 
lyzed by  both  production  and  sales  heads  of  an  operating  division. 

2.  The  efficiency  of  process,  its  safety,  and  the  quality  of  resulting  prod- 
ucts must  be  attested  to  by  plant  managers,  quality-control  personnel, 
and  safety  engineers. 

3.  Patent  problems,  if  any,  are  the  concern  of  the  legal  department  and 
possibly  the  research  head. 

As  a  result,  the  CAR  serves  to  assist  the  general  manager  and  his  staff 
quite  as  much  as  to  facilitate  corporate  review  and  control.  From  the 
control  standpoint,  it  guards  against  unwise  commitments  and,  by  neces- 
sitating prior  review  in  the  development  stages,  cuts  down  on  the  burden 
of  executive  detail  while  making  maximum  use  of  many  corporate  talents 
in  planning.  Furthermore,  through  the  procedure  of  the  detailed  outline 
and  work  forms  prescribed  in  the  CAR,  management  is  provided  with 
information  to  judge  the  merit  of  each  proposal  against  alternative  in- 
vestment opportunities. 

Procedures,  therefore,  cover  as  many  functions  as  management  desires. 
They  should  be  used  widely  but  carefully.  Too  few  will  lead  to  con- 
fusion; too  many  will  stultify  initiative  and  good  management.  It  is  top 
management's  job  to  keep  this  balance. 
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Communications 

To  keep  it  permanently  alive  and  dynamic  requires  a  proper  system  of 
communications. 

Given  the  ultimate  objective  o£  profitable  return  on  investment,  man- 
agement has  at  its  disposal  five  control  devices  to  guide  action  toward 
its  goal:  planning,  organization,  delegation,  policy,  and  procedures.  These 
are  the  static  aspects  o£  control  in  that  theoretically  they  are  not  suscep- 
tible to  constant  changes  or  frequent  major  overhaul  as  long  as  busmess 
is  proceeding  efficiently  on  its  course. 

The  sixth  element  of  control,  communications,  is  the  dynamic  aspect 
in  that  it  is  continually  providing  performance  appraisal,  revealing,  per- 
haps not  always  why,  but  always  when  a  company  is  deviating  from  us 
course.  It  is  the  link  back  to  planning  that  sets  in  motion  a  chain  of  new 
or  corrective  actions  when  necessary.  It  is,  in  fact,  the  indispensable  ele- 
ment in  forecasting,  budgeting,  and  the  other  phases  of  intelligent  plan- 

ning.  ,  p 

Communications,  as  a  control  function,  can  be  said  to  serve  five  pur- 

poses:  .    r 

,.  To  supply  management  at  various  levels  the  necessary  mformation 

with  which  to  appraise  results  at  the  right  time 

2.  To  supply  data  to  corporate  management  with  which  best  to  man- 
age the  various  corporate  resources  . 

3.  To  provide  the  guides  for  forward  planning,  including  outside  in- 
fluences which  will  affect  the  corporation's  products  or  services 

4.  To  give  the  various  publics  which  impinge  on  a  corporation  s  lite 
the  proper  and  true  reflection  of  the  corporation 

5    To  give  various  levels  of  management  the   proper   "feel     ot  the 
business,  which  written  or  formalized  reports  cannot  always  do  weW 

Providing  management  with  the  proper  data  and  perspectne  in  hne 
with  these  purposes  calls  for  a  system  of  oral  and  written  reports.  These 
can  take  many  shapes  and  forms,  but  they  should,  in  toto.  provide  a 
simple,  clear-cut  picture  of  what  is  happening  in  the  business  at  the 
moment  and  point  up  both  internal  and  external  trends  that  might  hold 
a  glimpse  of  the  future.  They  must  tell  not  only  how  a  company  is  doing, 
but  how  it  is  doing  against  a  plan,  while  simultaneously  feeding  mforma- 
tion  to  make  new  plans.  , 

Reports  and  Meetings.  Communication,  of  course,  is  a  continuous  and 
inescapable  process.  An  interoflice  memo,  the  daily  newspaper,  a  te  e- 
phone  conversation,  all  might  work  toward  the  desired  objectives.  But 
Ihat  we  are  talking  about  here  is  an  organized  system  to  guarantee  the 
necessary  information  with  which  properly  to  operate  a  company. 

Each  report  or  meeting  will,  by  definition,  vary  in  form,  purpose,  and 
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frequency.   There  are,   however,   a   few  general   rules  which  should  be 
followed. 

Regularity:  For  control  purposes,  continuity  is  important,  and  the 
necessary  aspects  of  each  operation  should  be  reviewed  at  least  once  each 
month. 

Agenda:  Meetings  should,  if  possible,  have  a  formal  agenda,  as  a  time- 
saving  device,  to  guarantee  that  important  problems  are  not  overlooked 
and  to  permit  all  participants  to  know,  in  advance,  what  may  be  expected. 

Standardization:  Procedure  should  govern  the  compilation  of  figures 
so  that  there  is  a  basis  for  comparison. 

Timeliness:  Data,  as  well  as  being  concise,  should  be  made  available  as 
quickly  as  possible  after  tabulation. 

Terseness:  Reports  should  cover  only  the  data  wanted;  meetings  should 
cover  the  subjects,  and  end. 

Any  system  of  communications,  however,  must  be  designed  to  the  par- 
ticular organization  structure  and,  not  the  least  important,  to  the  per- 
sonality and  "way  of  work"  of  its  managers. 

Each  company  will  need  different  types  of  reports  showing  profit  and 
loss,  balance  sheet,  production  cost,  capital  asset,  and  other  financial  or 
statistical  data.  It  will  probably  want  regular— but  at  varying  intervals- 
control  reports  covering  such  important  items  as  personnel  strength, 
safety  records,  research  progress,  marketing  problems,  construction  prog- 
ress, and  many  others.  It  will  be  helpful  to  have  an  internal  method  of 
culling  the  essential  data  affecting  the  corporation  from  the  trade  and 
less  general  press. 

In  a  large  or  diversified  company,  it  will  probably  be  helpful  to  have 
a  monthly  report  from  each  division  head  covering  the  major  highlights 
of  the  past  month's  business  and  his  views  of  the  future. 

Each  management  team  will  want  different  kinds  of  meetings  on  a 
regular  basis.  Of  course,  there  are  the  statutory  meetings  of  the  board  of 
directors  and  its  committees  and  the  policy  meetings  of  top  management. 
But  the  frequency  and  type  of  meetings  of  staff  and  line  personnel  are 
dependent,  in  large  measure,  upon  the  people  who  make  up  the  manage- 
ment of  a  company. 

We  have  found  the  most  valuable  meetings  to  be  those  in  which  cor- 
porate staff  reviews  with  divisional  management  its  future  plans,  budgets, 
and  capital-expenditure  programs.  These,  which  are  held  about  twice  a 
year,  provide  a  most  comprehensive  opportunity  for  a  thorough  analysis 
of  each  operation. 

So  far,  the  emphasis  has  been  entirely  on  internal  controls.  The  destiny 
of  a  corporation,  however,  is  often  determined  by  external  influences. 
Changes  in  standards  of  living,  growth  of  population  and  leisure  time, 
tariff  changes,  and  scientific  discoveries  are  but  some  of  the  elements  that 
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can  affect  the  course  of  business  and  over  which  a  company  president  has 

little  direct  control.  . 

But  there  is  an  external  area  where  positive  control  can  be  exercised- 
the  public  impression,  the  reputation,  of  the  corporation.  This  requires 
constant  attention  and  a  high  degree  of  uniformity  in  approach.  The 
reflection  given  to  a  corporation  by  its  reports  to  shareholders  and  the 
financial  community,  its  advertising,  its  general  public  relations,  speeches 
of  its  personnel,  and  its  dealings  with  employees  must  be  a  principal  con- 
cern of  all  management  and  must  therefore  be  cleared,  in  general,  bv  the 
corporate  department  best  able  to  keep  the  proper  perspective  on  this 
problem,  usually  the  public  relations  department. 

Before  leaving  the  subject  of  communications  one  word  of  caution  is 
essential.  Too  many  corporation  managements  are  wallowing  m  a  sea 
of  reports  or  uselessly  exhausting  themselves  in  the  stale  air  of  endless 
meetings  because  no  one  has  considered  their  management  value.  Just 
because  a  report  is  "prepared  anyway"  for  someone  who  needs  it  does  not 
mean  it  should  go  to  all  those  entitled  to  reports.  Meetings  are  too  often 
held  to  talk  over  things  which  should  have  been  acted  upon,  except  tor 
someone's  lack  of  willingness  to  take  the  responsibility. 

A  periodic  review  of  both  these  forms  of  communication  is  one  ot  the 
most  important  forms  of  management  control,  for  it  will  not  onlv  save 
much  in  cost,  but  will  add  to  the  efficiency  of  the  operation  and  will  make 
managing  at  all  levels  much  easier. 

CONCLUSION 

In  summary,  the  purpose  of  management  controls  is  to  increase  the 
efficiency  of  business  by  providing  top  management  with  the  means  to 
maneuver  effectively  toward  its  goal,  the  achievement  of  greater  profits. 
In  setting  up  a  system  ot  controls,  corporate  objectives  must  be  clearlv 
defined,  realistic  procedures  adopted  for  their  attainment,  and  a  method 
found  to  measure  results  so  that  objectives  may  be  corrected  .vhen  neces- 

'Teading  a  symphony  orchestra  consisting  of  virtuosos  in  everv  instru- 
ment requires  controls.  Business  is  no  different.  Managements  are  merel) 
people;  people  are  all  different,  and  therefore  the  greatest  problem  m 
dealing  with  a  corporation  is  that  of  properly  handling  its  people. 

To  me  the  greatest  business  goal  an  executive  can  reach  is  to  have  a 
profitable  and  respected  enterprise  in  which  employment  is  not  only 
rewarding  but  also  enjoyable  and  where  the  organization  is  so  good  that 
his  own  job  is  no  longer  necessary. 


Carter  C.  Higgins 

PRESIDENT 

WORCESTER  PRESSED  STEEL  COMPANY 

WORCESTER,   MASSACHUSETTS 


Carter  C.  Higgins,  president  and  treasurer  of  Worcester  Pressed  Steel 
Company,  learned  the  metal-forming  business  from  the  bottom  up. 
He  started  as  a  shipping  clerk  in  19^8  and,  after  serving  in  practically 
every  area  of  management  activity,  became  president  of  Worcester 
Pressed  Steel  in  ip^o. 

In  addition  to  heading  Worcester,  he  is  also  president  of  Mutual 
Products  Co.,  Inc.,  chairman  of  Westprest,  Inc.,  Amarillo,  Texas,  both 
Presteel  subsidiaries,  and  is  a  director  of  Smithcraft  Corporation  in 
Chelsea,  Massachusetts.  Carter  Higgins  has  also  served  as  a  director  of 
Savoy-Plaza,  Inc.,  for  three  years  and  of  Main  Street  Europe,  Inc.,  for 
four  years. 

He  is  very  active  in  trade  and  professional  associations,  particularly 
the  Young  Presidents'  Organization  and  the  Pressed  Metal  Institute. 
He  served  as  vice  president  of  the  Pressed  Metal  Institute  and  as  presi- 
dent in  ip^S—ip^c}. 

No  stranger  to  writing,  Mr.  Higgins  has  contributed  articles,  on  a 
variety  of  management  topics,  to  such  publications  as  the  Harvard 
Business  Review,  Dun's  Review  and  Modern  Industry,  and  the  Man- 
agement Review.  He  has  also  authored  a  number  of  more  technical 
articles  which  have  appeared  in  Machine  Design,  Iron  Age,  and  other 
similar  periodicals. 

Like  most  other  top-level  managers.  Carter  Higgins  participates  in 
a  variety  of  community  and  social  activities.  He  is  a  member  of  the 
governing  board  of  Worcester  Junior  College  and  has  held  various 
offices. in  the  United  World  Federalists,  Inc.  He  is  a  trustee  of  the 
John  Woodman  Higgins  Armory,  Inc.,  and  has  served  as  chapter  chair- 
man of  the  American  Red  Cross,  ic,^^  to  ic,^6.  For  several  years  he  has 
been  a  division  leader  in  the  Worcester  Community  Chest  and  a 
department  head  of  the  Greater  Worcester  Area  Council  of  Churches. 
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Carter  Higgins  is  a  corporator  of  the  Worcester  Art  Museum,  the 
Worcester  Music  Festival,  and  the  Institute  of  Contemporary  Art,  Bos- 
ton, Massachusetts.  He  is  also  member  of  the  Worcester  Club  and 
Tatnuck  Country  Club. 

He  was  born  in  Worcester,  Massachusetts,  in  1914,  attended  St. 
Paul's  School,  and  received  his  Bachelor  of  Arts  degree  from  Yale 
University  in  1937-  He  also  did  graduate  work  in  economics  at  King's 
College  in  Cambridge,  England. 

Mr.  Higgins  is  married  to  the  former  Mary  Bechhold  and  has  three 
children.  The  Higgins  family  resides  in  North  Brookfield,  Massachu- 
setts. 
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CHAPTER    20 

Management  Controls  for  Small  Business 


We  hear  that  business  is  getting  to  be  more  complex  all  the  time  com- 
pared with  "the  good  old  days."  But  was  it  ever  easy  to  be  a  successtui 

manasrer?  I  doubt  it.  1    tp    i         ^ 

In  recent  years,  many  new  controls  have  been  developed  If  these  do 
not  make  the  managerial  task  easier,  they  are  no  good  and  should  be 
dropped.  They  take  some  effort  to  devise  and  comprehend,  but  surely 
similar  effort  was  demanded  of  past  entrepreneurs  who  "flew  by  the  seat 

of  their  pants."  j      ,  „a 

Wider  participation  in  management  today  calls  for  a  better  understand- 
ing of  controls,  so  that  company  objectives,  and  therefore  busmess  success, 

may  be  reahzed.  , 

The  exercise  of  control  is  a  matter  of  gettmg  people  to  do  what  mus 
be  done  to  achieve  objectives.  When  I  refer  to  "controls"  or     comro 
points"  (as  interchangeable  terms)  in  this  chapter,  I  refer  less  to  the  actual 
directives  and  action  than  I  do  to  the  signposts  which  we  use  to  incite 
management  to  action. 

In  the  end,  however,  a  company's  success  depends  on  manageinent  suc- 
ceeding with  the  human  element.  In  theory,  a  company  of  two  hundred 
persons  could  be  run  by  three  or  four  knowledgeable  top.  management 
leaders.  It  would  never  lose  money,  though  it  might  kill  us  executives, 
and  its  employees  would  almost  all  have  to  be  self-starters.  It  is  quite 
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clear  that  the  degree  of  proximity  to  this  ideal  situation  that  a  chief 
executive  may  achieve  depends  on  his  ability  to  train  and  motivate  his 
associates  to  perform  beyond  ordinary  expectations.  This  is  the  human 
element. 


THE  NEED  FOR  CONTROLS  IN  A  SMALL  BUSINESS 

To  provide  the  basis  for  effective  control,  standards  must  first  be 
developed  of  what  it  is  reasonable  to  expect  men  to  accomplish  in 
quantity  and  quality  of  work.  Control  points  are  then  used  against  a 
background  of  these  standards.  They  guard  against  any  natural  tendency 
to  let  down  rather  than  make  improvements.  Without  controls,  standards 
are  evolved  to  suit  the  lowest  common  denominator.  This  is  not  good 
enough  today.  Smaller  companies  are  called  upon  to  accomplish  with 
fewer  figures  and  very  few  people  what  larger  companies  do  at  far  greater 
expense.  It  can  and  must  be  done. 

Before  reviewing  our  controls,  let  me  tell  you  about  our  company. 
The  Worcester  Pressed  Steel  Company  produces  a  small  percentage  of 
the  $2.25  billion  worth  of  stamped  components  used  in  the  United  States 
each  year.  In  many  cases,  we  must  compete  with  stamping  operations 
in  our  customers'  plants  and  make  it  worthwhile  for  them  to  buy  rather 
than  make.  Captive  operations  supply  over  half  the  market.  We  compete 
with  other  stampers.  We  also  compete  in  many  cases  with  other  methods 
of  making  component  parts  (machining,  casting,  die  casting,  and  the  like). 
Meeting  needs  competitively  is  our  lifeblood.  We  employ  fewer  than 
300  people  and  are  seventy-five  years  old.  We  have  a  stamping  division, 
a  tool  division,  our  Hi-Pac  division  making  small  pressure  cylinders  and 
release  valves,  and  two  subsidiaries.  Mutual  Products  Company  Incor- 
porated, with  a  line  of  paper  punches,  and  Westprest,  Inc.,  which  makes 
evaporative  coolers  and  ducts.  Except  for  Mutual,  we  produce  against 
orders. 

Management  below  the  board  of  directors  rests  with  activity  area  heads 
of  sales,  production,  and  finance.  Research  and  development,  personnel, 
and  public  relations  activities  are  at  a  somewhat  lower  level.  Many  de- 
cisions are  reached  in  more  or  less  regular  management  conferences.  I 
consider  communications  to  be  quite  free. 

The  market  for  stampings  is  highly  variable,  and  margins  are  not 
substantial.  Consequently,  we  need  controls  as  much  as  any  plant  or 
network  of  plants  could,  regardless  of  size. 

In  small  business,  too,  goods  and  services  must  meet  the  needs  of  the 
market  (engineering);  they  must  be  known  about  and  sold  (marketing); 
equipment,  methods,  and  facilities  must  turn  out  products  to  specifica- 
tion, on  time,  and  at  competitive  costs  (production);  capable  employees 
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must  be  selected,  trained,  and  held,  even  if  higher-rated  jobs  are  fe^ver 
(personnel);  and  money  available  must  be  employed  effectively  and  con- 
trols devised  (finance  and  control).  Generally,  smaller  companies  have 
fewer  legal  problems  and  problems  of  public  and  stockholder  relations, 
so  that  these  are  frequently  part-time  or  consultative  tasks. 

The  chief  executive  can  make  his  own  subjective  observations.  He  also 
receives  numerous  opinions  from  associates,  superintendents,  foremen, 
and  employees.  But  in  addition  he  needs  clear,  concise,  objective  informa- 
tion from  all  areas  of  the  business.  He,  along  with  his  staff,  needs  a 
meaningful  set  of  controls  to  guide  action. 

Appropriate  controls  differ  from  one  company  to  another.  Developing 
the  controls  does  not  complete  the  task;  in  fact,  fully  developed  svstems 
which  are  never  changed  often  mark  the  static  or  slipping  company.  AVhat 
are  seemingly  adequate  controls  today  may  prove  unsatisfactory  after  a 
comparatively  short  time. 

Using  Figures 

Figures  have  inherent  disadvantages  as  well  as  advantages.  Thev  omit 
the  human  equation,  and  their  usefulness  is  sometimes  questioned.  The 
foreman,  for  example,  knows  he  knows  more  about  employee  morale  in 
his  department  than  his  superior  can  ever  learn  from  a  report  on  quits 
and  absentees.  Control  figures  add  nothing  to  product  values,  but  thev 
do  cost  money.  Figure  collecting  must  pay  its  own  ^vay.  Collecting  mean- 
ingless figures  merely  because  they  once  were  useful  is  the  worst  possible 
kind  of  waste. 

Figures  on  past  performance  are  frequently  too  late  to  signal  the  need 
for  corrective  action.  The  foreman  who  spent  the  money  two  weeks  ago 
can't  do  much  about  it  when  he  receives  a  report  showing  his  department 
took  too  long  to  get  a  job  going.  And  figures  of  future  perfomiance,  such 
as  production  and  shipping  schedules  or  break-even  predictions,  assume 
that  conditions  will  remain  the  same  even  though  we  kno^v  thev  will  not. 
Finally,  control  figures  are  no  more  accurate  than  the  data  on  ^diich 
they  are  based.  If  time  is  charged  incorrectly,  product  costs  will  be  ^nong. 
and  the  same  error  may  be  accumulated  differently  and  appear  m  a 
completely  different  set  of  reports.  The  time  ticket  mav  show  Joe  worknig 
on  a  machine  assiduously,  but  everyone  except  the  president  knows  he 
knocked  off  for  lunch  ten  minutes  before. 

Some  people  think  figures  have  all  the  answers.  They  do  not.  Thev  do 
not  tell  "why."  They  tell  "what,"  "where,"  and  sometimes  "when.  Xo 
more,  but  also,  thank  goodness,  no  less. 

Figures  are  impersonal  and  objective;  they  are  more  than  opinions. 
Ask  an  employee  why  he  took  too  long  on  a  job,  and  he  ^dU  give  vou 
twenty  assorted  reasons  and  excuses,  but  it  is  very  hard  for  him  to  dispute 
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that  he  took  four  hours  when  the  standard  was  two,  if  properly  compiled 
figures  show  this  to  be  the  case. 

Figures  show  degree  as  well  as  direction.  Observing  that  bookings  are 
1 12,000  under  last  month  at  the  same  time  is  far  more  precise  than  just 
noticing  that  fewer  orders  are  crossing  your  desk. 

Most  important,  the  use  of  generally  accepted  control-point  figures 
against  a  background  of  common  objectives  which  the  chief  executive  has 
clarified  can  bring  faster,  more  effective  action  than  most  top  manage- 
ment edicts  and  directives.  The  best  discipline  is  self-discipline.  If  orders 
are  off,  you  do  not  have  to  pound  your  marketing  head  with  a  two-by-four 
to  get  attention;  he  knows  it.  Planning  for  remedial  action  gets  under 
way  outside  the  chief  executive's  office.  To  discuss  plans  for  action 
is  more  constructive  than  to  have  to  prove  the  need  for  action  to  be 
taken. 

In  a  small  business,  it  is  better  to  rely  on  a  few  figures  well  understood 
and  to  limit  special  breakdowns  to  special  occasions.  These  figures  should 
go  to  activity  area  heads  and  function  heads.  Actually,  these  people  spend 
more  money  day  to  day  than  does  the  chief  executive. 

The  Report  Period 

Control  figures  may  be  somewhat  distorted  by  the  use  of  calendar 
months  with  varying  numbers  of  days.  There  are  various  proposals  to 
change  our  calendar,  and  the  use  of  a  different  calendar  is  acceptable  to 
the  Internal  Revenue  Department.  Some  companies  use  thirteen  four- 
week  periods.  This  divides  the  year  into  periods  of  equal  length,  but  is 
confusing  in  other  respects.  Other  companies  use  ten  five-week  periods, 
including  two  vacation  weeks  as  part  of  one  of  the  regular  periods.  Since 
we  ourselves  tend  to  think  in  terms  of  quarters,  we  have  divided  the  year 
into  four  periods,  each  consisting  of  one  five-week  and  two  four-week 
months.  This  permits  the  use  of  regular  month  names  and  has  proved 
to  be  quite  satisfactory  for  us. 

Information  Needed 

The  kinds  of  information  required  by  the  chief  executive  of  a  small 
company  can  be  grouped  under  five  headings: 

Volume 

Production  costs 

Operating  performance 

Finance 

Other  elements  of  company  strength 
A  good  set  of  controls  presenting  data  on  each  of  these  areas  will  pinpoint 
any  trouble  spots  in  the  organization.  Effort  can  then  be  concentrated 
where  it  is  most  needed.  Without  continuing  reports  from  all  areas  of 
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the  business,  it  is  far  too  easy  for  the  chief  executive  to  put  undue  em- 
phasis on  pressing  problems  in  one  area  and  neglect  the  over-all  needs 
of  the  company.  Such  imbalance  of  interest  is  a  frequent  cause  of  failure 
among  small  businesses. 


VOLUME 


Invoices  Issued 

To  plan  effectively,  the  chief  executive  must  know  the  value  of  goods 
and  services  billed.  When  inventories  are  not  changing,  this  figure  flashes 
a  measurement  of  productive  activity.  Not  only  he,  but  also  the  activity 
area  heads,  should  receive  a  daily  or  weekly  report  of  invoices  issued, 
broken  down  by  products  or  product  groupings  if  desired.  The  figures 
may  later  be  adjusted  for  returns  and  inventory  changes.  A  bare  dailv 
figure  is  of  limited  use.  The  cumulative  value  of  shipments  during  the 
month  gives  a  better  short-term  picture.  This  may  be  compared  with  a 

target  figure. 

A  longer-range  picture  may  be  obtained  by  comparing  year-to-date 
figures  with  the  previous  year,  or  perhaps  by  a  cumulative  target.  Another 
way  of  presenting  these  figures  is  to  develop  a  moving  annual  total.  This 
is  done  by  adding  the  current  month's  figures  to  the  cumulative  figures 
for  the  eleven  preceding  months.  The  following  month,  the  results  for 
the  new  month  are  added  and  the  results  of  the  corresponding  month  of 
the  previous  year  are  subtracted.  The  moving  annual  total  shows  trends 
clearly. 

Orders  Booked 

The  chief  executive  is  even  more  interested  in  the  future  than  in 
yesterday.  The  "orders  booked"  figure  is  a  sensitive  indicator  of  the  need 
for  action.  This  information  also  may  be  presented  in  cumulative  form 
and  broken  down  into  classifications. 

Most  companies  keep  a  record  of  orders  in  a  master  ledger  bv  cus- 
tomer, quantity,  and  value  of  the  order.  If  this  ledger  is  available  to 
management,  separate  daily  reports  may  not  be  required. 

I  have  found  two  other  controls  to  be  of  value  in  considering  orders 
booked.  In  our  company,  the  head  of  sales  establishes  prices,  and  a  report 
on  anticipated  profit  taken  as  orders  booked  are  recorded  is  our  only 
check  on  profit  margins  available.  The  other  report  compares  the  moving 
annual  total  of  new  business  to  total  business  booked  (Figure  20-1).  The 
sales  department  can  do  more  about  new  business  than  repeat  orders, 
and  the  progress  of  new  business  is  a  sensitive  guide  to  the  effects  of  our 
pricing  and  estimating  procedures. 
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Fig.  20-1.  Moving  annual  total  of  all  orders  booked  and  of  new  business. 


Other  Controls  ,  ' 

The  sales  department  prepares  additional  control  reports.  One  is  a 
weekly  report  of  jobs  that  look  particularly  promising  which  are  in  the 
stage  of  estimating  or  negotiation.  This  helps  direct  sales  effort  and  may 
indicate  the  need  for  group  study  of  estimates.  It  is  not  particularly  use- 
ful for  the  chief  executive. 

A  "lost  business"  report  is  prepared  periodically.  Based  on  reports  from 
prospective  customers  or  sales  representatives,  it  summarizes  why  we  have 
not  received  jobs  on  which  we  have  quoted.  Typical  headings  are  "design 
change,"  "tool  charge  too  high,"  and  so  forth.  This  report,  being  a  non- 
figure  report,  is  not  as  objective  as  the  others,  but  is  worthy  of  careful 
study  by  top  management. 

A  file  card  is  maintained  for  each  customer  showing  quotas,  orders 
shipped  and  open,  profits  on  past  orders,  tool  activity,  and  sales  contacts. 
It  shows  when  to  go  after  repeat  business,  permission  to  scrap  tools,  and 
the  like.  The  sales  department  also  maintains  territorial  records. 

In  considering  markets  for  new  products  or  new  processes,  we  have 
done  some  selective  interviewing  and  occasionally  employed  outside  mar- 
keting counsel.  A  number  of  outside  figures  are  available  from  the  Bureau 
of  the  Census,  from  the  trade  press,  or  the  Pressed  Metal  Institute.  The 
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latter's  index  of  orders  received  by  our  industry  has  at  certain  times 
tempered  both  my  enthusiasm  and  my  disappointment  in  our  o^vn  sales 
performance. 

BACKLOG  AND  PRODUCTION  SCHEDULING 

The  figure  of  backlog  of  orders  on  hand  helps  measure  activity  in  the 
next  few  weeks.  When  the  backlog  figure  differs  appreciably  from  the 
expected  figure,  the  need  for  corrective  action  is  signaled  clearly.  To 
keep  our  backlog  figures  clean,  orders  for  material  only,  with  no  definite 
production  schedule,  are  omitted  until  such  schedules  are  received. 

Yet  a  total  figure  may  not  give  a  clear  picture  of  the  effort  called  for 
in  the  future.  Much  of  the  backlog  may  not  be  wanted  for  delivery  for 
more  than  ninety  days,  and  other  items  may  be  held  up  by  customers 
pending  developments  we  cannot  control. 

A  backlog  broken  down  in  a  meaningful  way,  however,  even  though  it 
may  not  differentiate  between  jobs  of  low  and  high  labor  content,  can 
give  the  dollar  shipments  promised  for  each  of  the  succeeding  six  or 
twelve  months.  It  is  a  basic  production  control. 

The  general  form  we  use  to  present  backlog  information  is  sho^vn  in 
Figure  20-2.  The  total  is  broken  down  by  product,  and  a  monthly 
figure  for  each  of  the  following  twelve  months  is  given.  The  form  includes 
a  report  on  how  we  met  delivery  promises,  invoices  issued,  and  returns 
during  the  month. 

Break-even  Analysis 

Break-even  analysis  is  a  useful  tool  in  two  respects:  it  separates  efficiency 
profits  from  profits  due  to  volume  alone,  and  it  gauges  the  effect  of 
permanent  expansions  on  the  business  results.  In  good  times,  ^vhen  high 
volume  results  in  a  profit  more  or  less  automatically,  we  tend  to  let  the 
break-even  point  rise.  When  sales  are  off,  however,  we  tend  to  blame 
lower  profits  on  decreased  operating  efficiency,  although  lower  profits  may 
be  due  merely  to  lower  volume. 

Many  items  on  a  chart  of  overhead  accounts  are  neither  fixed  nor  vari- 
able, although  some  people  assume  they  can  be  separated.  Items  such  as 
salary  accounts  and  fringe  benefits  will  tend  to  vary  with  volume,  but  to 
varying  degrees.  Analysis  is  needed  to  determine  how  much  overhead 
varies  with,  say,  a  $100,000  change  in  shipments. 

If  we  know  our  usual  per  cent  of  direct  labor  and  materials  to  sales  and 
can  approximate  the  relationship  of  overhead,  then  we  can  find  the 
amount  that  shipments  must  increase  to  offset  any  proposed  increase  in 
expenses.  Let  us  assume,  for  example,  that  direct  labor  is  20  per  cent, 
direct  material  40  per  cent,  and  variable  overhead  10  per  cent  of  our 
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sales  dollar.  The  other  30  per  cent  covers  "fixed"  overhead,  profit,  and 
income  taxes.  If,  for  instance,  we  want  to  add  an  executive  and  grant 
pay  increases  totaling  $12,000  a  quarter,  to  hold  our  profit  we  must  some- 
how increase  our  volume  $40,000  a  quarter.  The  $12,000  is  30  per  cent 
of  $40,000.  Although  such  analysis  assumes  a  constant  ratio  of  direct  labor 
to  volume,  it  is  our  experience  that  direct  labor  is  more  efficient  at  higher 
levels  of  volume  than  at  lower  levels. 

Similarly,  if  volume  fell  off  $40,000  in  our  example,  we  would  have  to 
cut  our  "fixed"  overhead  $12,000  or  accept  lower  profits. 

To  carry  the  example  further,  if  volume  (which  includes  inventory 
changes  as  well  as  invoices)  fell  $40,000,  the  chief  executive  should  not 
blame  operating  personnel  for  a  decrease  in  profit  of  Si 2,000,  nor  should 
he  assume  they  are  doing  a  better  job  if  profits  go  up  $12,000  on  an  in- 
crease of  volume  of  $40,000.  In  either  case,  production  efficiency  has 
remained  the  same. 

Possibly  a  simpler  way  of  determining  break-even  points  than  figure 
analysis  is  shown  in  Figure  20-3.  Profit  (on  the  ordinate)  is  plotted  against 
volume   (on   the  abscissa)   for  several  recent  quarters   (old  quarters  are 
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Fig.  20-3.  Break-even  chart. 

disqualified  because  wage  and  fringe  levels  and  perhaps  prices  .sxre  looser 
then)  Then  a  profit  trend  line  is  "sighted  in."  The  point  at  which  this 
line  intersects  zero  is  the  break-even  point,  and  its  slope  gives  the  profit 
pickup  (30  per  cent  in  the  above  example). 


MANAGEMENT  CONTROLS  FOR  SMALL  BUSINESS  451 

PRODUCTION  COSTS 

The  chief  executive  is,  of  course,  interested  in  whether  or  not  his 
company  is  making  a  profit.  Business  is  little  fun  if  there  is  nothing  to 
show  for  one's  efforts.  Realizing  an  established  profit  goal  is  really  the 
end  measure  of  all  the  other  controls.  But  the  profit  figure  alone  does 
not  give  the  chief  executive  all  the  information  he  needs  to  do  a  good 
job  of  managing.  Information  on  production  costs,  other  expenditures, 
and  operating  performance  is  also  needed. 

Most  companies,  even  smaller  ones,  have  reasonably  accurate  knowledge 
of  the  costs  of  their  products.  Indeed,  there  is  no  excuse  for  failing  to 
establish  some  meaningful  costing  system.  I  do  not  intend  to  discuss 
the  pros  and  cons  of  the  various  costing  systems,  but  instead  will  explain 
the  system  we  use.  Some  systems  are  more  applicable  to  certain  businesses 
than  others,  but  in  some  cases  it  is  simply  a  matter  of  personal  preference. 
We  use  a  job-costing  system  because  we  feel  that,  all  things  considered, 
it  is  the  best  for  us. 

Job  Costing 

Each  job  is  given  a  production  order,  and  time  tickets  from  the  shop 
are  charged  against  specific  orders.  The  operation,  equipment  used,  man's 
hourly  rate  or  his  piece  rate  per  hundred  pieces,  pieces  produced,  and 
elapsed  time  are  recorded  on  the  time  ticket  to  start  the  cost  accounting 
process.  We  use  punched  cards  to  facilitate  later  detailed  analysis. 

Cards  are  separated  by  employee  number,  job  rates  or  piece  rates  are 
figured,  and  hours  are  totaled  for  payroll  purposes.  Dollars  of  direct  labor 
are  then  recorded  on  a  copy  of  the  production  order,  and  a  preset  burden 
rate  is  applied.  Another  share  of  overhead  is  apportioned  in  accordance 
with  the  machine  used.  Our  hourly  machine  rates  are  established  so  they 
will  return,  when  the  machine  is  used  a  target  number  of  hours  each 
year,  plant  costs  of  floor  space  (including  building  depreciation  and 
repairs,  heat,  light,  watching,  and  insurance),  power,  supplies,  repairs, 
and  machine  depreciation.  The  machine-rate  concept  is  subject  to 
criticism  and,  where  machines  do  not  vary  too  much  plant-wide,  or  even 
department-wide,  is  an  extra  complication.  But  we  try  to  avoid,  with 
varied  equipment,  having  customer  A  pay  for  some  of  customer  B's  costs. 
Because  many  elements  of  machine  rates  are  not  out  of  pocket,  foremen 
must,  be  taught  not  to  discriminate  against  more  efficient  machines  carry- 
ing higher  rates. 

Next,  material  is  charged  against  the  order  from  the  requisitions.  A 
percentage  is  added  to  purchases  of  materials  or  components  bought 
outside.  This  covers  handling  and  offsets  the  salesman's  commission  on 
that  portion  of  our  price. 
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Scrap  over  a  certain  amount  is  credited  against  material.  Some  ac- 
countants say  this  is  nonoperating  income;  actually  it  is  inherent  in  metal 
fabrication.  On  a  recent  order,  the  customer  furnished  raw  brass  for 
stamping.  We  kept  the  scrap  and,  because  it  more  than  offset  our  shop 
costs,  did  not  charge  for  producing  the  parts. 

When  the  order  is  closed  out,  the  totals  are  summed  up.  A  cost  per 
hundred  pieces  is  then  determined  and  recorded  on  cost  cards.  This 
gives  us  a  record  of  costs  and  prices  for  each  part.  The  orders  closed  each 
week  are  summarized,  and  a  report  showing  costs  with  the  preset  over- 
head burden  indicates  profit  or  loss  (Figure  20-4).  The  report  and  sup- 


SUMMARY  OF  ORDERS  CLOSED 
Week  Ending  September  16,  19 

19  orders  were  closed  with  costs  of  $52,152  showing  profit  of  S8218 16.0^^, 

5  orders  were  closed  with  costs  of  $11,101  showing  loss  of      S2099 18.9^^^ 

24  $63,253  $6119  9.7^, 


Fig.  20-4.  Weekly  summary  of  orders  closed. 

porting  cost  cards  are  routed  to  management,  production  men.  and 
estimators.  They  are  studied  and  filed  until  the  job  comes  up  again,  when 
they  serve  as  guides  for  future  estimates  and  prices.  More  detailed  break- 
downs may  be  made  from  the  punched  cards,  if  desired. 

If  within  an  accounting  period  we  ship  only  half  an  order,  work  m 
process  is  relieved  by  the  quantity  shipped  times  the  selling  price.  Since 
there  is  no  immediate  effect  on  the  profit  and  loss  statement,  work  in 
process  and  profit  may  be  somewhat  understated.  This  is  only  corrected 
when  physical  inventories  are  taken  at  the  end  of  the  year.  Sometimes 
losses  are  locked  in. 

The  work-in-process  inventory  is  relieved  of  materials,  direct  labor,  and 
preset  overhead  as  orders  are  costed  out.  Thus  all  costs  except  the  variance 
between  actual  overhead  and  the  preset  rate  pass  through  work  in  process. 
The  latter  variance  appears  directly  on  the  profit  and  loss  statement. 

We  feel  that  job  costing  gives  an  accurate  picture  of  costs  of  our  parts. 
Our  figures  are  probably  available  no  later  than  detailed  figures  under 
any  other  system.  Regardless  of  the  system,  foremen  have  to  know  how 
long  a  job  should  take  from  estimated  figures  or  time  studies  in  order  to 
control  costs  at  the  point  of  application. 

This  system  generates  the  information  we  need  for  estimating  purposes. 
Comparing  estimates  with  actual  costs  improves  our  ability  to  develop  ac- 
curate estimates  for  pricing  future  orders.  Having  costs  on  each  order 
also  highlights  the  sore  spots  which  should  be  improved  in  the  future 
and  helps  to  make  the  best  practices  the  standard, 
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Our  monthly  profit  estimates  are  based  on  orders  closed  out.  Shipments 
may  be  the  same  in  two  successive  months,  and  inventory  may  remain 
fairly  constant,  but  because  work  in  process  contains  an  unknown  amount 
of  profit  or  loss— which  may  not  balance  out— reported  profit  can  vary 
markedly.  When  two  or  three  long  delayed  loss  jobs  are  costed  out  at 
one  time,  the  effect  can  be  quite  misleading. 

By  modifying  monthly  figures,  we  attempt  to  clean  up  work  in  process. 
Tool  orders  are  long-cycle  jobs  and  carry  no  calculated  profit  margin. 
Costs  for  substantial  tool  orders  are  totaled  monthly,  compared  with  the 
charges,  and  any  excess  is  written  off  at  once.  We  do  the  same  thing  on 
stamping  jobs  if  they  are  running  too  far  over  our  estimates. 

r 
OPERATING  PERFORMANCE 

In  addition  to  product  costs  and  monthly  profit  and  loss  statements, 
other  control  information  is  essential,  although  it  is  sometimes  slighted. 
Our  reports  on  operating  performance  fall  into  three  major  categories: 

1.  Budgets 

2.  Delivery  promises  met 

3.  Manpower 

Today's  finance  and  control  manager  develops  significant  figures  for 
major  management  decisions.  He  separates  prime  costs  and  expenses.  He 
develops  subtotals  with  a  view  to  giving  accurate  guidance  to  those  who 
need  it,  but  he  avoids  getting  into  too  great  detail. 

He  establishes  and  propagates  a  good  basic  chart  of  accounts.  What 
should  be  controlled  must  not  be  buried  in  one  of  the  four  usual  ways: 

1.  Under  an  unclear  heading 

2.  By  being  charged  to  the  wrong  account  ^    ' 

3.  By  being  charged  as  direct  cost  .' 

4.  Under  "miscellaneous"  (like  my  wife's  budget) 

Budgets 

Developing  budgets  should  be  a  joint  management  activity.  Activity 
area  and  function  heads  are  more  apt  to  operate  within  budgeted  amounts 
if  they  participate  in  developing  the  budget.  They  also  gain  in  experience 
in  the  process. 

Material  costs  are  watched  by  our  production  manager.  Weights  of 
materials  are  controlled  in  accordance  with  estimates.  Direct  labor  control 
is  best  exercised  by  immediate  supervision.  To  plan  in  advance  for  profits 
and  expense  allowances,  we  have  to  use  historical  percentages,  even 
though  we  realize  product  mix  may  change  radically.  Expenses  them- 
selves must  be  controlled  by  comparison  with  a  budget. 

Budgets  can  be  arranged  to  vary  with  seasons,  products,  volumes,  and 
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Other  factors  so  complex  that  few  people  can  understand  them.  Our 
budgeting  is  quite  simple.  We  use  a  fixed  annual  budget  with  an  adjust- 
ment to  cover  unabsorbed  overhead  during  our  vacation  period.  If 
conditions  change  materially  during  the  year,  we  change  the  budget. 

We  prepare  monthly  reports  on  expenses  from  our  basic  accounts^  One 
report  is  developed  for  those  controlling  general  administrative  and  sell- 
ing expense  and  another  for  shop  expense.  Breakdo.vns  extend  to  func- 
tional areas.  Actual  expenditures,  budgeted  amounts,  and  variances  are 
shown  for  the  month  and  for  the  year  to  date.  The  reports  are  distributed 
about  three  days  after  our  regular  monthly  statement.  They  set  the  wheels 
of  control  action  in  motion.  . 

One  way  of  comparing  actual  and  budgeted  expenditures  graphicalh  is 
shown  in  Figure  20-5.  Cumulative  budgeted  expenditures  for  overhead 
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expense  and  direct  labor  are  plotted  for  the  year  Cumulative  actual 
expenditures  are  plotted  each  month.  Variances,  then,  are  readih  ap- 
parent. 

Meeting  Deliveries 

Meeting  promised  delivery  dates  is  of  great  importance  to  anv  jobbing 
plan  OurVrformance  in  this  respect  has  improved  enormoush  since 
we"nstituted  a  daily  report  on  jobs  shipped.  This  report,  made  up  b^ 
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the  production  manager,  lists  orders  shipped  on  time  the  previous  day 
and  those  which  are  delinquent.  Late  orders  not  yet  shipped  are  listed 
for  discussion,  and  reasons  for  their  delay  are  shown  by  symbols  such 
as  "s"  indicating  the  shop  is  at  fault,  "m"  indicating  delay  due  to 
material  coming  in  late,  "sd"  for  delayed  by  sales  directive.  From  this 
listing,  the  percentage  of  orders  shipped  on  time  is  derived.  At  a  morning 
production  meeting,  delinquent  orders  are  discussed,  new  dates  are 
determined,  and  special  action  is  taken  as  required. 

Manpower 

Two  reports  appear  to  be  particularly  useful  as  a  means  of  controlling 
manpower.  The  first  is  a  daily  report  showing  employees  present  and 
absent  (and  the  reason),  hires,  layoffs,  and  transfers.  Personally,  I  prefer 
names  to  figures  so  that  I  will  know  who  is  hired,  sick,  or  on  vacation. 
The  chief  executive  sees  little  enough  of  the  names  of  his  employees  in 
the  normal  course  of  events. 

The  other  is  a  force  report,  or  manning  table,  which  is  a  monthly 
tabulation  of  job  titles  and  the  number  of  employees  in  each  position. 
This  has  been  most  helpful  in  planning  manpower  requirements  for 
anticipated  increases  or  decreases  in  schedules.  If  we  must  cut,  we  ask  why 
it  now  takes  four  employees  to  do  what  two  did  six  years  ago.  This  same 
report,  by  the  simple  device  of  listing  numbers  in  two  columns,  direct 
and  indirect,  and  subtotaling,  gives  a  ratio  of  direct  to  indirect  employees 
both  by  department  and  on  an  over-all  basis. 

There  are  many  control  figures  that  could  be  developed  to  measure  how 
effectively  men  and  machines  are  utilized.  In  some  businesses,  figures  such 
as  these  are  watched:  ratio  of  direct  to  indirect  hours;  dollars  shipped 
per  man-hour;  ratio  of  incentive  workers  to  day  workers;  overtime  hours; 
and  make-up  pay  where  incentive  employees  fall  below  guaranteed  mini- 
mum rates.  I  get  periodic  reports  of  man-hours  on  machines  and  ratios 
to  this  base  of  setup  hours,  tool-repair  hours,  idle  time,  and  maintenance 
hours.   Thus  other  aspects  of  operating  performance  may  be  checked. 

FINANCE 

Proper  use  of  the  money  invested  in  and  available  to  the  business  is 
absolutely  essential.  Despite  its  importance  to  the  successful  management 
of  a  business,  too  many  chief  executives  prefer  to  ignore  or  delegate  their 
responsibility  in  this  area.  Even  though  all  the  controls  applicable  to 
volume,  costs,  and  operating  performance  are  favorable,  it  does  not  indi- 
cate that  the  money  in  the  business  is  being  used  in  the  best  way.  Excessive 
reserves  are  wasteful;  failure  to  maintain  adequate  liquidity  may  prove 
fatal. 
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Assets  and  Liabilities 

The  basic  financial  control  is  the  balance  sheet.  The  asset  side  sho.vs 
the  dollars  in  use,  and  the  liability  side  shows  the  source  of  those  dollars^ 
Assets  are  listed  in  descending  order  of  liquidity  from  cash  through 
receivables  and  inventory  down  to  those  recovered  only  through  use. 
Current  assets  are  listed  first.  Liabilities  are  listed  in  the  order  of  required 
payment  dates,  with  equity  capital  which  will  probably  never  be  paid  out 
short  of  liquidation  at  the  bottom.  . 

Two  simple  ratios  are  of  particular  importance.  These  are  the  ratio  of 
current  assets  to  current  liabilities,  which  is  a  measure  of  ability  to  meet 
payments  that  will  be  due  within  a  year,  and  the  so-called     ^^d  test 
which  is  the  ratio  of  current  assets  less  inventories  to  current  liabili- 

"'obviously,  a  certain  portion  of  the  money  in  a  business  must  be  in  the 
form  of  fixed  assets  such  as  land,  building,  machinery,  and  equipment,  but 
it  is  the  current  assets  that  do  the  work.  Every  payment  .ve  make  derives 
from  current  assets,  and  if  some  move  slowly,  or  if  we  tie  up  too  much 
money  in  fixed  assets,   the  more  mobile  current  assets  must  circulate 

^"ThTnumber  of  days  of  shipments  represented  by  accounts  receivable  is 
a  useful  control  figure.  A  lengthening  calls  for  an  aging  of  -~""«  j^^^ 
ceivable.  Then  any  which  may  be  disputed  should  be  resohed,  and 
strenuous  efforts  should  be  made  to  collect  those  which  are  past  c  u^^ 
When  volume  declines,  money  flows  from  accounts  receivable  and 
inventories  into  cash.  This  cash  should  not,  however,  be  looked  upon  m 
the  same  light  as  additional  earned  cash  which  can  be  put  mto  slo..- 
moving  assets  or  paid  out  in  dividends.  It  will  be  needed  again  .hen 
Znl  recovers,  and  if  it  is  not  on  hand,  it  may  be  necessarv  to  incur 
undesirable  liabilities. 

Inventories 

Too  many  dollars  can  be  tied  up  in  any  of  the  categories  of  inventories 
-rlwTate/ials,  supplies,  work  in  process,  and  finished  goods.  Excessn. 
inventories  preventTarning  what  this  capital  would  earn  ^^  't  "r^^^^^^^^^^^^^^ 
In  addition,  it  costs  money  to  maintain  inventories.  Each  company 
!hould  have  a  policy  on  the  per  cent  saving  required  P-  ™-*  °  -"^^^ 
anticipated  before  buying  larger  quantities  to  g"  q"^'"'''^  ^'^.'^  °;"  ^  ^.  ^^^ 
Proper  inventories  of  raw  materials  and  supplies  depend  on  the  time 
reqZd  to  get  new  materials,  daily  usage,  and  certainty  of  delivei  . 
Zy  companies  have  excessive  inventories  of  raw  materials  and  supph 
items  which  can  be  obtained  overnight,  or  in  a  bne  period. 

A  very  annoying  tie-up  of  dollars  in  raw  matenals-and  possibh  m  late. 
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Stages  of  production— arises  when  customers  postpone  the  delivery  dates 
of  firm  orders.  A  delay  of  this  sort  costs  the  company  money  which  is  not 
included  in  the  price  of  the  order.  We  bill  such  held-up  material  after 
ninety  days,  but  admittedly  this  is  touchy  in  some  cases. 

The  number  of  days  of  shipments  in  work  in  process  generally  reflects 
the  production  cycle.  Anything  that  helps  speed  production  flow  tends  to 
release  money  from  this  account. 

Controlling  finished-goods  inventories  is  of  the  greatest  importance  and 
calls  for  item-by-item  viligance.  A  company  cannot  afford  goods  which 
become  obsolete.  Inventory  losses  are  a  prime  cause  of  business  failures. 

Fixed  Assets 

Controlling  purchases  (and  sales)  of  plant  and  capital  equipment  is 
usually  a  direct  responsibility  of  the  chief  executive  in  the  smaller 
company.  Such  outlays  are  long-term  and  have  a  continuing  effect  on 
the  business  and  its  product  line.  Unless  a  plant  is  being  run  into  the 
ground,  or  is  operating  at  a  low  fraction  of  capacity,  the  machinery 
accounts  should  be  trending  upward,  reflecting  higher  prices  for  new 
equipment. 

There  is  really  no  control  point  on  the  size  of  these  accounts.  A  large 
account  does  not  add  to  company  strength;  in  fact,  high  fixed  assets  tend 
to  increase  overhead.  The  chief  executive  seeks  equipment  to  make  his 
operation  at  least  as  efficient  as  his  competition.  Sometimes  he  may 
scrap  a  substantial  investment  in  present  machinery  because  the  invest- 
ment is  costing  him  money  instead  of  yielding  a  return. 

A  vague  desire  to  "get  modern"  should  play  no  part  in  the  decision  to 
invest  in  new  machinery.  Safety  and  morale  reasons  aside,  the  investment 
in  new  capital  items  should  yield  a  return  at  least  equal  to  that  being 
earned  on  existing  machinery.  The  new  equipment  should  be  used  a 
sufficient  number  of  hours  profitably  to  earn  this  average  return  after  all 
costs  are  absorbed.  Frequently  it  is  preferable  to  buy  parts  outside 
(or  services)  rather  than  make  a  doubtful  equipment  investment. 

Similarly,  if  you  are  considering  expanding  your  floor  space,  you  may 
want  to  compare  the  anticipated  profit  ratio  to  the  current  ratio  of  profit 
on  present  building  areas.  It  is  often  more  profitable  to  study  present 
layouts  to  find  the  space  needed  for  expansion. 

To  highlight  equipment  on  order,  our  monthly  statement  includes  a 
statement  of  equipment  authorized,  delivered  year  to  date,  and  still  to 
come  in. 

There  are  fewer  control  points  on  the  liabilities  side  of  the  balance 
sheet.  Naturally,  accounts  payable  must  be  paid  when  due.  Figuring 
profit  on  net  worth  shows  much  more  about  return  on  investment  than 
profit  per  sales  dollar. 
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Balance-sheet  Comparisons 

A  single  balance  sheet  gives  an  impression  of  immediate  financial 
strength,  but  from  a  control  point  of  view,  trends  are  more  important. 
To  observe  the  flow  of  funds  through  the  business,  comparisons  are 
helpful.  A  clear  picture  of  the  use  and  flow  of  funds  is  given  bv  the  form 
of  statement  shown  in  Figure  20-6.  A  decrease  in  any  asset  or  an  increase 
in  any  liability  means  that  funds  have  become  available.  An  increased 
asset  or  decreased  liability  (except  net  worth)  means  that  funds  have 
been  expended.  This  is  more  easily  seen  when  it  is  reported  separateh 
than  when  it  must  be  read  off  the  balance  sheet. 


STATEMENT  OF  FUND  FLO^V 

December  31-June  30 

Funds  obtained  from: 

Accounts  payable  SI 3,120 

Raw  materials  and  supplies    6,832 

Operating   profit    2S,d50 

Total  S48,482 

Were  used  for: 

Cash  S?.'02 

Accounts  receivable  1,9^3 

Work  in  process  9A13 

Fixed  assets   14,941 

103 

Prepayments    

^  s  non 

Payment  on  note   ^-^^^ 

Dividend   paid    JO;^ 

Total  S48.482 


Fig.  20-6.  Example  of  fund-flow  statement. 

Cash  Forecasts 

Imminent  cash  needs,  or  general  tightness  of  operating  capital,  mav 
call  for  a  cash  forecast.  This  is  a  prediction,  usually  for  a  three-month 
period,  of  all  outgoing  and  incoming  cash.  An  estimate  of  cash  income 
for  the  next  three  months  is  made  and  added  to  cash  on  hand  to  see  ho.. 
much  will  be  available.  Then  an  estimate  of  all  outlays  is  made,  bv 
subtracting  expenditures  from  what  is  available  to  meet  them,  the  chief 
executive  gets  guidance  on  what  to  do. 


OTHER  ELEMENTS  OF  COMPANY  STRENGTH 

There  is  more  to  a  company  than  has  been  covered  thus  far.  The  skill, 
experience,  and  motivation  of  a  management  team  are  not  always  constant. 
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At  times  they  pull  together  more  than  at  other  periods.  True  strength  is 
likely  to  be  reflected  in  good  performance,  but  it  must  also  be  partly 
sensed  in  intangible  ways. 

Personnel  Activity 

Capable  managers,  supervisors,  and  employees  must  be  selected,  hired, 
trained,  and  held  in  the  organization,  and  they  must  be  inspired  to  attain 
their  capabilities.  Large  companies  can  afford  to  carry  more  people  on 
their  payrolls  than  they  actually  need  to  provide  reserves  of  trained 
managerial  and  technical  personnel,  but  small  businesses  cannot  afford 
such  a  luxury.  They  should  be  even  more  selective  than  large  companies 
when  hiring  people;  they  have  no  place  for  incompetent  people.  Job 
duties  must  be  more  widely  understood  and  trained  for,  so  that  if  one 
man  is  out  for  a  while,  another  can  fill  in. 

A  sense  of  identification  with  the  business  makes  working  more  pleasant 
and  meaningful.  So  do  free  communications  and  a  minimum  of  office 
politicking.  A  sound  salary  plan  is  important  as  indicative  of  managerial 
interest,  and  also  because  unless  people  feel  they  are  compensated  fairly 
in  relation  to  the  demands  of  their  jobs,  and  to  what  others  in  the  com- 
pany receive,  there  may  be  unrest.  Rates  must  be  understood  or  even 
quite  generous  pay  scales  may  be  troublesome;  this  is  particularly  true 
when  the  various  echelons  of  an  organization  have  different  ideas  on 
what  is  right. 

The  organization  chart  is  a  form  of  control  which  clarifies  the  relation- 
ships of  jobs  and  channels  of  authority.  Position  and  job  descriptions 
supply  further  information  which,  through  evaluation  and  analysis,  can 
provide  the  basis  for  a  logical  salary  structure.  We  have  used  this 
approach  to  establish  ranges  for  both  hourly  and  salaried  jobs  in  our 
company. 

Salaries  are  reviewed  twice  a  year.  At  the  time  of  one  of  these  reviews, 
a  general  upward  adjustment  of  wages  is  usual.  The  supervisors  make  out 
merit-rating  forms  for  each  person  reporting  to  them.  These  are  scored 
by  the  personnel  director,  and  merit  groups  assigned.  The  class  rate  and 
the  merit  group  yield  an  indicated  rate  (not  slavishly  adhered  to)  for 
each  employee.  The  names  are  then  listed  by  job  class  with  the  present 
rate,  merit  grouping,  amount  of  last  increase,  and  the  indicated  rate. 
I  go  over  this  and  propose  rates  which  I  discuss  with  the  activity  area 
heads.  When  we  reach  agreement,  they  go  over  them  with  the  supervisors 
concerned.  New  rates  are  then  set.  The  supervisors,  by  the  way,  may 
question  any  rate  we  have  established.  They  must  then  inform  their 
subordinates  of  new  rates,  and  usually  they  run  over  the  merit  ratings 
with  them.  The  entire  procedure  requires  only  a  few  hours  and  seems 
to  work.  I  think  we  have  few  unnecessary  personnel  problems  about  rates. 
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This  is  one  form  of  incentive  for  employees.  A  further  incentive  is  our 
profit-sharing  plan.  A  bonus  based  on  a  percentage  of  the  individual's  jj 

salary  is  paid  when  profits  tor  a  quarter  reach  goal.  The  per  cent  paid  J 

individuals  is  in  accordance  with  their  group  (for  example,  nonexempt 
supervisor).  If  profits  are  at  a  given  percentage  of  goal,  then  this  'bonus 
per  cent"  is  governing.  Monthly  results  and  bonus  per  cents  are  presented 
monthly  in  brief  supervisory  and  nonsupervisory  meetings. 

Other  personnel  reports  cover  lost-time  accidents,  disciplinary  warnings, 
and  minutes  of  safety  and  grievance  meetings. 

Research  and  Development  Activity 

Most  of  what  we  produce  is  designed  by  our  customers,  but  we  do  our 
best  to  keep  both  products  and  processes  up  to  date.  Few  small  companies 
spend  large  amounts  on  research  and  development.  Thev  therefore  reh 
on  suppliers,  trade  publications,  and  trade  associations  to  keep  informec^ 
on  new  technical  developments.  From  time  to  time,  we  assign  special 
projects  to  members  of  management.  Reports  are  rendered  as  projects 

are  completed.  .  .  , 

The  sales  department  also  has  a  budget  for  special  experiments  .vhich 

may  lead  to  orders. 

SUMMARY  AND  CONCLUSION 

A  summary  of  our  principal  reports  which  serve  as  control  points  is 
shown  in  Table  20-1.  The  reports  are  listed  under  the  fi^■e  headings  of 
volume,  production  costs,  operating  performance,  finance,  and  other 
elements  of  company  strength,  and  the  management  actnity  area  where 
the  control  is  developed  is  shown. 

This  list  supplies  a  great  deal  of  useful  information.  Other  reports  aie 
used  in  certain  areas  only,  and  we  can  also  develop  special  figures  peri- 
odically as  needed.  „■,AA^^ 
Let  us  remember  that  control  points  do  not  manage.  Among  middle 
management  there  are  always  those  who  hope  a  single  step  will  prove  the 
touchstone  and  clear  everything  up.  Actually  figures  are  staff,  not  line. 
Where  there  are  inadequate  reports  to  help  establish  wise  manage- 
ment policies  and  procedures,  the  chief  executive  must  assume  personal 
responsibility  for  reaching  company  goals  in  many  areas.  ^\  here  there  aie 
reports,  other  members  of  management,  who  are  closer  to  the  problems  , 
and  hence  frequently  in  a  better  position  than  the  president,  can  take  the 
necessary  action.  The  chief  executive  can  then  concentrate  on  the  areas           I 

he  can  improve.  .  .,        .       ,    ,^ ,  I 

Directing  a  business,  large  or  small,  calls  for  planning  and  action  based  I 

on  measurement  and  evaluation.  We  are  all  guilty  of  procrastination  at 
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Table  20-1.  List  of  Major  Control  Reports 

Vohwie 

Invoices  issued  Finance  and  Control 

Orders  booked  Sales 

Total 

Product  headings 

Cancellations 

Figured  profit 
Moving  annual  total  of Finance  and  Control 

Total  business  and  new  business 

Profit  margins 

Report  of  promising  jobs  Sales 

Lost  business  report  Sales 

Per  cent  of  new  orders  to  estimates Sales  '   , 

Backlog  and  production  schedule Production 

Break-even   analysis    Finance  and  Control 

Production  costs 

Weekly  summary  of  orders  closed   Finance  and  Control 

Cost  cards  for  each  job 

Operating  performance 

Monthly  budget  report  Finance  and  Control 

Daily  report  of  jobs  shipped  Production 

On  time 
Delayed 

Attendance    Personnel  -\ 

Force  report   Personnel  i 

Production  machine  hours Finance  and  Control 

Ratios  of  hours  spent  on  production  ,  - 

Machines  to:  - 

Set  up  hours 

Tool-repair  hours  .^    ,  ^ 

Idle  time 
Maintenance  time  '  * 

Finance  •  -  ^ 

Monthly  balance  sheet Finance  and  Control 

Balance  sheet  comparisons  Finance  and  Control 

Fund  flow   Finance  and  Control 

Cash  forecasts    Finance  and  Control 

Other  elements  of  company  strength 

Merit  reviews Personnel 

Grievance  committee  minutes  Personnel 

Safety   reports    Personnel 

Reports  on  research  and  development  projects As  assigned 


times,  but  the  manager  of  a  small  company  who  makes  excuses  for  failing 
to  establish  controls  is  really  saying  he  is  just  not  up  to  doing  his  job 
as  well  as  it  could  and  should  be  done.  It  is  worth  his  while  to  do  some 
musing  about  what  his  responsibilities  require  him  to  know. 


PARTFIVE 

Managing  the  Future 


George  H.  Coppers 

CHAIRMAN 

NATIONAL  BISCUIT  COMPANY 

NEW  YORK,  NEW  YORK 


George  H.  Coppers,  chairman  of  National  Biscuit  Company,  has  made 
a  distinguished  record  as  head  of  one  of  the  country's  largest  food- 
manufacturing  concerns.  Named  to  the  presidency  hi  1945  at  the  age 
of  forty-two,  he  became  chairman  in  i960  and  has  completed  forty 
years  of  service  both  to  the  company  he  heads  and  in  the  broader  fields 
of  business  and  management. 

George  Coppers  was  born  in  New  York  City  November  29,  1902,  and 
received  his  early  education  in  local  public  schools.  Shortly  after  his 
graduation  from  high  school  in  1920,  he  was  referred  to  Nabisco  by 
a  YMCA  employment  office  and  joined  the  company's  general  office 
in  New  York  as  an  office  boy.  Within  a  short  time  he  became  a  clerk 
in  the  accounting  department  and  in  1923  was  transferred  to  the  legal 
department  and  assigned  as  an  assistant  on  tax  matters. 

During  this  period  Mr.  Coppers  entered  night  school  at  Pace  Insti- 
tute of  Accountancy  and  Business  Administration.  After  three  years 
of  evening  classes  he  was  graduated  and  soon  began  the  study  of  law 
at  the  night  law  school  of  Fordham  University.  In  June,  1929.  he  was 
graduated  cum  laude  with  the  degree  of  LL.B.  He  passed  the  New 
York  State  Bar  examinations  and  was  admitted  to  practice  in  January, 

1930. 

On  October  i,  1930,  Mr.  Coppers  was  appointed  assistant  secretary 
of  the  company,  in  which  position  he  continued  to  supervise  tax  mat- 
ters in  addition  to  other  legal  work.  In  1937,  he  became  assistant 
general  counsel,  and  in  July,  1938,  he  was  appointed  general  counsel. 
He  remained  in  this  post  until  September  24,  1945-  '^^'^en  he  was 
elected  president  and  named  to  the  board  of  directors  and  to  the 
board's  executive  committee. 

Under  Mr.  Coppers's  stewardship,  National  Biscuit  Company  has 
enjoyed  the  greatest  volume  of  sales  in  its  sixty  years  of  operations.  In 

Photo  by  Chase  Ltd.,  Washington,  D.C. 
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ic)^6,  the  first  full  year  after  his  election  to  the  presidency,  Nabisco 
sales  totaled  $220  million.  Annual  sales  now  run  well  over  $400  million 
and  include  the  greatest  tonnage  of  biscuits  and  crackers  ever  produced 
by  a  single  company. 

One  of  the  ?najor  features  of  Mr.  Coppers's  administration  has  been 
the  huge  modernization  program  launched  by  Nabisco  in  ip^S.  The 
company  has  spent  $180  million,  entirely  financed  out  of  earnings, 
since  then  greatly  increasing  its  productive  facilities  and  effecting 
sizable  savings  through  new  and  improved  manufacturing  methods. 

In  addition  to  his  National  Biscuit  Company  duties,  Mr.  Coppers 
serves  as  a  director  of  the  American  Radiator  ir  Standard  Sanitary 
Corporation,  the  Bankers  Trust  Company  of  New  York,  the  Home 
Life  Insurance  Company,  and  the  Citizens  National  Bank  of  Engle- 
wood,  New  Jersey.  He  is  also  a  trustee  of  Consolidated  Edison  Com- 
pany of  New  York,  Incorporated,  and  the  Greenwich  Savings  Bank 
of  New  York  City. 

Mr.  Coppers  for  many  years  has  maintained  an  active  role  in  civic 
and  trade  affairs.  A  few  of  the  organizations  which  he  now  serves  are 
Fordham  University,  as  chairman  of  the  board  of  lay  trustees;  Stevens 
Institute  of  Technology,  as  trustee;  YMCA,  as  director;  National  Asso- 
ciation of  Manufacturers,  as  director  and  regional  vice  president;  and 
Grocery  Manufacturers  of  America,  Inc.,  as  director. 

He  is  married  and  makes  his  home  in  Englewood,  New  Jersey.  Mr. 
Coppers's  hobbies  include  golf,  shooting,  fishing,  and  photography. 

April,  i960 


CHAPTER     21 

Developing  People 
by  Informal  Methods 


In  Chapter  1,  Dr.  H.  B.  Maynard  expressed  the  behef  that  "managing 
is  perhaps  the  most  important  kind  of  work  that  is  done  in  any  organized 
human  activity."  To  this  statement  I  would  hke  to  add  the  following: 
Training  his  successor  is  the  most  important  single  job  any  manger  or 
executive  has.  It  is  also  the  most  satisfying. 

One  of  America's  leading  industrialists  once  remarked  that  a  company's 
most  important  assets  do  not  appear  on  the  balance  sheet.  They  are, 
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he  explained,  the  people  who  make  up  the  organization.  Businessmen 
pretty  generally  recognize  that  a  business  will  go  only  as  far  as  the  people 
in  its  employ  will  take  it.  The  science  of  human  relations,  although 
perhaps  not  so  advanced  as  the  sciences  of  manufacturing  and  merchandis- 
ing, has  nevertheless  been  recognized  as  of  prime  importance  to  the 
success  of  a  business.  The  managers  of  business  realize  that  present-day 
production-line  methods  and  the  specialization  that  goes  with  them  have 
removed  some  of  the  satisfaction  and  pride  of  creation  that  once  went 
with  a  job.  It  is  hard  to  get  a  thrill  out  of  most  jobs  on  the  production 
line.  And  so  business  is  searching  hard  for  the  answers  to  some  very  human 
problems,  looking  for  a  way  to  put  incentives  and  a  challenge  back  into 
these  jobs. 

I  have  always  felt  that  the  drive  that  moves  a  successful  organization 
should  come  from  the  bottom,  not  from  the  top.  I  think  the  function 
of  the  top  echelon  should  be  more  to  sift  than  to  create.  An  organization 
that  depends  upon  a  few  top  men  to  supply  its  ideas  and  its  drive  is  onlv 
lucky  if  it  survives  the  few  years  of  a  few  men's  prime.  I  don't  mean  you 
don't  need  any  top  management.  Of  course  you  do.  You  need  someone 
to  appraise  and  coordinate  the  work  of  others.  But  the  top  man  should 
not  be  the  shepherd  of  a  flock  of  sheep— he  should  be  more  like  the 
manager  of  a  good  team.  And  it  should  be  easier  to  get  a  new  manager 
than  a  new  team. 

During  recent  years,  an  increasing  amount  of  attention  has  been  de- 
voted to  research  and  new-product  development  as  the  key  to  a  company's 
future  growth.  Certainly  this  is  important.  But  developing  people  is  just 
as  certainly  no  less  important,  and  quite  possibly  is  more  so.  For  unless 
we  are  successful  in  training  tomorrow's  managers,  the  other  forms  of 
corporate  activity  will  wither.  The  shortage  of  qualified  manpo^ver  is  one 
of  the  biggest  obstacles  to  the  growth  and  expansion  of  any  organization. 
The  country  and  its  markets  are  expanding  steadily.  There  seems  to  be 
plenty  of  capital  available.  What  business  does  need  is  trained  manpower, 
and  this  need  will  surely  continue  to  grow. 

Most  companies  realize  this  and  have  for  some  time.  The  development 
of  trained  personnel  in  depth  is  worked  at  strenuously  by  practicallv 
every  organization  with  regard  for  its  own  future  well-being.  Some  com- 
panies do  more  of  this  than  others,  and  they  are  meeting  ^vith  varying 
degrees  of  success.  There  are  about  as  many  different  types  of  training 
programs  as  there  are  companies— and  there  is  nothing  wrong  ^vith  this. 
Companies  differ  in  organizatonal  structure  and  make-up,  in  operating 
techniques  and  corporate  objectives,  to  such  an  extent  that  the  training 
programs  themselves  must  differ. 

In  setting  out  to  ensure  a  flow  of  trained  manpower,  it  seems  to  me 
to  be  important  to  devise  a  personnel  development  program  ^diich  is 
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a  blend  of  both  formal  and  informal  training  methods.  Neither  is  com- 
pletely sufficient  by  itself  to  produce  the  kind  of  people  a  company 
must  have  available  in  the  years  ahead.  Even  the  most  perceptive  of 
present-day  managers  would  be  hard  put  to  forecast  with  complete  ac- 
curacy his  exact  executive  manpower  requirements  over  the  next  decade. 
Businesses,  their  interests  and  spheres  of  activity,  are  changing  too  rapidly. 
What  we  do  know  is  that  the  demand  for  qualified  people  is  going  to 
become  greater  and  that  the  onus  for  producing  these  people  when  they 
are  needed  rests  squarely  with  today's  managers.  Some  of  our  future 
personnel  needs  will  be  filled  from  the  market  place  by  attracting  top- 
flight men  from  other  organizations.  But  it  would  be  unwise  to  count 
on  this  method  alone.  There  are  not  enough  trained  executives  to  go 
around,  and  the  competition  for  their  services  is  keen.  Attractive  wage, 
insurance,  bonus,  and  pension  programs  in  their  present  jobs  are,  in 
addition,  making  it  more  difficult  to  persuade  outstanding  men  to  leave 
familiar  surroundings  for  a  new  position  which,  at  best,  entails  some 
risk.  Then,  too,  there  will  be  many  instances  where  the  advantages  in 
using  people  already  familiar  with  your  operations  preclude  seeking 
the  services  of  someone  outside  the  organization. 

In  this  chapter,  we  shall  be  concerned  with  the  informal  training 
methods  by  which  present  occupants  of  key  managerial  positions  can 
develop  the  executives  to  whom  the  responsibilities  of  management  can 
be  entrusted  in  the  years  which  lie  ahead.  This,  I  repeat  for  emphasis,  is  a 
prime  function  of  managing. 

For  purposes  of  clarification,  it  is  probably  in  order  to  sketch  a 
working  definition  of  our  subject.  What  are  some  of  the  informal  meth- 
ods of  training  people,  and  how  do  they  differ  from  a  formally  prescribed 
training  program? 

It  seems  to  me  that  the  informal  means  of  developing  a  man's  potential 
operate  on  a  more  personal  and  individual  basis  than  does  a  formal  train- 
ing program.  Formal  training  is  well  plotted  in  advance.  It  has  carefully 
predetermined  objectives  and  definite  routes  for  reaching  them.  It  is 
prepared  to  impart  knowledge  of  specific  subject  matter  in  planned 
sequence  and  order.  But  it  differs  most  from  an  informal  program  in  that 
it  is  drawn  up  without  any  specific  student  in  mind.  Any  number  of 
persons  may  be  run  through  a  formal  course  of  training,  and  by  and 
large  they  will  receive  the  same  information,  will  be  exposed  to  identical 
material. 

The  informal  program  is  ideally  a  supplement  to  a  prescribed,  formal 
program.  Formal  instruction  and  indoctrination  are  important  and  neces- 
sary and  should  function  as  the  basis  of  your  personnel-development 
program.  I  believe  that  after  a  number  of  management  trainees  have 
first  been  exposed,  as  a  group,  to  formal  training,  they  should  next  move 
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into  an  informal  program  which  will  seek  to  acquaint  them  with  a  more 
specific  job  or  assignment  and  which  undertakes  their  development  as 
individuals.  No  two  people  are  exactly  alike,  and  the  methods  used  to 
develop  their  potential  as  managers  must  be  tailored  to  individual 
personalities.  Following  the  formal  course,  continuing  instruction  assumes 
the  more  personal  relationship  of  student  and  teacher. 


SELECTION  OF  CANDIDATES 

Several  years  ago,  I  was  privileged  to  serve  as  a  member  of  a  round 
table  on  executive  potential  and  performance  conducted  by  the  Graduate 
School  of  Business  at  Columbia  University.  We  convened  at  a  series 
of  dinner  meetings  and  discussed  freely  this  matter  of  executive  potential 
and  development,  realizing  that  while  we  could  not  hope  to  provide  a 
lot  of  pat  answers  to  the  problems  involved,  we  might  draw  upon  our 
mutual  experience  to  achieve  some  helpful  guideposts. 

When  this  group  tackled  the  problem  of  identifying  potential  managers 
and  executives,  the  opinions  ran  the  full  range  of  the  experience  repre- 
sented at  the  table.  For  example,  on  the  question  of  how  early  it  becomes 
possible  to  recognize  executive  potential,  the  answers  ran  from  the 
fifth-grade  level  to  the  early  thirties.  And  yet  all  of  us  kno^\-  of  men 
in  our  own  companies  who  have  come  on  very  rapidly  quite  late  in  their 
careers.  Some  of  the  group  felt  they  could  spot  potential  fairly  accurately 
at  the  college  level.  Others  preferred  to  wait  until  a  young  man  had 
been  in  the  company  for  anywhere  from  eight  to  ten  years,  which 
would  postpone  selection  until  the  candidate  was  in  his  late  twenties  or 
early  thirties.  There  was  general  agreement  on  the  desirability  of  earlv 
selection;  when  the  recognition  was  positive,  the  job  of  training  and 
development  could  begin  that  much  sooner.  But  there  were  also  some 
fears  expressed  over  early  selection.  The  group  saw  several  possible 
dangers,  chiefly  in  the  creation  of  a  body  of  "fair-haired"  young  men 
with  subsequent  problems  of  morale  in  the  rest  of  the  organization. 

The  round-table  group  ran  into  a  wide  divergence  of  opinion  on  the 
value  of  testing  as  a  device  to  uncover  executive  potential.  We  reached 
general  agreement  that  specific  tests  of  intelligence  and  aptitude  could 
be  helpful  in  some  situations.  But  some  members  felt  there  was  a  strong 
need  for  greater  clarification  of  the  essential  qualities  that  make  up 
leadership  before  reliable  tests  could  be  devised  to  assist  early  detection 
of  this  potential.  A  psychiatrist  meeting  with  the  group  believed  the 
major  limitation  of  then-current  tests  and  testing  methods  was  that  they 
did  not  provide  for  the  element  of  motivation. 

I  cite  this  experience  only  to  point  out  that  very  often  \ve  find  ourselves 
relying  more  on  judgment  and  our  individual  powers  of  observation— 
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hunches  if  you  will— in  the  selection  of  candidates  for  executive  training 
and  development.  Managers  of  companies  who  make  more  extensive  use 
of  testing  than  does  my  own  report  that  they  supplement  test  findings 
with  the  opinions  of  their  associates  and  others.  There  is  some  concern 
as  to  the  proper  interpretation  or  correct  reading  of  test  results.  As  a 
whole,  I  believe  most  executives  would  prefer  to  retain  the  prerogative 
of  personal  judgment  rather  than  place  their  reliance  on  tests  alone  to 
find  promising  people. 

What  to  look  for  in  potential  candidates  depends  in  part  on  the  man's 
status  at  the  time  he  is  being  observed  or  considered.  If  he  is  still  a 
student  or  has  just  completed  his  formal  education,  you  have  less  to  go 
on  than  if  he  has  been  with  the  company  for  some  time,  where  the 
opportunities  for  direct  observation  by  yourself  or  your  associates  are 
readily  available. 

In  examining  the  college  senior  or  recent  graduate,  you  are  limited 
pretty  much  to  his  academic  and  campus-activity  record.  Often  these  can 
be  compared  with  his  family  and  economic  background,  his  high  school 
performance,  and  his  precollege  interests  for  an  indication  of  the  trend 
of  his  maturity  and  development.  The  student's  academic  record  will  give 
you  his  scholastic  progress,  which  may  not  reveal  any  startling  truths  in 
itself  but  which  can  be  helpful  when  compared  with  earlier  work.  His 
record  of  campus  activities  and  interests  may  furnish  some  clues  to  the 
motivating  forces  which  prompt  and  enthuse  him.  Personal  interviews,  or 
reports  of  talks  he  has  had  with  company  or  college  personnel  counselors, 
will  often  indicate  quite  a  bit  about  his  personality,  his  ability  to  work 
and  get  along  with  others,  and  how  well  he  can  be  expected  to  fit  into 
your  organization. 

One  thing  more  on  the  subject  of  education  and  particularly  college 
training.  No  one  can  deny  that  a  college  degree  is  helpful  and  that  it  is 
indicative  of  a  period  of  formal  training  which,  all  else  being  equal, 
should  be  a  fine  asset  during  a  business  career.  But  all  of  us  can  look 
around  in  our  own  companies  and  see  any  number  of  people  who  have 
done  an  excellent  job  without  college.  The  plain  fact  that  a  great  many 
bright,  alert  young  Americans  do  not  attend  college  points  to  the  danger 
of  permitting  the  college  degree  to  become  a  prerequisite  to  consideration 
for  executive  selection  and  development. 

When  a  candidate  for  managerial  training  has  been  with  the  company 
for  several  years,  the  job  of  selection  is  somewhat  easier.  You  and  your 
associates  have  had  a  chance  to  see  him  on  the  job  and  to  observe  how 
he  handles  assignments,  details,  and  responsibility.  His  record  at  one 
or  several  jobs  is  available,  and  he  can  be  assessed  on  the  basis  of  actual 
performance.  It  is  my  belief  that  there  is  no  substitute  for  the  chance 
to  know  at  first  hand  how  well  a  potential  manager  has  done  in   the 
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real  performance  of  real  work.  How  does  he  accept  direction  and  respon- 
sibility? How  does  he  get  along  with  other  people  on  different  levels? 
How  does  he  react  to  pressure  and  adversity?  Does  he  have  the  capacity 
for  orderly  thought  and  planning?  Can  he  communicate  in  person  and 
on  paper?  These  are  the  questions  that,  to  me,  are  best  answered  by  the 
direct  observation  of  an  employee  while  he  is  performing  in  an  assigned 
position. 


WORKABLE  INFORMAL  TRAINING  METHODS 

We  have  sought  to  establish  what  we  mean  when  we  talk  about  in- 
formal methods  of  developing  management  potential.  ^Ve  have  touched 
briefly  on  the  identification  and  selection  of  candidates  for  further  de- 
velopment. It  would  be  logical  next  to  examine  some  of  the  informal 
methods  which  can  be  used  to  augment  a  formal  training  program.  It 
is  all  very  well  to  say  that  informal  training  is  an  excellent  supplement 
to  a  prescribed  course,  but  how  do  you  go  about  it?  Admittedly,  the 
procedures  adopted  will  vary  by  company.  There  are  bound  to  be  differ- 
ences in  organizational  setups  and  personnel  and  in  the  training  or 
development  objectives.  Each  organization  must  first  determine  "^vho  is  to 
train  whom  and  for  what.  But  there  are  a  number  of  methods  and  tech- 
niques which  experience  has  shown  to  be  helpful  in  bringing  along  the 
younger  men  who  are  to  continue  the  successful  direction  of  your  business. 
Without  pretending  that  this  is  a  complete  listing,  or  that  the  headings 
are  presented  in  preferred  sequence,  I  shall  set  down  some  methods  which 
seem  to  be  worth  consideration. 

On-the-job  Instruction 

1  believe  there  is  fairly  general  agreement  that  intelligent  instruction 
on  the  job  is  one  of  the  most  effective  ways  to  develop  the  skills  of  any 
employee.  This  is  as  true  for  potential  managers  as  it  is  for  workers  at 
a  routine  production  assignment  in  the  plant.  People  learn  best  by  doing, 
and  this  learning  can  be  intensified  and  speeded  up  by  competent  instruc- 
tion. 

In  the  development  of  managerial  personnel,  we  are  most  concerned 
with  bringing  out  and  improving  the  man's  basic  capabilities  and  quali- 
ties. His  specific  or  technical  knowledge  is  secondary,  if  ^ve  consider  it 
at  all.  Technical  training  should  be  administered  by  technicians,  not 
by  top  management.  We  do  want  to  teach  the  trainee  to  think,  to 
develop  further  those  qualities  of  leadership  and  administration  that  led 
to  his  selection  for  management  grooming  in  the  first  place.  It  is  for  us 
to  see  that,  as  a  learner,  his  job  becomes  a  challenge  ^diich  -will  motivate 
and  sharpen  those  latent  abilities  we  feel  he  possesses.  His  assigned  job. 
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a  regular  producing  position,  is  an  excellent  area  in  which  to  practice 
and  sharpen  these  skills.  The  opportunity  to  manage  and  to  administer 
a  particular  sphere  of  activity,  with  the  details  of  operation  and  the 
responsibilities  that  go  with  it,  offers  a  good  background  against  which 
his  capacities  can  be  measured. 

Individual  Coaching 

The  instructor  or  coach  charged  with  the  training  of  a  managerial 
prospect  can  be  the  key  factor  in  his  development.  An  executive  once 
remarked  that  it  is  better  to  have  the  right  kind  of  boss  in  the  wrong 
business  than  the  wrong  boss  in  the  right  business.  His  influence  on 
the  trainee  and  his  progress,  for  good  or  bad,  can  hardly  be  overestimated. 
The  coach  sets  the  example,  adopts  the  standards  of  performance,  and  to 
a  great  extent  determines  the  climate  under  which  the  young  hopeful 
succeeds  or  fails.  Not  all  men,  and  not  all  executives,  are  good  teachers. 
The  ability  to  teach  is  not  yet  a  mandatory  requirement  for  executives, 
but  we  have  come  to  appreciate  its  importance.  The  really  good  teachers 
in  an  organization  are  worth  a  great  deal. 

Give  your  potential  managers  the  best  coaches  available.  Don't  shy 
away  from  the  so-called  "tough"  teachers  or  taskmasters  so  long  as  you 
know  them  to  be  fair.  Make  it  your  business  to  ensure  that  the  instruction 
and  coaching  are  continuous,  not  every  other  day  or  only  now  and  then. 
It  is  desirable  to  have  the  trainee  work  under  a  number  of  different 
coaches.  He  will  learn  through  observation,  and  there  are  obvious  ad- 
vantages in  subjecting  him  to  a  variety  of  instruction  and  guidance.  A 
key  aim  in  coaching  is  to  uncover  strengths  and  weaknesses,  and  the 
good  instructor  will  make  the  trainee  aware  of  his  weak  points  in  such 
a  way  that  he  will  be  prompted  to  work  a  little  harder  at  self-improve- 
ment in  these  areas.  No  two  coaches  will  handle  the  same  candidate, 
or  even  the  same  problem,  in  exactly  the  same  way. 

The  ideal  relationship  of  student  and  coach  is  one  of  close  cooperation 
and  mutual  confidence.  Under  these  conditions,  coaching  the  potential 
manager  can  be  carried  out  with  enthusiasm  and  thoroughness. 

Development  of  Judgment 

Judgment  is  foresight— and  foresight  is  only  hindsight  projected  into 
the  future.  This  is  just  another  way  of  saying  that  experience  is  probably 
the  most  important  factor  in  developing  good  judgment.  I  am  not  at  all 
sure  you  can  teach  someone  how  to  acquire  judgment.  I  do  think,  how- 
ever, that  you  can  expose  a  trainee  to  a  wide  range  of  experience  and 
in  so  doing  speed  up  the  development  of  sound  judgment.  The  more 
varied  the  situations  he  encounters  and  the  more  responsibility  he  is 
given  to  exercise  discretion,  to  make  mistakes  if  you  will,  the  faster  he 
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will  soak  up  the  knowledge  upon  which  his  future  judgments  will  be 
based.  This  whole  question  is  turned  directly  back  to  the  preceding  dis- 
cussion of  on-the-job  performance  and  coaching.  The  more  latitude 
granted  the  trainee  in  the  performance  of  his  duties  and  the  greater  the 
patience  and  understanding  of  his  teacher,  the  more  rapid  will  be  his 
development  of  the  acumen  necessary  to  the  executive  function. 

Guidance  on  Gathering  Information 

A  key  part  of  the  decision-making  process  is  the  careful  assembling 
of  all  information  and  factual  data  that  can  possibly  have  a  bearing  on 
the  question  at  hand.  This  material  is  generally  available,  but  only  infre- 
quently can  it  be  found  tidily  wrapped  up  in  a  single  package,  ready  for 
scholarly  study.  The  trainee  must  be  encouraged  to  dig  for  this  information. 
The  process  begins  with  the  assessment  of  all  the  factors  likely  to  influence 
a  particular  decision.  Once  this  is  accomplished,  a  number  of  sources  of 
information  will  suggest  themselves.  What  are  the  sales,  or  production,  or 
purchasing,  or  personnel  aspects  to  be  considered?  Are  there  precedents 
for  this  type  of  action?  Who  in  the  company  is  expert  on  a  phase  of 
the  problem?  Will  it  be  helpful  to  refer  to  sources  outside  the  organiza- 
tion? These  more  or  less  obvious  questions  are  stated  simply  to  indicate 
how  a  trainee's  thoughts  should  be  directed  to  patient  and  often  laborious 
inquiry.  Fact  gathering  is  not  always  an  easy  task,  and  if  we  can  impress 
potential  managers  with  its  importance,  we  shall  have  aided  their  develop- 
ment in  a  key  phase  of  executive  operation. 

Sorting  and  Sifting  Information 

Digging  for  and  gathering  factual  data  is,  however,  only  part  of  the 
job  in  the  examination  of  material  for  answers  to  a  particular  problem. 
For  if  the  assembly  of  data  has  been  successful,  you  will  have  at  hand 
considerably  more  sheer  weight  of  material  than  you  can  possibly  use,  or 
indeed  than  is  desirable.  So  the  next  thing  to  do  is  to  discard  most  of  it. 
The  human  mind  has  its  limitations.  It  can  grasp  only  so  many  variables 
without  becoming  so  cluttered  that  orderly  thought  is  next  to  impossible. 
The  successful  manager  must  learn  to  scan  available  factual  matter  and 
promptly  discard  those  bits  and  pieces  which,  though  they  may  have 
some  bearing  on  the  problem,  are  not  completely  relevant  or  essential. 

A  lawyer  in  search  of  a  particular  principle  often  has  to  read  hundreds 
of  pages  of  case  material,  knowing  in  advance  he  must  discard  90  per 
cent  of  what  he  reads.  An  executive  must  learn  to  do  much  the  same 
thing,  to  sift  influencing  information  down  to  the  basic  elements  of  the 
problem.  If  he  tries  to  assign  an  accurate  weight  to  each  factor  and 
detail  he  has  assembled,  he  can  become  so  bogged  down  that  he  is 
unlikely  to  reach  any  conclusion.  Careful  coaching  of  student  managers 
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in  the  determination  of  what  is  germane  and  in  the  detection  and  ruthless 
discard  of  nonessentials  will  be  a  boon  to  future  intelligent  decision 
making.  The  acquisition  of  this  skill  will  call  for  time  and  patience,  but 
it  is  worth  going  after. 

Encouraging  Initiative 

One  of  the  most  important  methods  in  developing  managers  is  to  en- 
courage them  to  use  their  initiative,  to  do  their  own  creative  thinking. 
Although  you  cannot  teach  innate  abilities,  you  can  provide  the  kind 
of  climate  where  these  characteristics  can  nourish  and  grow.  Most  of  us 
are  familiar  with  the  admonition,  "Show  me  the  man  who  never  makes 
a  mistake,  and  I'll  show  you  a  man  who  never  gets  anything  done." 
If  your  trainees  are  made  aware  that  you  know  this— and  that  you 
believe  in  it— they  will  be  encouraged  to  try  their  own  ideas.  Fear  of 
mistakes  and  of  the  penalties  that  go  with  them  breeds  inertia.  If  you 
can  convince  your  trainees  that  there  are  no  penalties  for  honest  mistakes, 
for  trying  something  new,  they  will  overcome  what  is  probably  a  natural 
hesitancy  to  strike  out  on  their  own. 

I  believe  it  to  be  a  fact  that  the  drive  and  flow  of  new  ideas  in  any 
organization  must  come  from  the  younger  members  of  the  team.  Unless 
this  motivation  develops,  the  opposite  situation  is  created.  All  the  ideas 
come  from  the  top,  and  the  lower  echelons  merely  take  orders.  If  this 
happens,  your  organization  is  in  trouble,  for  here  is  one  place  where 
the  law  of  gravity  doesn't  work.  Loyalty  to  the  organization  or  company 
and  to  its  top  people  is  a  fine  thing,  but  it  is  not  a  substitute  for  ingenuity. 
Curiosity  and  a  dissatisfaction  with  things  as  they  are  are  characteristics 
of  youth.  Let's  not  stifle  them.  For  if  your  young  people  get  the  idea 
that  discretion  is  the  better  part  of  valor,  if  they  learn  that  by  sticking 
their  necks  out  they  only  get  their  ears  pinned  back,  they  will  take  the 
lesson  to  heart— and  they  will  stop  trying. 

An  atmosphere  of  encouraging  initiative  does  not  come  easy  in  all 
companies.  The  top  people  have  to  believe  in  it  and  work  at  it.  A  few 
of  the  newer  men  have  to  see  their  ideas  adopted  and  receive  credit  for 
them.  You  have  to  develop  in  them  a  sense  of  belonging.  You  can  do 
this  in  some  measure  by  talking  to  your  younger  people  about  any  phase 
of  the  business  that  affects  them  and  their  jobs  and  about  some  aspects 
with  which  they  are  not  in  direct  contact.  But  most  important,  you 
must  believe  in  your  heart  that  they  have  something  to  contribute.  Don't 
try  to  kid  them  if  you  don't  believe  it— they  catch  on  very  quickly. 

Developing  Organizational  Ability 

When  we  speak  of  organizational  ability,  I  believe  we  mean  the 
capacity  to  direct  the  planned  accomplishment  of  a  given  activity,  to  get 
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the  job  done  well  and  efficiently.  There  are  a  great  many  things  which 
combine  to  make  up  this  ability,  among  them  the  capacities  to  plan 
intelligently,  to  coordinate  the  activities  of  often  widely  scattered  units, 
to  appreciate  line  and  staff  functions  and  their  differences,  to  delegate 
duties  and  repsonsibilities,  and  to  get  others  to  work  for  you.  And,  in 
addition  to  these  tangibles,  the  executive  who  directs  a  function  or  opera- 
tion must  furnish  drive  and  push  to  the  project. 

As  developers  of  future  managers,  it  is  our  job  to  instill  in  these 
trainees  a  realization  of  the  several  facets  we  lump  together  under  the 
general  term  "organizational  ability."  We  must,  by  instruction  and  ex- 
ample, teach  the  disciplined  thinking  processes  that  aid  in  the  direction 
of  any  job  of  work.  The  determination  of  objectives,  planning  how  to 
achieve  them,  and  carrying  out  the  plan— these  are  the  main  pieces  of 
the  framework  within  which  the  executive  functions.  Again  assuming  our 
trainee  has  the  necessary  potential  ability  to  develop  in  these  areas, 
steady  opportunity  for  the  utilization  of  his  skills  in  actual  performance 
will  enhance  his  growth. 

Probably  the  main  hallmark  of  a  man's  organizational  ability  is  his 
success  in  getting  other  people  to  work  together  as  a  team.  ^Vhen  these 
other  people  are  of  different  status  in  the  organization,  when  they  have 
a  wide  range  of  interests  and  some  of  these  are  in  conflict,  the  man  in 
charge  must  display  leadership  in  high  degree.  It  takes  a  lot  of  doing 
and  a  broad  understanding  of  human  nature  and  behavior  to  achieve 
the  impersonal  solution  of  a  problem  at  the  cost  of  personal  whim  and 
desire.  Not  infrequently  the  manager  must  instill  in  associates  and 
subordinate  employees  the  desire  to  succeed  in  an  assignment  for  which 
they  may  hold  no  great  enthusiasm.  You  have  to  work  at  knowing  and 
understanding  people.  The  executives  who  operate  successfully  by  intui- 
tion are  extremely  few.  The  art  of  motivating  others  to  do  their  best 
work  is  a  continuing  challenge  to  every  manager,  and  the  trainee  who 
understands  its  importance  has  a  head  start. 

With  respect  to  managing  and  organizing,  I  would  like  to  comment  on 
a  matter  which  has  caused  some  concern  in  recent  years.  This  is  the  fear 
expressed  in  some  quarters  that  the  so-called  "organization  man"  poses 
a  threat  to  our  nation's  traditional  individualism,  and  even  to  executive 
initiative.  I  do  not  feel  that  this  fear  is  justified.  I  believe  the  basic 
elements  of  human  nature  will  prevent  this  happening  to  a  harmful 
degree.  People  differ  greatly  in  their  responses  to  a  variety  of  emotional 
stimuli.  I  do  not  believe  that  potential  top  managers  can  be  so  standard- 
ized that  the  individualists  will  stop  emerging  from  the  pack,  and  in 
about  their  present  numbers. 
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Learning  to  Communicate 

An  appreciation  of  the  importance  of  communication,  and  how  to 
communicate,  is  a  real  asset  for  anyone  in  the  management  system.  It 
has  become  increasingly  so  as  corporations  have  grown  in  size  and 
complexity.  Communicating  once  was  described  as  one  fellow  talking 
to  another  and  being  understood.  This  is  probably  oversimplification, 
but  the  point  is  sound.  Clarity  is  the  key  principle.  Not  only  must  the 
trainee  learn  the  desirability  of  a  good  system  of  communications,  but 
he  must  be  shown  how  the  subject  takes  many  forms  in  relation  to  the 
job  of  managing. 

To  many  of  us,  communications  means  simply  keeping  in  touch  with 
outlying  plants  or  districts,  or  holding  a  staff  meeting,  or  preparing  an 
article  for  the  company  magazine.  I  believe  it  means  a  great  deal  more 
than  this.  Good  communications  means  a  steady  flow  of  information 
between  echelons  of  management,  staff  and  line  managers,  the  company 
and  its  customers,  suppliers,  employees,  and  owners.  It  is  a  system, 
briefly,  of  keeping  concerned  people  knowledgeable,  of  letting  the  right 
hand  know  what  the  left  hand  is  doing.  Communications  travel  up  and 
down,  between  managers  and  subordinates;  they  also  move  from  side  to 
side  between  units  or  individuals  of  comparable  level  in  the  organization. 
Once  a  trainee  is  exposed  to  the  communications  labyrinth,  he  should 
be  assigned  duties  which  give  him  a  working  understanding  of  each 
channel. 

A  good  system  of  communications  is  the  life  line  of  corporate  action, 
for  units  and  individuals  require  a  constant  flow  of  information  in 
order  to  get  things  done.  If  the  system  is  merely  a  device  for  the  trans- 
mission of  orders  and  directives  from  the  boss,  it  is  not  very  effective. 
The  channel  must  operate  both  ways  if  it  is  to  perform  a  useful  service. 
It  has  to  bring  as  much  information  into  headquarters  from  subordinate 
units  as  it  takes  in  the  other  direction.  This  information  must  be  under- 
stood on  both  ends.  Admittedly,  some  of  our  communicating  channels 
are  so  complex  that  dangers  of  breakdown  are  increased.  Seeing  to  it 
that  they  do  function  efficiently  is  an  educational  process  which  will 
benefit  both  manager  and  trainee. 

Rotating  Assignments 

I  am  of  the  opinion  that  it  is  difficult  really  to  accomplish  executive 
development  by  theoretical  training  measures.  The  real  growth  comes 
from  training  on  the  job  when  the  active  interest  of  the  trainee  can  be 
kept  high  by  the  challenge  of  performance.  The  values,  therefore,  of 
assigning  a  potential  manager  to  a  series  of  different  jobs  are  readily 
apparent.  He  has  the  opportunity  of  greatly  increasing  the  range  of  his 
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experience.  He  learns  a  great  deal  more  about  company  operations,  and 
he  is  placed  in  closer  contact  with  several  superiors  who  will  act  as  his 
coach  or  teacher  while  he  is  with  them.  This  variety  of  exposure  to  the 
various  phases  of  the  business  and  to  the  men  who  direct  them  hastens 
his  development  as  an  informed  manager. 

Rotation  of  assignments  also  tends  to  bring  out  strengths  and  weak- 
nesses in  ability  which  might  not  be  as  apparent  were  he  to  remain  in  a 
steady  position,  and  further,  it  will  indicate  where  his  greatest  inter- 
ests lie. 

The  trainee's  growth  can  be  accelerated  if  it  is  possible  to  increase  the 
level  of  the  positions  he  occupies  as  he  is  given  experience  in  a  number 
of  departments.  Often  other  considerations  may  make  this  impossible. 
But  when  it  can  be  done  there  are  distinct  advantages.  If  each  succeeding 
assignment  carries  a  little  more  responsibility,  a  performance  standard 
which  is  a  cut  above  that  of  the  previous  jobs,  two  ends  will  be  served. 
The  trainee  is  called  on  to  put  a  little  more  effort  into  meeting  the 
demands  of  a  tougher  assignment,  and  his  coaches  get  to  observe  his 
conduct  and  performance  under  varying  conditions  and  degrees  of 
pressure. 

One  of  the  big  questions  raised  by  the  procedure  of  rotating  jobs  for 
trainees  is  the  length  of  time  they  should  spend  in  any  single  position. 
There  is  no  ready  answer  for  this  question,  and  the  experiences  of  a 
number  of  companies  show  wide  variances.  Specific  local  conditions,  the 
morale  of  other  employees  not  undergoing  management  training,  and 
the  normal  conduct  of  company  affairs  all  bear  on  the  subject.  In  actual 
practice,  you  are  not  likely  to  hit  on  the  ideal  period,  no  matter  ho^\- 
hard  you  try.  This  was  indicated  some  years  ago  by  the  president  of  a 
large  corporation  who  called  in  a  number  of  his  top  associates  to  discuss 
the  whole  subject  of  executive  development.  The  group  first  attempted 
to  set  down  the  minimum  of  experience  in  several  departments  required 
to  produce  a  qualified  man  for  the  presidency.  AVhen  they  added  up 
fifteen  years  in  production,  a  similar  length  of  time  in  sales  and  market- 
ing, and  so  on,  the  group  was  forced  to  conclude  that  with  the  child  labor 
laws  on  one  end  and  compulsory  retirement  on  the  other,  it  was  impos- 
sible to  prepare  an  executive  for  the  presidency. 

Special  Assignments 

Most  companies  and  most  managements  encounter  special  situations 
from  time  to  time  where  an  opportunity  arises  to  give  a  trainee  some 
experience  which  is  not  a  part  of  routine  operations.  The  advantages 
suggest  these  opportunities  as  an  excellent  training  medium.  Again,  we 
are  emphasizing  that  every  chance  to  broaden  the  experience  of  a 
managerial  prospect  is  worth  considering. 
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These  special  situations  take  many  forms.  In  my  own  company,  we 
use  a  "task  force"  to  work  on  special  assignments  or  problems  with  which 
we  have  had  little  or  limited  experience.  The  task  force  is  composed  of 
representatives  of  several  departments  or  divisions,  generally  those  with 
a  direct  interest  in  the  special  project.  The  men  assigned  to  conduct 
the  investigation  are  usually  experienced  managers  who  rank  well  up 
in  their  departments.  They  have  experience  and  possess  special  qualifica- 
tions which  have  dictated  their  place  on  the  force.  The  projects  them- 
selves are  usually  of  several  months'  duration,  and  not  infrequently  they 
last  for  longer  periods.  As  I  have  suggested,  they  are  essentially  fact- 
gathering  bodies,  concerned  with  assembling  information,  either  of  an 
unusual  nature  or  dealing  with  a  subject  with  which  our  company  has 
little  acquaintance. 

We  view  these  task  forces  as  ideal  training  vehicles.  A  future  manager 
can  be  invited  to  serve  as  a  bona  fide  member  of  the  group  where  he 
will  both  learn  and  make  positive  contributions.  His  association  with 
experts  in  their  respective  fields  should  benefit  him  as  an  educational 
process  and  also  encourage  him  to  do  some  thinking  on  his  own.  The 
fact  that  these  groups  are  employed  to  explore  relatively  new  areas  makes 
the  presence  of  a  new  voice  of  considerable  value.  New  people  bring  in 
new  viewpoints.  Too  often,  when  an  organization  has  been  a  long  time 
without  new  faces,  it  tends  to  fall  into  a  set  pattern.  It  has  a  stock  of 
handy  answers  for  every  question,  and  it  never  questions  these  answers. 
The  new  man  doesn't  know  these  answers  yet.  He  hasn't  had  time  to  learn 
them.  With  his  fresh  outlook  and  his  unwillingness  to  accept  that  which 
he  doesn't  know,  he  can  provoke  new  lines  of  thought  and  action.    . 

Use  of  Committees 

The  many  companies  that  use  a  system  of  committees  to  deal  with 
any  number  of  specialized  problems  and  activities  have  a  built-in  device 
for  the  informal  development  of  potential  managers.  Depending  upon 
how  committees  are  organized  and  the  areas  in  which  they  operate,  they 
are  generally  a  good  method  of  educating  people.  The  lengthy  amount  of 
give-and-take  discussion  which  goes  on  during  almost  any  given  com- 
mittee meeting  is  an  ideal  area  for  the  development  of  a  good  many  of 
the  characteristics  we  are  seeking  to  bring  out  in  our  prospective  execu- 
tives. Of  course  we  must  avoid  "decision  by  committee,"  which  is  one  way 
of  ducking  responsibility,  by  fixing  it  so  that  no  one  is  to  blame  in  case 
something  goes  wrong. 

Committees  play  a  part  in  Nabisco's  management  system.  In  addition 
to  three  groups  composed  of  board  members  which  function  at  a  policy 
level,  five  administrative  committees  actively  plan  and  direct  company 
operations  in  specific  areas.  Of  these,  probably  the  packaging  committee 
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has  the  widest  representation  of  company  interests  included  in  its  mem- 
bership. Because  of  this  it  will  serve  as  a  case  in  point. 

Nabisco's  packaging  committee  is  headed  by  our  president  and  has  ten 
other  full-time  members.  They  include  the  manager  of  our  packaging 
division,  who  serves  as  committee  secretary;  the  vice  presidents  heading 
our  bread  and  special  products  divisions;  the  top  assistant  to  our  sales 
vice  president;  the  directors  of  advertising,  marketing,  and  operations 
(which  includes  production);  the  packaging  chief  in  the  production  de- 
partment; the  head  of  laboratory  packaging  research;  and  a  representa- 
tive of  the  outside  industrial  design  firm  we  use.  The  committee  meets  at 
least  once  a  month,  and  each  member  has  a  designated  alternate  who 
attends  in  his  absence. 

This  committee  serves  as  a  coordinating  agency,  channeling  the 
activities  of  each  division  or  department  concerned  with  the  packaging 
job.  Responsibilities  are  fixed  by  general  committee  discussion,  and  once 
they  are  determined,  the  chairman  assigns  definite  projects  to  each  of 
the  members.  Each  activity  is  carried  on  an  agenda  and  remains  there 
until  it  is  completed  or  rejected. 

Under  this  system,  a  trainee  can  learn  and  contribute.  He  has  an 
excellent  chance  to  observe  the  interrelationships  of  departments  and 
divisions  which  are  necessary  to  accomplishment.  He  can  be  assigned 
specific  tasks,  and  in  about  every  instance,  they  will  require  his  skills  to 
coordinate  the  efforts  and  interests  of  a  number  of  people  and  units. 
As  a  working  member,  he  can  be  encouraged  to  participate  in  the 
creative  thinking  and  planning  which  concern  the  committee,  and  he 
will  gain  an  appreciation  of  the  details  which  go  into  this  work. 

A  number  of  companies  have  had  success  with  what  they  call  "junior 
boards."  Under  this  system,  young  and  prospective  managerial  candidates 
study  assigned  problems  and  make  specific  recommendations  to  a  senior 
group  or  to  the  board  of  directors.  The  younger  people  have  a  chance  to 
think  and  select  a  course  of  action  under  actual  working  conditions, 
and  the  senior  group  receives  a  tangible  piece  of  evidence  for  evaluation. 
While  this  system  may  differ  somewhat  from  the  committee  approach, 
both  have  the  advantage  of  allowing  older,  experienced  personnel  the 
opportunity  of  observing  younger  people  perform  under  fire. 

Outside  Courses  of  Instruction 

Companies  and  managers  have  for  many  years  looked  to  courses  of 
instruction  outside  the  organization  for  assistance  in  the  training  and 
development  of  their  potential  managers.  Although  this  may  be  generally 
regarded  as  part  of  a  formal  development  program,  I  am  thinking  more 
of  the  use  of  these  external  programs  to  help  a  trainee  in  those  areas 
suggested  by  his  close  association  with  one  or  more  coaches  during  his 
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development  as  an  individual.  His  superiors  on  the  job  may  observe,  at 
different  times  during  his  growth,  definite  places  where  his  performance 
or  experience  can  be  bolstered  by  attendance  at  a  particular  school  or 
course  of  instruction.  Very  often  it  will  be  considered  helpful  to  give  the 
man  a  chance  to  bring  himself  up  to  date  on  current  practices.  Here, 
it  seems  to  me,  is  an  opportunity,  based  on  personal  study  and  for  a 
specific  objective,  to  use  the  facilities  available  outside  the  company  to 
aid  development  of  an  individual  prospect. 

There  are  quite  a  number  of  good  schools  and  courses  from  which  to 
choose.  At  our  company,  we  have  sent  a  number  of  our  people  to  the 
Advanced  Management  Program  at  Harvard's  Graduate  School  of  Business 
Administration,  the  Wharton  School  of  Finance  and  Commerce  at  the 
University  of  Pennsylvania,  and  to  numerous  courses  conducted  by  the 
American  Management  Association.  There  are  many  others,  located  at 
the  leading  colleges  and  universities.  The  job  is  to  keep  reasonably 
current  on  the  programs  available,  and  here  you  will  need  the  counsel 
of  your  personnel  people. 

Proper  utilization  of  outside  facilities  is  a  management  decision  based 
on  the  merits  of  this  exposure  as  weighed  against  the  costs  in  time  away 
from  the  company  and  inconveniences  which  accompany  attendance.  The 
most  important  factor  is  to  know  why  you  are  sending  a  potential 
manager  outside  the  company  for  education  and  what  you  expect  him 
to  get  out  of  it.  As  in  any  phase  of  training,  the  results  will  vary  by 
individuals;  some  men  will  profit  enormously,  and  others  will  hardly  be 
dented.  I  feel  we  must  acknowledge  that  outside  instruction  in  itself  is 
not  a  sure-fire  method  of  developing  executives.  At  best  the  courses 
utilized  are  simply  supplementing  other  methods  used  to  mature  a 
managerial  prospect. 

My  own  experience  and  observation  have  led  to  the  belief  that  the 
greatest  benefits  to  be  gained  from  going  to  schools  outside  the  company 
come  from  association  with  people  from  other  companies  who  are  attend- 
ing the  same  course.  Both  the  formal  classroom  and  the  after-hours  bull 
sessions  with  men  who  have  similar  jobs  in  other  organizations,  compar- 
ing methods,  problems,  and  the  way  to  get  things  done,  are  a  wonderful 
educational  experience. 

Inexperience  as  an  Asset 

I  have  mentioned  several  times  in  this  chapter  my  belief  that  the 
things  young  people  do  not  know  are  frequently  valuable  contributions 
to  accomplishment.  I  would  like  to  go  into  this  a  bit  further  and  state 
the  opinion  that  this  inexperience  is  an  asset  which  should  not  be 
overlooked  in  the  general  matter  of  developing  people.  To  paraphrase 
a  familiar  saying,  "A  lot  of  knowledge  is  a  dangerous  thing,"  particularly 
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when  this  store  of  information  concerns  all  the  reasons  why  certain  things 
can't  be  done. 

Some  years  ago,  in  my  company,  we  were  having  a  sales  problem  with 
one  of  our  products  which  seemed  to  defy  solution.  Finally,  one  of  our 
veteran  sales  leaders  said  he  believed  the  public  had  lost  its  taste  for 
this  item. 

My  thought  at  the  time  was  that  maybe  w^e  should  turn  the  product 
over  to  someone  who  didn't  know  this,  the  point  being  that  a  new  slant 
on  the  subject  might  be  more  helpful  than  a  hasty  conclusion.  Those 
of  us  who  have  been  too  close  to  our  problems  for  too  long  have  become 
experts  on  all  the  things  that  won't  work.  For  over  fifty  years  the  cracker 
industry  knew  that  it  was  impossible  to  package  a  thin,  saltine  cracker 
automatically.  The  product  was  too  slender,  too  fragile  to  be  handled 
by  machines.  Then  our  mechanical-development  division  got  hold  of 
some  young  fellows  who  didn't  know  this,  and  they  came  up  with  a 
machine  which  would  do  the  job. 

What  I  am  emphasizing  is  the  advisability  of  getting  the  most  from 
these  restless  young  minds  while  they  are  developing  and  after  thev  attain 
responsible  positions.  If  they  are  not  satisfied  with  what  the  older,  more 
experienced  people  tell  them— fine.  Encourage  them  to  ask  all  the  ques- 
tions they  have.  And  let  the  burden  of  proof  rest  with  the  man  who  says 
no.  We  are  living,  working,  and  experimenting  in  an  era  of  rapid  change. 
We  need  the  young  in  mind,  regardless  of  age,  who  are  adaptable  to 
change  and  who  greet  new  ideas  with  an  attitude  of  welcome.  We  need  the 
people  who  will  go  out  and  look  for  change  instead  of  sitting  around 
waiting  for  it  to  happen.  Because  of  the  rapidity  with  which  things 
change,  there  is  no  such  thing  as  a  continuous  status  quo.  The  idea  or 
product  which  failed  miserably  twenty  or  thirty  or  fifty  vears  ago  mav 
be  a  huge  success  tomorrow.  Insist  that  the  old  guard,  who  "don't 
think"  something  will  work  now  because  it  didn't  work  yesterday,  prove 
to  the  inquisitive  that  their  reasons  are  valid.  And  by  all  means,  give 
the  inexperienced,  who  won't  accept  these  reasons,  a  chance  to  prove  it 
one  way  or  the  other. 

REWARDS  DURING  TRAINING 

A  lot  of  attention  has  been  given  the  subject  of  rewarding  the  man- 
agement trainee  while  he  is  in  the  period  of  development.  Concern  has 
been  expressed  over  how  to  arrive  at  an  equitable  system  of  compensating 
a  prospect  during  a  time  when  he  may  not  be  functioning  in  a  produc- 
tive position.  I  presume  these  concerns  have  more  to  do  with  salary  than 
anything  else.  Assuming  that  a  fair-salary  schedule  can  be  adopted,  I 
believe  we  are  bothered  by  a  problem  which  doesn't  actually  exist. 
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In  actual  practice,  we  began  compensating  this  man,  or  group  of  men, 
the  moment  he  or  they  were  selected  for  development  as  future  managers. 
You  can't  kid  or  delude  the  men  you  select.  They  are  aware  that  the 
prime  incentive  or  reward  in  any  job  is  the  opportunity  to  climb  through 
the  ranks  toward  the  top  of  the  heap.  All  of  us,  when  we  begin  work 
as  young  men,  think  we  are  going  to  advance.  I  believe  we  hang  on  to 
this  belief  for  a  good  portion  of  the  time  we  are  on  the  payroll.  In 
telling  a  man  directly  or  indirectly  that  he  is  going  to  be  given  training 
to  prepare  him  for  increased  responsibilities,  you  are,  in  effect,  telling 
him  he  is  advancing.  I  do  not  believe  whatever  additional  compensation 
accompanies  him  through  his  development  period  will  begin  to  match 
the  reward  and  incentive  of  this  knowledge. 

Possibly  we  are  oversimplifying  the  case.  There  may  be  a  good  deal 
more  to  a  system  of  awards  during  the  development  period  than  I  have 
touched  on  here.  The  encouragement  of  his  coaches,  his  own  growth  to 
the  point  where  he  is  able  to  take  on  larger  areas  of  responsibility,  and 
the  provision  of  a  good  atmosphere  for  learning  and  developing— these 
too  are  tangible  rewards.  But  I  feel  they  are  only  supplementary  to  the 
awareness  of  "being  on  the  way,"  which  is  imparted  when  a  candidate  is 
singled  out  for  special  attention  on  the  part  of  the  top  managers  in  his 
organization. 

•  "  J' 

RESPONSIBILITIES  OF  THE  CHIEF  EXECUTIVE  ^ 

The  impetus  for  any  management  development  program  must  come 
from  the  head  of  the  management  team.  When  this  training  concerns 
junior  positions  or  technical  personnel,  he  very  rightly  delegates  this 
responsibility  to  the  personnel  experts  who  administer  the  company's 
training  activities.  But  where  he  is  concerned  with  the  development  of 
an  orderly  flow  of  executive  talent,  the  top  man  cannot  shrug  off  either 
an  active  interest  or  the  burden  of  responsibility.  Both  are  in  his  lap,  and 
the  success  of  his  organization  in  bringing  along  a  succession  of  com- 
petent managers  is  pretty  much  up  to  him. 

There  are  two  ways  by  which  the  chief  executive  can  begin  to  accom- 
plish desired  results,  and  both  of  them  will  require  a  lot  of  his  attention. 
First,  he  has  to  believe  firmly  that  his  biggest  job  is  to  build  an  organiza- 
tion which  is  stronger  and  better  able  to  meet  the  demands  of  the 
future  than  it  was  when  he  came  into  office.  Saying  he  believes  this  is 
not  enough.  He  must  really  mean  it,  and  he  will  have  to  live  with  the 
idea.  Secondly,  he  must  convince  himself,  if  indeed  he  needs  convincing, 
that  this  is  a  project  that  never  stops,  that  never  even  reaches  a  state  of 
near  completion.  The  facts  of  executive  attrition  and  the  requirements 
of  a  growing  and  more  diversified  business  world  are  well  known.  Re- 
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placements  and  new  people  to  fill  new  jobs  will  always  be  needed  and 
very  likely  in  steadily  increasing  numbers. 

Accepting  these  two  premises,  the  first  step  of  the  chief  executive  in 
the  actual  carrying  out  of  a  development  program  is  to  create  these 
same  convictions  in  his  associates.  They  have  to  develop  identical  feelings 
about  the  task.  I  heard  one  executive  describe  this  job  in  these  terms: 

You  must  convince  your  top  men  that  unless  they  take  an  interest  in  the 
individuals  coming  along  and  broaden  them  as  they  get  assigned  and  reassigned, 
anything  else  they  may  try  to  do  to  strengthen  the  personnel  of  the  organization 
will  not  work.  Failure  to  do  this  will  be  interpreted  as  the  top  man's  fear  to 
train  the  second  man,  because  he  is  afraid  he  will  be  displaced.  You  simply  must 
convince  the  executives  in  an  organization  that  it  is  smart  to  train  the  people 
under  them,  because  then  they  can  go  on  to  bigger  things. 

It  isn't  always  easy.  An  industrialist  critical  of  management's  efforts 
in  this  direction  once  said  that  although  there  was  no  shortage  of  men 
who  can  be  developed  into  outstanding  executives,  there  was  a  shortage 
of  men  who  have  been  developed.  I  think  this  is  true.  Management  tends 
to  procrastinate.  The  individual  executive  is  apt  to  reason  that  "there 
isn't  any  hurry.  I'm  comparatively  young,  and  I  do  not  propose  to  retire 
soon.  I  am  in  pretty  good  health,  and,  everything  being  equal,  I  should 
be  able  to  carry  on  for  some  time  yet."  And  some  of  them  add,  "You 
know,  it  is  funny  but  there  always  seems  to  be  someone  ready  to  take 
over  when  you  need  a  man." 

Ralph  Cordiner  of  General  Electric  has  emphasized  that  one  of  the 
most  important  aspects  of  developing  people  is  the  provision  of  the  proper 
"climate  for  growth."  I  have  stressed  throughout  this  chapter  the  opinion 
that  this  is  necessary  for  the  successful  functioning  of  nearly  every  train- 
ing method  or  device.  It  is  the  direct  responsibility  of  the  head  of  the 
organization  to  see  that  such  a  climate  exists  in  fact.  His  example  and 
leadership  will  establish  the  degree  of  success  his  company  experiences  m 
producing  tomorrow's  managers. 

RISKS  OR  DANGERS 

Whenever  the  subject  of  training  potential  members  of  the  top  man- 
agement team  is  discussed,  a  great  deal  of  concern  is  expressed  over  the 
dangers  which  accompany  the  selection  of  people  for  this  training.  Some- 
times, I'm  afraid,  the  risks  involved  dissuade  organizations  from  an 
enthtisiastic  endorsement  of  a  management  development  program.  Of 
course  there  are  risks  and  dangers.  But  what  courses  of  action  in  the 
management  function  are  completely  free  of  danger?  The  assumption  of 
risk  is  part  of  the  game. 
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We  acknowledge  that  there  are  two  areas  of  danger  in  the  selection  of 
potential  managers  and  in  putting  them  through  a  course  of  training  and 
development.  The  first  comes  with  the  selection  and  its  effects  on  other 
people  in  the  organization.  This  is  admittedly  a  problem  of  morale, 
but  I  feel  that  if  you  must  choose,  it  is  better  to  have  a  morale  problem 
than  to  do  without  management  development.  The  second  danger  is  that 
of  having  erred  in  the  selection.  What  do  you  do  when  you  find  you 
have  made  a  mistake  and  picked  the  wrong  man?  Or  when  you  learn 
that  a  certain  candidate  is  not  developing  as  you  had  supposed?  I  have 
no  intention  of  minimizing  these  dangers  or  of  denying  their  importance. 
But  I  would  like  to  suggest  that  the  problem,  as  it  concerns  the  training 
of  potential  executives,  is  no  different  than  it  is  with  any  promotion  or 
advancement  in  the  organization. 

When  these  mistakes  of  judgment  happen,  and  they  have  and  will,  the 
best  course  of  action  is  to  correct  them  as  quickly  as  possible.  If  you  have 
the  wrong  trainee,  you  do  the  same  thing  you  do  when  you  learn  you 
have  the  wrong  man  in  any  other  job.  You  move  him.  There  is  a  natural 
hesitancy  to  undo  something  you  have  done,  but  no  manager's  judgment 
is  perfect  all  the  time,  and  most  of  us  are  frequently  having  to  backtrack 
to  correct  errors.  The  worst  decisions  any  of  us  have  to  make  are  those 
which  hurt  people.  So,  unpleasant  as  it  may  be,  it  is  wise  to  hold  your 
breath  and  do  it  fast,  for  the  longer  you  let  it  go,  the  worse  the  situation 
becomes.  In  acting  quickly,  you  are,  I  believe,  being  as  fair  to  the  man 
and  to  the  job  to  be  done  as  the  mistake  or  error  in  judgment  will  allow. 


William  T.  Brady 

PRESIDENT  AND  CHIEF  EXECUTA^ 
CORN  PRODUCTS  COMPANY 
NEW  YORK,  NEW  YORK 


People  who  want  to  see  William  T.  Brady  may  find  him  at  his  desk 
high  in  the  tower  of  one  of  Manhattan's  skyscrapers,  where,  as  presi- 
dent and  chief  executive,  he  directs  the  activities  of  the  Corn  Products 
Company. 

But  there  is  also  the  likelihood  that  they  may  he  told  by  his  secre- 
tary that  "Mr.  Brady  is  in  Europe,"  or  perhaps  "Mr.  Brady  is  in  South 
America."  For  in  his  function  as  head  of  Corn  Products,  Bill  Brady 
has  found  it  profitable  to  look  closely  and  often  at  the  far-flung  reaches 
of  his  company's  interests. 

Mr.  Brady  became  Corn  Products'  fifth  president  in  ipyS,  and  during 
his  tenure  the  cotJipany  not  only  moved  into  the  forefront  of  the 
grocery  and  industrial-products  industries  in  this  country,  but  estab- 
lished itself  as  a  leader  in  the  international  food  business.  Put  your 
finger  almost  anywhere  on  the  map  of  the  Free  World,  and  the  chances 
are  you  will  be  touching  a  country  where  Corn  Products  has  a  manu- 
facturing or  a  packing  plant,  a  sales  office,  or  a  distribution  outlet  of 
one  kind  or  another. 

Mr.  Brady's  association  with  Corn  Products  is  a  lesson  in  constancy: 
he  joined  the  company  in  ipip,  when  it  zvas  thirteen  years  old  and 
known  as  Corn  Products  Refining  Company,  and  has  seii'ed  it  in  one 
capacity  or  another  ever  since.  A  product  of  the  mechanical  and 
chemical  engineering  schools  of  the  University  of  Illinois,  his  home 
state,  he  took  his  first  job  with  Corn  Products  Refining  Company 
following  service  with  the  Air  Corps  in  World  War  L  Company  man- 
agement sent  him  to  Europe  in  7925.  luhere  he  spent  several  years 
handling  key  responsibilities  in  opening  and  operating  manufacturing 
plants  there.  As  the  company  spread  its  industrial  ivings  throughout 
Europe,  Mr.  Brady  received  a  foretaste  of  its  future  international  po- 
tential. Undoubtedly  he  liked  the  flavor  because  the  potential  is  being 
realized  today. 
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One  would  suspect  that  the  man  who  helped  guide  his  company  to 
the  level  of  $700  million  a  year  in  sales,  2^,000  employees,  62,000 
stockholders,  and  a  position  of  industry  leadership  throughout  the  Free 
World  might  be  ready  to  ease  off  a  bit.  It  appears,  however,  that  Mr. 
Brady  has  no  end  of  energy— and  ideas.  His  talk  sparkles  with  ideas  for 
continuing  growth  and  development. 

Somehow  he  also  manages  to  find  time  for  a  ivide  range  of  extra- 
company  activities.  He  is  a  director  of  the  Marine-Midland  Trust  Com- 
pany, the  Carrier  Corporation,  the  American  Reciprocal  Insurers,  the 
Grocery  Manufacturers  of  America,  and  the  Menninger  Foundation. 
He  also  serves  as  vice  president  and  chairman  of  the  executive  com- 
mittee of  the  Corn  Industries  Research  Foundation,  chairman  and 
treasurer  of  the  Food  Laiu  Institute,  and  chairman  of  the  Foundation 
for  American  Agriculture ,  and  he  is  an  executive  committee  member 
of  the  American  Management  Association.  He  is  also  a  member  of  the 
board  of  lay  trustees  of  Fordham  University  and  of  the  advisory  board 
of  Columbia  University's  Institute  of  Nutrition  Sciences. 

March,  i960 


CHAPTER     22 

Planned  Management  Development 


Of  all  the  many  notions  and  aspects  of  managerial  development,  none  is 
more  crucial  than  that  of  the  necessity  for  line  management  to  assume  the 
responsibility  for  the  development  of  its  personnel.  In  many  organiza- 
tions, this  responsibility  for  executive  development  has  been  either  neg- 
lected or  shunted  aside  as  a  staff  concern  and  responsibility.  The  very  name 
of  managerial  development  has  come  to  be  associated  with  personnel  de- 
partments. This  is  in  error.  The  responsibility  is  directly  that  of  the  line. 
Only  when  this  responsibility  is  so  accepted  and  discharged  can  we  expect 
to  see  each  manager  develop  to  the  full  extent  of  his  potential— only  then 
will  management  development  come  to  its  full  fruition. 

THE  NEED  FOR  PLANNED  MANAGEMENT  DEVELOPMENT 

When  a  manager  fails,  I  always  assume  that  somewhere  and  somehow 
his  company  has  failed  him. 
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It  has  failed  to  assess  his  potential  adequately,  or  it  has  failed  to 
provide  him  with  the  right  kind  of  environment  so  that  he  can  develop, 
or  it  has  not  acted  in  time  to  provide  him  with  counsel  and  advice. 

In  the  past,  the  failure  or  success  of  a  manager  was  attributed  to  the 
existence  of  certain  innate  qualities.  In  those  days,  a  man  either  sank 
or  swam,  and  little  effort  was  put  forth  to  assist  or  prepare  him.  It  was 
up  to  him,  and  many  failed  to  develop. 

The  modern  point  of  view  is  different.  With  the  increase  in  technology 
and  competition  and  with  the  development  of  large  organizations,  the 
competence  of  executives  can  no  longer  be  left  entirely  to  chance.  The 
survival  of  the  industry  or  business  depends  upon  this  competence.  Thus 
management  has  become  aware  of  the  necessity  to  develop  its  managers 
—to  plan  and  to  plan  carefully. 

With  this  awareness,  there  has  come  a  veritable  deluge  of  books  and 
articles  on  the  subject  of  management  or  executive  development.  The 
term  has  become  commonplace.  Almost  every  company  of  any  size  has 
its  manager  in  charge  of  executive  development,  and  many  have  formu- 
lated elaborate  programs. 

This  awareness,  however,  is  accompanied  by  a  good  deal  of  controversy. 
Proponents  of  this  or  that  school  of  thought  hold  sway  for  a  time,  onlv  to 
be  challenged  by  an  opposing  point  of  view.  Some  hold  that  rotation  of 
executives  is  absolutely  essential;  others  feel  that  it  is  not.  Some  believe 
that  education  in  the  liberal  arts  is  the  answer;  others  focus  upon  "ho^\- 
to  do  it." 

It  is,  therefore,  becoming  increasingly  essential  for  management  to 
think  through  its  own  ideas  on  the  subject  and  to  determine  what  it  must 
do  and  why.  In  the  following  pages  I  would  like  to  present  the  thoughts 
and  experience  of  our  company  with  planned  management  development. 

First,  some  underlying  notions. 

BASIC  PRINCIPLES  OF  MANAGEMENT  DEVELOPMENT 

Every  individual  possesses  a  more  or  less  specific  potential.  By  this  ^\e 
mean  a  set  of  capacities  or  abilities  existing  in  possibility.  During  the 
course  of  his  life  these  capacities  may  or  may  not  actually  be  realized. 
Some  may,  others  may  not,  depending  upon  the  environment  in  -which 
the  individual  lives.  All  too  often  they  are  not. 

When  we  speak  of  development,  therefore,  we  refer  to  the  progressive 
unfolding  of  the  innate  capacities  or  abilities  of  an  individual.  As  a 
person  develops,  these  innate  capacities  are  being  expressed  and  put  to  use. 

Growth  Potential 

The  sum  total  of  the  capacities  and  abilities  of  an  individual  may  be 
referred   to   as  his   "growth   potential."   Thus,   for  example,   one  person 
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may  possess  a  growth  potential  for  great  intellectual  activity,  another 
for  the  arts,  and  still  another  to  carry  out  the  activities  called  for  as  a 
business  executive.  In  still  other  instances,  although  somewhat  more  rare, 
a  person  may  possess  a  multifaceted  potential— a  capacity  to  do  well  in 
many  fields. 

This  growth  potential  is  inherent;  that  is  to  say,  it  cannot  be  increased 
to  any  great  extent  by  any  action  or  force  outside  of  the  individual. 
True,  it  may  exist  only  as  possibility  and  never  come  to  light,  but  it  is 
there,  even  if  in  a  latent  sense. 

The  Development  Process 

The  course  of  the  development  process  is,  without  doubt,  a  complex 
and  intricate  affair.  However,  certain  basic  principles  may  be  stated. 
Each  individual  follows  his  own  peculiar  pattern.  Some  develop  quite 
slowly,  others  more  rapidly.  In  many  instances  it  seems  that  individuals 
reach  a  plateau— a  period  of  time  during  which  nothing  appears  to  be 
happening— but  progress  rapidly  later  on.  Thus  each  person  probably 
has  his  own  "time  scale"  of  development. 

Development  is  conditional  on  the  presence  of  specific  environmental 
conditions— factors  indispensable  for  the  realization  of  growth.  Each 
individual,  if  he  is  to  develop  fully,  must  exist  and  function  in  an 
environment  favorable  to  the  development  of  his  potential.  Here  we 
may  introduce  the  idea  of  growth  limits— a  critical  minimum  environment 
below  which  no  growth  occurs  and  an  upper  limit  above  which  growth 
cannot  be  increased. 

Thus  development  is  the  result  of  the  interaction  between  inherent 
factors  (the  growth  potential  of  the  individual)  and  environmental  condi- 
tions. The  environment  controls  the  actual  realization  of  the  growth  po- 
tential of  the  individual  without  producing  any  such  properties.  It  gives 
direction,  it  stimulates,  and  it  molds.  It  causes  the  originally  indefinite 
course  of  the  individual  to  take  shape  and  grow.  On  the  other  hand,  it 
can  also  restrict,  inhibit,  and  even  destroy. 

From  these  basic  concepts  of  growth  and  development  are  derived  the 
guide  lines  for  planned  management  development.  The  notions  of  growth 
potential,  time  scale  of  development,  environment,  and  growth  limits 
become  guides  for  setting  up  lines  of  action. 

The  Objective  of  Management  Development 

The  objective  of  management  development  is  to  realize  fully  the  maxi- 
mum potential  of  all  members  of  the  managerial  team.  Each  manager 
must  grow  to  full  maturity,  and  must  be  capable  of  thinking  and  acting 
independently. 

The  reasoning  behind  this  objective  is  twofold:  (i)  the  organization 
tends  to  be  more  efficient— the  right  person  occupies  the  right  position  at 
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the  right  time;  and  (2)  individual  needs  are  met.  Each  individual  has 
the  opportunity  to  grow  and  mature;  each  is  able  to  become  what  he  is 
meant  to  be. 

Requirements  of  a  Management  Development  Program 

To  accomplish  its  objective,  a  management  development  program  must 
satisfy  the  following  requirements: 

1.  It  must  provide  a  means  of  determining  growth  potential. 

2.  It  must  provide  the  best  environment  for  the  development  of  this 
potential  in  all  members  of  the  management  team. 

3.  It  must  integrate  these  processes  w^ith  the  needs  of  the  organization  so 
that  the  organization  operates  more  efficiently. 

Accordingly,  in  the  following  sections,  an  attempt  will  be  made  to  set 
forth  our  thinking  and  experience  in  each  of  these  aspects  of  management 
development:  what  we  have  done,  the  many  unanswered  questions  which 
still  confront  us,  and  some  implications  for  future  research  and  investiga- 
tion. It  is  not  intended  here  to  imply  that  ours  is  a  model  of  perfection. 
AVe  still  have  a  long  w^ay  to  go. 

THE  DETERMINATION  OF  POTENTIAL 

The  determination  of  ultimate  potential  and  the  degree  of  develop- 
ment the  individual  has  attained  is  a  major  task.  In  order  to  assess 
managerial  potential,  we  must  first  establish  the  abilities  and  character- 
istics that  we  should  look  for. 

The  following  factors  should  therefore  be  taken  into  account: 

1.  The  determination  and  identification  of  needed  characteristics  for 
given  jobs 

2.  The  "time  scale"  of  development  in  each  individual 

3.  The  ultimate  potential  of  the  individual— his  gro^vth  limits 

Determining  and  Identifying  Needed  Characteristics 

The  problem  of  determining  and  identifying  needed  characteristics 
must  be  approached  first  of  all  by  clarifying  our  thinking.  Just  exactly 
what  characteristics  make  for  a  successful  executive,  for  each  class  of 
positions  and  for  each  level?  You  can't  search  for  a  needle  in  a  havstack 
unless  you  have  a  pretty  good  idea  of  what  a  needle  looks  like.  Once 
this  is  clear,  we  shall  have  some  sort  of  conception  of  what  dimensions  of 
an  individual's  behavior  to  observe  in  an  attempt  to  identify  his  potential. 

The  next  question  pertains  to  the  problem  of  how  we  go  about  the 
process  of  identification.  Basically,  there  are  i^vo  alternatives:  (i)  the 
testing  of  the  executive  by  means  of  psychological  techniques,  and  (2) 
observation  of  the  executive  by  his  associates  and  superiors  in  terms  of 
his  performance.  In  either  case,  it  is  necessary  to  make  manv  inferences. 
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Of  these  two  approaches,  we  at  Corn  Products  Company  prefer  the 
latter.  While  psychological  testing  is  effective  in  the  determination  of 
certain  worker  skills  and  aptitudes,  we  do  not  employ  it  to  any  great 
degree  at  the  managerial  level.  The  reasons  for  this  are  twofold:  (i)  It  is 
primarily  a  function  of  line  management  to  determine  managerial  poten- 
tial and  to  work  actively  at  doing  so.  (2)  We  are  not  ready  for  it.  Somehow 
it  seems  to  take  the  dignity  away  from  men  when  you  submit  them  to  too 
much  testing. 

In  our  view,  then,  the  basic  procedure  for  the  identification  of  potential 
in  managers  is  that  of  observation  by  their  superiors  and  associates.  Such 
observation  should  be  systematic  and  continuous;  it  must  be  such  that 
the  executive  is  observed  in  a  variety  of  situations  and  activities  both 
with  others  and  on  his  own.  It  must,  of  course,  be  done  as  objectively 
as  possible. 

Estimating  Performance  and  Capacity.  In  recent  years  considerable  atten- 
tion has  been  directed  toward  developing  appraisal  forms  in  which  a 
supervisor  or  manager  is  graded  on  how  well  he  performs  certain  func- 
tions. A  quantitative  estimate  is  made  of  his  performance  and  capacity. 

We  have  been  quite  cautious  in  attempting  to  apply  such  numerical 
estimates.  Rather,  we  feel  that  the  appraisal  of  a  manager  is  essentially 
a  qualitative  affair— a  grasp  of  the  qualities  of  the  individual  as  a  whole. 
What  is  involved  here  is  a  sensitivity  both  to  the  individual  being 
evaluated  and  to  the  requirements  of  the  job.  This  is  not  something  to 
which  you  can  apply  a  number,  nor  can  you  accurately  compare  one 
person  with  another  on  a  rating  scale.  It  is  like  trying  to  compare  the 
beauty  of  a  sunset  on  one  evening  with  that  of  another.  How  would  you 
evaluate  a  sunset?  You  could  probably  do  such  an  evaluation  in  terms 
of  a  color-spectrum  analysis,  but  it  is  doubtful  that  you  would  capture 
the  real  essence  of  the  sunset  by  this  method. 

We  feel  that  the  appraisal  of  a  manager  is  essentially  a  qualitative 
estimate.  Here  is  a  certain  indefinable  judgment.  It  comes  about  through 
the  close  relationship  of  individuals  with  one  another  over  time— the 
distillate  of  experience.  It  is  not  something  which  can  be  translated  into 
a  rating  scale. 

The  "Time  Scale"  of  Development 

The  "time  scale"  of  development  is  the  particular  pace  at  which  a  given 
individual  is  developing.  I  can  write  about  it  here  only  in  a  very  general 
way,  for  we  do  not  know  how  to  go  about  ascertaining  this  "time  scale" 
in  any  person  accurately.  My  remarks  on  this  subject  are  intended  only 
to  point  out  the  importance  of  this  aspect  of  determining  managerial 
potential. 

Many  executives  are  quite  slow  in  achieving  their  full  potential;  they 
are  not  recognized  as  having  ability,  and  consequently  they  are  relegated 
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into  the  background.  As  time  goes  on,  however,  they  grow  and  mature 
to  a  point  where  they  become  outstanding.  Conversely,  we  all  recognize 
the  individual  who  is  a  "flash  in  the  pan"— who  has  developed  rapidly  to 
the  limits  of  his  potential  and  then  has  nothing  more  left.  The  danger 
here  is  that  some  people  may  be  fooled  into  believing  that  his  potential 
is  unlimited. 

It  is  essential,  therefore,  in  identifying  the  potential  of  managers,  that 
we  keep  in  mind  the  differences  in  the  pace  of  development  of  various 
individuals. 

Growth  Limits 

Not  every  executive  has  the  growth  capacity  to  function  satisfactorily 
at  all  levels  of  management.  He  may  have  the  capacity  to  become  a  good 
plant  superintendent  or  manager  but  not  a  vice  president— or  a  good 
supervisor  of  sales  but  not  a  regional  head.  Unless  we  are  aware  of  the 
fact  that  individuals  have  growth  limits,  we  are  apt  to  get  a  manager  in 
over  his  depth,  with  results  tragic  to  all. 

Here  again  it  is  difficult  to  spell  out  just  exactly  how  this  growth 
capacity  can  be  ascertained.  How  do  we  know  whether  an  individual  can 
go  all  the  way  or  only  part  of  the  way?  Our  knowledge  is  not,  it  would 
seem,  up  to  the  task  of  providing  us  with  ready  means  of  making  this 
determination.  Nevertheless,  we  should  expend  effort  to  make  it  part  of 
our  framework  of  ideas  in  the  process  of  determining  managerial  poten- 
tial. 


PROVIDING  THE  OPTIMAL  ENVIRONMENT 

The  core  of  any  management  development  program,  in  our  view,  lies 
in  providing  individuals  with  an  environment  in  which  they  can  grow 
and  mature.  A  person  cannot  be  made  to  develop  his  potential,  nor  can 
he  become  something  which  he  is  not.  Rather,  we  assume  that  if  he  is 
willing  to  work  and  if  he  lives  in  an  environment  which  is  conducive  to 
growth,  he  will  grow  and  develop.  The  problem,  of  course,  lies  in  the 
determination  of  what  that  optimal  environment  is,  both  for  given  man- 
agers and  for  the  organization  as  a  whole. 

In  our  company,  this  is  again  one  of  the  major  responsibilities  of  line 
management.  Each  manager  and  supervisor  is  directly  responsible  for  the 
development  of  his  subordinates.  At  the  corporate  level,  where  the  ulti- 
mate responsibility  lies,  each  division  head  is  responsible  for  seeing  to  it 
that  his  division  is  developing  people.  This  responsibility  is  one  of  the 
most  important  that  he  has.  The  personnel  department,  on  the  other 
hand,  has  the  responsibility  to  assist  line  management  arid  to  provide 
counsel,  programs  of  education,  and  staff  work.  It  has  the  responsibility 
to  help  coordinate  the  various  departmental  activities. 
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Now  to  the  question:  "What  constitutes  an  optimal  environment  for 
managerial  development?"  We  have  been  concerned  with  this  problem. 
We  still  have  many  unanswered  questions,  many  gaps  in  our  thinking 
and  action.  We  have  made  many  errors  and  false  starts.  Each  time  we 
learn.  However,  we  can  set  forth  certain  concepts  which  serve  as  orienta- 
tions for  our  program. 

First,  there  is  the  need  to  establish  what  might  be  called  "planned 
movement"  of  personnel.  In  our  view  on  management  development,  ex- 
perience is  the  key.  It  is  necessary,  therefore,  that  individuals  move  into 
different  kinds  of  experience  at  the  right  time,  both  from  the  standpoint 
of  their  particular  stage  of  growth  and  from  the  point  of  view  of  their 
career  line. 

Second,  we  have  to  make  certain  that  the  day-to-day  environment  in 
which  the  executive  must  function  is  such  that  it  is  conducive  to  his 
development.  This  is  looking  at  the  relationship  of  the  individual  to  his 
superior  and  to  his  associates:  the  type  of  work  that  he  is  doing,  the  way 
his  superior  delegates  tasks  to  him,  the  discretion  that  he  has  in  making 
decisions,  the  amount  and  character  of  freedom  that  he  has,  the  recog- 
nition and  discipline  that  he  receives,  and  so  forth.  The  character  of  this 
environment  is  pretty  much  determined  by  the  superior  of  the  manager. 
Therefore  we  have  to  make  certain  that  his  superior  sees  the  value  of 
creating  such  an  environment. 

Third,  the  executive  must  have  adequate  education  and  training  so 
that  he  possesses  the  necessary  intellectual  and  technical  skills.  This  in- 
cludes not  only  the  education  which  he  acquires  through  formal  school- 
ing, but  also  that  which  he  acquires  in  seminars,  conferences,  and  com- 
pany training  programs. 

Fourth,  there  is  the  necessity  to  provide  for  some  system  of  feedback 
or  counsel  to  the  executive.  He  must  come  to  know  and  accept  his  areas 
of  weakness;  he  must  receive  advice  on  how  he  can  improve;  he  must 
know  the  reactions  of  others  to  his  activity  and  to  his  decisions.  Only  in 
this  way  can  he  evaluate  himself  and  receive  indications  on  how  he  is 
doing  and  where  he  is  going. 

Fifth,  some  form  of  incentive  should  be  worked  out  whereby  the  man- 
ager is  motivated  to  develop  himself  to  the  full  limits  of  his  capacity. 
Such  a  system  of  incentive  may  take  several  forms:  it  may  be  primarily 
monetary  in  nature  or  it  may  be  nonfinancial  in  character,  rewarding  the 
individual  through  satisfaction  of  his  basic  wants  and  needs.  Both  kinds 
are  required. 

Let  us  now  take  up  each  of  these  points  in  turn. 

Planned  Movement 

From  what  I  understand  of  developmental  programs  in  general,  it  is 
common  practice  to  have  elaborate  charts  drawn  up  in  which  each  posi- 
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tion  in  the  organization  is  represented.  The  personnel  are  listed  who  will 
sooner  or  later  move  into  these  positions,  and  a  timetable  of  movement  is 
drawn  up.  It  is  felt  that  this  is  necessary  in  order  to  make  certain  that 
various  key  positions  are  filled  by  competent  people. 

I  agree  that  this  is  necessary.  Any  organization  has  to  plan  for  its  per- 
sonnel needs.  There  is  a  danger,  however,  that  this  practice  may  be 
routinized  to  such  a  degree  that  individuals  are  shifted  around  without 
any  real  insight  into  what  this  is  doing  to  them  or  to  the  organization. 
The  organization  chart  may  become  deified.  A  tendency  may  develop 
whereby  the  company  is  more  interested  in  getting  "bodies"  into  various 
positions  than  it  is  in  the  development  of  managers.  Businesses  are  built 
upon  people,  not  upon  charts.  Organizations  should  be  flexible  and 
should  be  defined  in  terms  of  the  needs  and  capacities  of  individuals 
who  make  them  up.  Individuals  should  create  organizations,  not  the 
converse. 

Thus,  while  it  is  important  that  planning  for  development  should  exist, 
it  is  equally  vital  that  any  such  plan  be  flexible  and  that  it  be  primarily 
oriented  to  the  needs  of  the  individual  and  the  company  and  not  to  the 
plan  itself. 

With  this  word  of  caution,  let  us  turn  to  certain  essentials  for  any 
program  of  planned  movement: 

1.  The  development  of  a  clear  insight  into  the  nature  and  character- 
istics of  each  executive  position  is  necessary.  The  requisites  and  demands 
which  each  position  makes  upon  the  incumbent  must  be  known. 

2.  The  "growth  potential"  of  individuals  who  possibly  might  occupy 
given  positions  must  be  taken  into  account  so  that  they  do  not  move  into 
positions  before  they  are  ready  or  into  positions  for  which  they  are  not 
qualified. 

3.  A  network  of  what  might  be  called  "training  positions"  should  be 
established.  These  consist  of  positions  not  always  absolutely  essential  to 
the  workings  of  the  organization,  but  which  serve  as  opportunities  for 
executives  to  gain  experience  at  a  particular  level  before  taking  it  over. 

Requirements  of  the  Job  Must  Be  Known.  Management  positions  un- 
doubtedly vary  in  terms  of  the  capacities  required  to  fill  them.  In  certain 
instances,  a  high  degree  of  social  sensitivity  is  required;  the  manager  must 
be  able  to  be  diplomatic,  must  have  a  capacity  for  compromise.  Intel- 
lectually, he  must  be  able  to  integrate  successfully  many  diverse  vie^v- 
points  and  ideas;  he  must  be  capable  of  placing  them  in  action.  In  other 
instances,  the  job  calls  for  a  great  deal  of  technical  knowledge  and  skill, 
a  capacity  to  "go  it  alone"  and  think  independently.  Some  require  mini- 
mum formal  education  but  unusual  personal  or  leadership  qualities. 
Each  position  sets  certain  requirements,  and  while  to  a  considerable 
extent  the  individual  shapes  the  job,  it  still  is  a  fact  that  certain  capacities 
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are  called  for  in  order  to  carry  out  expectations  successfully.  The  task 
of  determining  what  these  requirements  are  for  each  category  of  manage- 
ment position  is  of  primary  importance. 

Thus,  to  use  an  example  from  manufacturing,  we  have  a  pretty  good 
insight  into  the  requirements  for  a  production  foreman.  The  job  calls 
for,  first  of  all,  a  mastery  of  the  processes  of  production.  It  calls  for  a  ca- 
pacity to  handle  details  and  to  coordinate  many  diverse  activities.  It 
requires  the  ability  to  take  the  initiative  within  the  framework  of  policies 
and  rules;  it  necessitates  working  cooperatively  with  others  in  quite 
definitely  structured  situations  of  authority  and  responsibility. 

On  the  other  hand,  the  requirements  for  the  position  of  plant  manager 
are  quite  different.  Here  the  responsibility  for  decision  is  much  greater, 
situations  are  not  as  clearly  given,  and  often  the  opinions  of  many  people 
must  be  taken  into  account.  One  is  not  as  close  to  actual  working  condi- 
tions; information  is  frequently  second-  and  third-hand  and  highly 
condensed.  The  manager  must  think  organizationally  rather  than  in  terms 
of  a  definite  and  somewhat  limited  circle  of  people.  He  must  think  from 
the  long-term  management  point  of  view. 

At  the  corporate  level,  the  situation  again  changes.  Here  the  individual 
is  out  of  direct  contact  with  the  line  organization  itself.  He  is  alone  and 
yet  at  the  same  time  must  remain  in  touch  so  that  he  knows  what  is  going 
on.  His  world  expands  to  include  not  only  the  many  diverse  activities  of 
the  company  itself,  but  also  its  relationships  with  other  organizations  and 
with  the  community  and  public  welfare.  He  must  possess  the  capacity  for 
self-direction  and  the  courage  of  his  convictions;  otherwise  he  will  floun- 
der. 

These  have  been  but  brief  sketches  of  the  characteristics  of  several 
positions.  Knowledge  of  this  kind,  greatly  expanded  of  course,  is  indis- 
pensable if  we  are  to  plan  the  career  development  of  executives  rationally. 
In  order  to  plan  the  moves  of  a  manager  from  position  to  position,  we 
have  to  know  quite  accurately  the  nature  of  these  positions.  We  have  to 
know  the  kind  of  experience  that  each  position  affords  and  what  job 
should  come  before  another  so  that  the  sequence  of  movement  is  most 
efficient.  We  have  to  know  the  kind  of  training  and  experience  required 
for  each  position.  Otherwise,  we  are  going  to  have  many  wrong  moves, 
not  only  making  for  inefficiency  and  unnecessary  expense,  but  also  wast- 
ing the  career  time  of  future  managers.  People  don't  like  to  have  games 
of  checkers  played  with  their  careers  by  a  management  making  non- 
sensical moves.  Each  move  should  be  a  building  block  in  the  career 
development  of  a  future  manager. 

Movement  Must  Be  Properly  Timed.  One  of  the  greatest  tragedies  which 
can  happen  to  a  manager  is  to  be  moved  too  fast,  so  that  he  moves  into 
a  job  before  he  is  ready  for  it,  before  he  has  reached  a  point  in  his 
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development  in  which  he  can  meet  the  requirements  of  a  position.  In  a 
similar  situation  is  the  manager  who  is  placed  in  a  job  that  is  clearly 
beyond  his  capacity  and  who  never  can  meet  the  requirements.  At  the 
other  end  of  the  spectrum  is  the  executive  who  is  too  long  in  a  job  which 
is  not  at  all  commensurate  with  his  abilities-either  he  is  way  beyond  the 
job  or  he  is  misplaced  so  that  his  talents  are  not  utilized.  Such  mistakes 
stem  either  from  a  failure  by  management  to  assess  the  potential  of  an 
individual  accurately  or  from  a  lack  of  planning,  or  both. 

When  management  plans  movement,  therefore,  it  must  take  into  ac- 
count the  actual  and  potential  capacities  of  its  managers.  ^Ve  have  alreadv 
discussed  the  problem  of  identifying  potential,  but  let  it  be  said  emphat- 
ically that  it  must  be  done  and  that  such  insights  should  be  incorporated 
into  over-all  organization  planning.  Indeed,  the  latter  is  dependent  upon 

it. 

Need  for  "Training  Positions."  The  organizational  structure  of  any  large 
company  must  contain  more  than  a  tight  system  of  essential  positions.  It 
must  contain  a  number  of  what  might  be  called  "training  posts."  These 
jobs  are  directly  tied  in  with  the  essential  key  jobs  and  are  frequently  in 
the  "assistant  to"  or  "assistant"  category.  Thus,  at  Corn  Products,  directlv 
below  our  division-superintendent  level,  we  have  the  position  of  assistant 
division  superintendent.  Beneath  the  plant  manager,  there  are  a  number 
of  positions  which  might  be  called  plant  superintendent,  administrative 
assistant,  or  the  like.  These  jobs  vary  from  plant  to  plant,  and  thev  may 
be  either  filled  or  not  filled,  depending  upon  the  need  or  the  availability 
of  suitable  talent. 

By  the  utilization  of  such  positions,  a  candidate  can  gain  experience 
and  be  tried  out  at  a  given  level.  While  he  has  definite  duties  and 
responsibilities,  he  also  fills  the  position  of  plant  manager  or  division 
superintendent  when  these  individuals  are  away  from  their  jobs  on  other 
assignments  or  on  vacation.  He  gains  an  understanding  of  the  require- 
ments of  the  position,  and  we  gain  insight  into  how  well  he  can  handle 
it.  When  he  is  deemed  to  be  ready  and  the  need  arises,  he  can  move 
directly  into  the  position  and  assume  responsibility  for  it. 

Summary.  The  following  is  the  gist  of  what  we  feel  must  be  included 
and  placed  into  effect  in  the  planned  movement  of  personnel-alwavs. 
however,  with  the  caution  that  such  plans  must  not  become  ends  in  and 
of  themselves. 

First,  a  chart  showing  the  various  existing  executive  positions  in  the 
company  together  with  the  names  of  each  incumbent  and  his  age  should 
be  constructed.  Backing  this  up,  there  should  exist  a  detailed  inventory 
of  the  requirements  of  each  position.  From  this,  the  "time  requirements" 
-the  time  when  it  will  probably  be  necessary  to  fill  each  position-should 
be  ascertained.  Obviously,  such  a  document  cannot  merely  be  dra^vn  up 
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and  then  left  alone.  It  is  something  which  must  be  continually  reviewed 
and  revised  as  the  manpower  and  executive  situation  change. 

Secondly,  lists  of  possible  candidates  for  each  position  should  be  drawn 
up.  Each  candidate  should  be  selected  in  terms  of  his  growth  potential 
and  his  readiness  to  assume  specified  responsibilities  and  duties.  An  anal- 
ysis of  each  candidate  should  be  developed  indicating  the  types  of  ex- 
perience and  training  needed  in  order  to  prepare  him,  plus  a  time 
schedule  for  the  start  and  completion  of  this  training.  The  course  of  his 
future  movement  should  be  plotted  so  that  he  obtains  the  necessary 
experience  in  the  time  available  and  will  be  ready  when  the  need  arises. 

Third,  the  plan  should  be  placed  in  operation.  This  means  that  re- 
sponsibility must  be  given  to  some  unit  within  the  organization  for 
coordinating  this  function,  whether  it  be  the  personnel  department  or  a 
specialized  organization  planning  unit.  In  our  company,  the  primary 
responsibility  is  with  the  line  departments;  personnel  coordinates. 

The  Day-to-day  Environment 

Without  doubt  the  most  crucial  aspect  of  the  environment  of  develop- 
ment lies  within  the  day-to-day  activity  of  the  manager  on  his  job.  No 
amount  of  formal  planning  and  training  will  in  and  of  itself  bring  about 
the  kind  of  manager  needed  for  top  performance. 

Here  it  may  be  well  to  distinguish  between  two  notions:  that  of 
"adsorption"  and  that  of  "absorption."  The  first  refers  to  the  process  of 
adhesion,  the  second  to  assimilation.  Many  educational  and  training 
programs  accomplish  little  more  than  having  knowledge  and  skills  adhere 
to  the  individual,  remaining,  as  it  were,  external,  not  actually  becoming 
part  of  him.  As  such  they  remain  relatively  inoperative,  a  veneer  and  a 
covering. 

The  development  of  a  manager  must,  if  it  is  to  be  effective,  move  be- 
yond the  stage  of  adsorption.  The  individual  has  to  absorb,  or  assimilate, 
needed  knowledge,  skills,  and  insights.  This  occurs  only  through  the 
process  of  experience.  What  this  experience  will  be  depends  upon  the 
kind  of  environment  provided  the  manager  as  he  carries  on  his  job. 

Just  exactly  what  is  the  best  kind  of  environment  is  still  open  to  ques- 
tion. In  looking  at  our  own  organization,  it  is  difficult  to  pick  out  in 
the  way  executives  run  their  departments  and  divisions  any  common  ap- 
proach that  develops  men.  In  some  instances,  managers  who  do  a  good 
job  of  developing  subordinates  run  their  affairs  in  a  highly  autocratic 
fashion;  in  other  cases,  a  democratic  type  of  atmosphere  appears  to  be 
the  best  way.  From  our  experience,  however,  we  can  set  forth  certain 
tentative  generalizations  about  the  type  of  work  environment  which 
seems  to  foster  development. 

First,  an  environment  of  mutual  respect  and  confidence  should  exist. 
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The  superior  acts  toward  his  subordinate  as  if  he  were  an  equal.  The 
ideas  of  the  other  are  listened  to  and  considered,  his  opinions  sought. 
He  is  assumed  to  be  trustworthy  and  reliable.  This  does  not  mean,  how- 
ever, that  the  superior  abdicates  his  authority;  he  is  still  the  boss;  he 
makes  and  is  responsible  for  final  decisions.  He  acts  toward  his  sub- 
ordinates, though,  as  if  they  were  part  of  his  team,  and  not  as  if  they 
were  inferiors. 

Second,  an  atmosphere  of  freedom  should  be  created.  The  subordinate 
should  be  free  to  carry  out  his  duties  as  he  sees  fit  within  the  limits  of 
departmental  goals  and  policies.  He  can  exercise  discretion;  he  can 
initiate,  and  he  can  carry  through  without  someone  hovering  over  him 
watching  his  every  move. 

Third,  discipline  should  definitely  be  present.  A  foreman  or  a  manager 
is  held  strictly  accountable  for  his  actions.  While  he  is  given  maximum 
freedom,  he  is  also  responsible.  The  two  notions  go  hand  in  hand.  Order 
is  achieved  so  that  individuals  know  what  to  expect  of  one  another. 
Recognition  is  given  for  accomplishment,  reprimand  for  mistakes.  Ulti- 
mately, however,  the  primary  source  of  control  comes  through  the  in- 
dividual himself;  discipline  strengthens  and  molds  his  self-control.  He 
cannot  expect  to  discipline  others  unless  he  can  accept  it  himself. 

Fourth,  opportunities  should  exist.  The  individual  is  given  opportunitv 
to  assume  additional  duties,  to  take  on  special  projects,  and  to  prepare 
himself  for  higher  positions.  He  has  the  opportunity  to  participate  in 
deliberations  which  influence  the  running  of  the  department  or  division. 
He  comes  to  know  that  if  he  has  the  will  and  ambition,  he  can  move  into 
whatever  position  he  chooses. 

Fifth,  communication  should  be  free  and  open.  The  subordinate  re- 
ceives the  necessary  information  to  carry  out  his  responsibilities,  not  onlv 
in  terms  of  the  immediate  situation,  but  also  with  reference  to  the  future 
plans  of  his  department  or  division.  In  turn,  he  communicates  necessarv 
information  about  his  own  operations  upward  to  his  superior  and  to  his 
associates. 

Sixth,  recognition  should  be  given  to  him  for  his  accomplishments.  His 
superior  does  not  take  credit  for  work  that  is  the  result  of  his  subordinates 
initiative  and  creativeness.  He  is  fair  and  understands  the  value  of 
encouragement. 

The  above  characteristics  are  admittedly  incomplete.  They  may  or  mav 
not  represent  the  optimal  environment  for  every  individual.  Thev  are 
not  intended  as  universal  generalizations.  Instead,  they  represent  ideals 
which  we  are  aiming  at  in  our  company. 

The  key  to  creating  such  an  environment  is  the  superior— the  depart- 
ment head,  the  division  chief,  the  manager,  the  vice  president,  and  the 
president.  It  is  a  difficult  responsibility  to  carry  out.  Too  often,  an  in- 
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dividual  may  not  like  to  see  others  develop  too  fast.  They  may  become 
threats  to  his  own  position;  he  may  be  passed  up  by  them  in  terms  of 
promotion.  All  too  often,  there  is  no  direct  pay-off  to  the  manager  for 
developing  subordinates.  Rather  he  receives  rewards  as  the  result  of  get- 
ting out  production,  or  making  sales,  or  by  developing  new  equipment 
and  products.  It  is  necessary,  therefore,  for  management  to  develop  some 
form  of  pay-off  for  executives  who  do  a  good  job  in  developing  sub- 
ordinates. Otherwise,  this  responsibility  will  be  relegated  into  the  back- 
ground. 

This  we  attempt  to  do  in  several  ways.  The  first  is  through  our  manage- 
ment incentive  program.  The  degree  to  which  a  given  manager  partici- 
pates in  this  program  is  determined  in  part  by  how  well  he  develops  his 
subordinates  and  the  extent  to  which  he  utilizes  training  and  educational 
programs.  Second,  when  we  promote  managers,  we  very  definitely  raise 
the  question,  "Is  he  a  developer  of  men?"  Indeed,  unless  he  has  developed 
competent  subordinates,  he  cannot  be  released  to  move  up  or  to  attend 
meetings  or  conventions,  nor  can  he,  in  the  final  analysis,  even  do  an 
efficient  job  in  running  his  own  department  or  division.  The  responsibility 
to  develop  others  is  then  basic.  It  must  come  to  be  so  regarded  at  all 
levels  of  management. 

Education  and  Training 

It  is  no  doubt  a  truism  that  one's  education  is  never  finished  and  that 
it  continues  throughout  life.  This  is  especially  pertinent  in  the  case  of 
the  business  executive,  for  here  it  is  necessary  in  order  to  keep  up  with 
the  ever-changing  technical  advances  in  modern  industry.  There  is  a 
tendency  in  many  managers  to  close  themselves  off  from  anything  not 
directly  and  practically  relevant  to  their  immediate  problems  and  re- 
sponsibilities. As  a  result,  perspectives  tend  to  become  rather  narrow 
unless  something  is  done  about  it. 

Consequently,  it  is  rather  common  practice  today  for  industry  to  insist 
that  its  managers  continue  their  education  in  some  form  or  other  during 
their  careers.  The  form  of  this  education  may  range  all  the  way  from 
attendance  at  universities  to  participation  in  seminars  and  conferences. 
The  subject  matter  seems  to  cover  all  fields  of  knowledge:  the  liberal 
arts,  psychology,  sociology,  economics,  management,  finance,  the  technical 
fields,  the  physical  sciences,  and  engineering.  In  some  cases,  specific 
courses  or  seminars  are  required  of  everyone;  in  others  it  is  left  to  the 
individual  to  choose. 

We  utilize  a  variety  of  approaches.  It  may  be  well  to  describe  some 
of  them. 

On  a  company-wide  level,  we  some  time  ago  instituted  a  conference 
program  in  conjunction  with  the  University  of  Chicago,  Harvard,  and 
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Other  universities.  Using  our  own  trained  conference  leaders,  we  covered 
a  great  variety  of  subjects.  We  began  with  basic  economics  and  moved 
from  there  to  a  consideration  of  principles  of  behavior.  Following  this, 
we  utilized  case  studies  drawn  both  from  the  files  of  Har^'ard  and  from 
situations  in  our  own  company.  At  the  present  time,  we  have  revised  our 
format  somewhat  and  have  focused  on  problems  of  plant  improvement 
and  profit  enhancement,  drawing  in  these  conferences  upon  the  experi- 
ence and  thinking  of  everyone.  Each  division  works  out  its  own  agenda 
in  terms  of  problems  which  it  feels  are  of  greatest  importance. 

At  higher  levels  of  management,  our  program  is  quite  flexible.  In  a 
number  of  our  plants,  seminars  are  conducted  by  university  personnel. 
These  seminars  cover  a  wide  range  of  material.  For  example,  at  our  Argo 
plant  we  are  currently  planning  a  number  of  seminars  on  business  policy, 
after  having  covered  in  an  intensive  way  many  phases  of  the  administra- 
tive process.  Our  objective  here  is  to  give  managers  an  opportunitv  to 
broaden  their  horizons  and  deepen  their  resources,  to  discuss  and  ex- 
change ideas,  and  to  reflect. 

In  a  somewhat  more  restricted  sense,  we  take  advantage  of  the  more 
formal  executive  training  programs  offered  by  university  schools  of  busi- 
ness Each  year  we  select  a  number  of  managers  and  send  them  to  these 
institutions  of  higher  learning.  Others  attend  seminars  and  conferences 
sponsored  by  the  American  Management  Association,  institutes,  and 
special  seminars. 

Knowledge  of  Status 

Perhaps  one  of  the  most  difficult  things  that  any  individual  must  do 
is  to  ^ain  knowledge  of  himself-to  know  himself  and  to  have  some  sort 
of  idea  of  where  he  is  and  where  he  is  headed.  Such  kno.vledge  is  un- 
doubtedly a  requisite  for  full  maturity. 

The  gradual  acquisition  of  such  self-insight  becomes  an  integral  part 
of  the  process  of  development.  In  his  day-to-day  behavior,  m  the  things 
that  he  does,  and  in  his  relationships  with  others,  the  individual  gets  a 
feedback  which,  if  he  is  sufficiently  objective,  enables  him  to  see  himself 
more  clearly.  So  it  is  in  the  case  of  the  manager.  Here,  however,  because 
self-insight  is  so  crucial,  management  must  assume  some  responsibiUtx 
and  do  all  it  can  to  assure  the  accomplishment  of  this  end.  ^Ve  ourselves 
do  this  through  a  variety  of  devices,  some  formal  and  others  more  in- 
formal and  part  of  the  daily  routine.  Counseling,  performance  reviews, 
and  evaluation  and  appraisal  interviews  constitute  some  of  the  more 
formal  approaches.  All  have  merit  and  are  widely  used  in  business  and 
industry.  On  the  other  hand,  perhaps  the  most  effective  approach  is  to 
be  found  in  the  daily  interaction  of  superior  and  subordinate  as  they 
go  about  the  business  of  running  a  department  or  work  unit. 
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In  using  the  more  formal  approach,  we  have  tried  a  number  of  devices 
aimed  at  giving  the  executive  a  feedback,  some  fairly  successful  and  others 
less  so.  At  first,  our  interest  primarily  centered  upon  making  appraisals, 
upon  determining  a  more  objective  basis  for  giving  salary  increases  and 
promotions.  Gradually,  however,  our  attention  shifted  more  and  more  to 
the  individual  himself.  We  sought  to  develop  a  basis  for  the  superior 
and  subordinate  to  get  together  so  that  they  might  discuss  performance 
and  goals,  so  that  they  might  work  jointly  on  ways  in  which  the  sub- 
ordinate could  improve  himself.  At  the  present  time,  we  are  using  what 
we  call  the  "job-performance  review." 

In  this  approach,  the  superior  and  the  subordinate  sit  down  and  work 
out  a  list  of  four  job  goals.  At  the  time  of  this  discussion,  they  also  develop 
a  method  for  determining  how  these  objectives  are  to  be  achieved  and  for 
checking  on  progress.  Six  months  later,  they  sit  down  again  to  review 
and  check.  New  job  goals  are  established  if  necessary.  The  unique  part 
of  this  method  lies  in  the  fact  that  the  initiative  in  the  discussion  is  taken 
by  the  subordinate.  He  sets  the  goals,  he  develops  the  means,  and  he 
carries  them  out.  We  feel  that  the  idea  has  great  merit. 

The  less  formalized  approach  is  based  on  the  continuous  and  more 
enduring  contacts  of  superior  and  subordinate  in  their  daily  working 
relationships.  Here  is  the  essence  of  it. 

A  manager  works  in  a  given  area  of  responsibility— a  production  de- 
partment, a  sales  territory,  or  in  a  staff  capacity.  In  the  course  of  carrying 
out  this  responsibility,  he  applies  his  energy,  his  mind,  and  his  abilities  to 
the  task.  His  actions  produce  reactions  in  others  who  also  have  responsi- 
bilities to  carry  out.  In  many  instances  these  actions  and  reactions  mesh; 
in  others  they  clash  and  actions  have  to  be  reconsidered  and  alternative 
means  worked  out.  The  superior  frequently  has  to  clarify  and  redirect; 
he  has  to  emphasize  his  standards  and  his  goals,  and  he  must  counsel. 
Associates  occupied  with  carrying  out  their  own  tasks  react  in  terms  of 
how  they  are  influenced;  subordinates,  in  terms  of  how  they  understand 
the  task  and  in  terms  of  their  own  needs.  In  this  play  of  interaction  and 
cooperation  and  conflict,  each  individual  has  to  more  or  less  put  himself 
in  the  position  of  the  other.  In  so  doing,  he  comes  to  view  himself  more 
objectively— to  see  himself. 

This  is  not  to  say  that  such  a  process  automatically  creates  an  aware- 
ness of  self  and  of  status  in  every  individual.  It  frequently  does  not,  and 
the  executive  wallows  in  a  situation  characterized  by  chaos  and  con- 
fusion. However,  my  point  is  still  pertinent.  It  identifies  the  real  matrix 
out  of  which  self-insight  and  knowledge  of  status  and  position  come.  The 
problem  is  how  to  make  the  daily  working  relationships  of  individual 
to  individual  an  effective  means  of  attaining  self-insight  and  understand- 
ing. The  job-performance  review  and  other  such   techniques  help   the 
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process  by  highlighting  self-analysis  and  development  at  periodic  inter- 
vals. Yet  they  are  only  devices  and  are  not  in  and  of  themselves  panaceas. 

We  do  not  have  the  solution,  and  it  may  be  that  we  never  will-in  the 
sense  of  a  formula,  anyhow. 

The  direction  of  our  answer,  however,  can  be  stated.  It  lies  in  the  ex- 
tension and  refinement  of  the  environment  of  development  which  has 
been  sketched  in  the  foregoing  paragraphs  on  the  day-to-day  environ- 
ment: mutual  respect,  freedom,  responsibility,  discipline,  opportunity, 
and  adequate  communication.  If  such  a  condition  is  created,  we  would 
predict  that  there  will  be  a  greater  chance  of  attaining  self-insight 
and  knowledge.  This  is  our  position.  No  doubt  others  have  theirs.  But 
only  if  we  move  vigorously  in  some  direction,  whether  it  be  this  one  or 
another,  can  we  hope  to  determine  what  is  best.  That  much  is  clear. 

Incentive  for  Self-development 

Although  much  can  be  accomplished  by  way  of  developing  the  man- 
ager through  education  and  training  and  by  giving  him  a  variety  of 
experiences,  it  is  equally  important  that  he  be  strongly  motivated  so  that 
he  develops  himself.  Indeed,  unless  some  degree  of  motivation  is  present 
in  the  individual,  it  is  doubtful  whether  any  external  forces  will  be 
effective  at  all.  It  is  therefore  mandatory  that  a  person  be  provided  with 
an  environment  that  is  motivating. 

We  can  work  toward  providing  such  an  environment  in  several  ways. 
Most  basic,  of  course,  is  the  satisfaction  of  fundamental  human  wants- 
of  security,  new  experience,  direction,  recognition,  and  belonging,  to 
mention  a  few.  Any  organization  must  provide  situations  to  fulfill  these 
needs  not  only  at  the  managerial  level,  but  equally  so  for  all  its  per- 
sonnel. This  is  fundamental. 

Over  and  beyond  this,  and  specifically  at  the  managerial  level,  we  think 
it  is  necessary  to  provide  for  some  kind  of  additional  incentive.  In  manv 
companies  this  takes  the  form  of  a  bonus  plan;  in  others  a  stock-option 
plan  has  been  instituted.  In  still  others,  profit  sharing  covering  in  manv 
instances  all  the  personnel  employed  by  the  company  exists. 

In  our  company,  we  are  attempting  to  work  out  a  system  of  profit 
sharing.  We  have  not  felt  that  a  bonus  system  was  wise  inasmuch  as  it 
has  remote  leverage  and  also  tends  to  be  viewed  as  a  vested  right  and 
hence  ceases  to  function  as  an  incentive.  Through  profit  sharing  based 
on  the  utilization  of  available  assets,  however,  we  believe  that  a  means  is 
provided  whereby  the  individual  is  motivated  to  such  an  extent  that  he 
delivers  over  and  above  expected  performance. 

Incentive  systems  play,  in  addition,  another  significant  role  in  planned 
management  development.  In  many  large  organizations,  there  exist  a 
number  of  managers  who  are  not  directly  supervised  by  other  managers. 
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I  have  reference  here  to  such  positions  as  the  top  management  group  and 
plant  managers  in  foreign  operations  among  others.  Quite  frequently 
these  managers  are  not  directly  involved  in  management  development 
programs  as  such.  An  incentive  system  acts  in  such  instances  as  a  spur 
to  self-development. 

What  we  need  are  more  such  "self-generating"  devices. 


INTEGRATION  WITH  THE  NEEDS  OF  THE  ORGANIZATION 

In  what  we  have  said  so  far,  our  attention  has  centered  upon  the 
individual  manager— on  his  development.  And  while,  in  a  very  real  sense, 
the  success  and  efficiency  of  the  organization  depend  upon  individuals, 
still  the  organization  as  a  whole  has  its  needs.  Being  part  of  the  larger 
society  of  industry  and  business,  it  must  meet  its  obligations  in  the  field 
of  competition;  it  must  operate  as  efficiently  as  possible  in  order  to  pro- 
vide the  best  product,  quality,  and  services  to  the  consumer;  it  must  be 
profitable  in  order  to  discharge  its  responsibilities  to  its  stockholders, 
customers,  and  employees. 

From  the  personnel  standpoint,  then,  it  is  necessary  that  the  various 
managerial  positions  making  up  the  organization  be  filled  by  competent 
individuals.  Although  our  planning  has  this  as  its  cardinal  objective— to 
get  the  right  man  in  the  right  place  at  the  right  time— nevertheless  there 
are  times  when  it  is  necessary  to  move  managers  into  positions  rapidly, 
possibly  before  they  are  ready.  In  other  instances,  we  may  overestimate  the 
growth  potential  of  a  given  manager  and  place  him  in  a  job  which  is 
beyond  his  capacities.  Or  a  job  may  shift  in  the  demands  that  it  makes 
upon  the  manager  occupying  it.  With  the  rapid  increase  in  technological 
development,  this  frequently  happens.  The  manager  may  not  have  the 
capacity  or  background  to  meet  these  new  demands.  For  these  and  other 
reasons,  then,  it  may  happen  that  the  best  man  does  not  get  into  the  right 
job  at  the  right  time.  As  a  result,  we  have  mediocre  or  even  incom- 
petent persons  in  some  positions. 

Top  management  has  to  face  up  to  these  facts.  Although  it  must  be 
concerned  with  the  development  of  individual  managers,  it  also  has  to 
keep  itself  efficient.  This  means  that  it  must  think  through  ways  for 
dealing  with  incompetency  and  mediocrity.  Otherwise,  considerable  dead- 
wood  will  accumulate,  not  only  making  for  inefficiency  but  also  blocking 
the  way  for  other  more  capable  people  moving  up. 

There  are  a  number  of  ways  of  dealing  with  such  situations.  One  of 
the  most  obvious  is,  of  course,  discharging  the  individual  who  is  incom- 
petent. In  some  instances,  although  unfortunate,  this  is  probably  the  only 
recourse.  Yet  management  groups  in  general  have  been  reluctant  to  carry 
out  such  unpleasant  tasks.  Obviously  incompetent  managers  have  been 
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carried  along  to  the  point  where  the  company  is  morally  committed  to 
keep  them.  Both  suffer,  the  company  and  the  individual.  Here  is  a  situa- 
tion where  procrastination  is  deadly.  Once  convinced,  management 
should  act,  positively  and  swiftly. 

On  the  other  hand,  if  the  incompetent  manager  has  been  with  the 
organization  for  some  time  and  commitment  exists,  or  if  there  is  uncer- 
tainty, there  are  alternatives. 

One  possibility  is  to  move  the  executive  around  within  the  company 
until  he  is  placed  in  a  position  which  is  commensurate  with  his  abilities 
and  aspirations;  another  is  to  place  him  on  special  assignment  until  he 
finds  himself,  for  it  may  be  that  he  is  only  temporarily  over  his  head.  In 
still  other  instances,  counsel  and  advice  over  a  period  of  time  may  enable 
him  to  "get  over  the  hump."  If  it  is  a  question  of  education  and  training, 
then  he  should  be  given  the  opportunity  to  acquire  it. 

We  have,  in  addition  to  the  above,  utilized  a  device  which  we  refer 
to  as  "shoring  up."  This  consists  in  bringing  in  a  strong  assistant  to  the 
manager  who  is  having  trouble,  a  person  who  is  strong  in  areas  where 
the  manager  is  weak.  Or  if  an  entire  layer  of  supervision  falters,  it  mav 
be  possible  to  shore  them  up  by  placing  a  strong  executive  over  them, 
even  creating  a  new  position  for  this  purpose. 

Each  case  has  its  own  unique  aspects,  and  management  must  use  its 
ingenuity  to  work  out  solutions.  In  our  thinking,  this  is  as  much  a  part 
of  a  program  of  planned  management  development  as  providing  the  way 
for  the  able  to  develop  and  move  ahead.  The  path  is  often  not  smooth, 
and  many  falter.  Because  they  do  falter,  it  does  not  mean  that  manage- 
ment should  forget  about  them  and  concentrate  only  on  those  ^dio  do  not. 
Indeed,  here  is  the  real  challenge  in  management  development.  I  recall 
'  too  many  cases  where  the  so-called  unsatisfactory  manager  matures  .shen 
moved  into  a  new  environment  or  when  he  moves  past  a  critical  experi- 
ence in  his  own  course  of  development.  Sometimes  we  lose  faith  m  in- 
dividuals too  soon. 

SOME  UNANSWERED  QUESTIONS 

While  a  great  deal  of  thinking  and  effort  has  gone  into  the  field  of 
management  development,  many  aspects  of  the  process  are  still  not  too 
well  understood.  Many  of  the  so-called  techniques  and  methods  are  open 
to  question.  We  doubt  if  any  company  can  claim  that  it  has  an  infallible 
approach.  We  in  our  company  certainly  do  not. 

If  we  admit  this,  then  what  are  some  of  the  problem  areas,  the  un- 
answered questions? 

First  we  do  not  as  yet  possess  sufficient  understanding  of  the  process  ot 
management  development  itself,  i.e.,  the  stages  of  development  that  an 
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individual  passes  through  in  order  to  become  a  fully  mature  and  capable 
manager.  What  are  the  "critical  periods"  in  his  career?  What  are  the 
"critical  ages"?  What  are  the  characteristics  of  the  "developmental  tasks" 
which  he  must  surmount?  Through  what  process  does  he  "shift  gears"  as 
he  moves  from  one  position  to  another?  What  kinds  of  experience  and 
training  are  best  suited  to  aid  this  process  of  transition?  How  do  we 
tailor  a  correct  path  and  timetable  for  each  individual's  growth? 

Here  we  need  knowledge  of  the  type  that  is  being  developed  in  the  field 
of  child  psychology,  in  the  understanding  and  knowledge  that  we  have 
of  the  growth  and  development  of  children  and  adolescents,  incomplete 
as  it  may  be.  Until  we  have  knowledge  of  this  kind,  how  can  we  hope  to 
act  intelligently  in  planning  the  development  of  our  managers?  We  are 
planning  moves,  offering  training  and  experience,  for  the  most  part,  in  a 
wholly  haphazard  manner  following  this  or  that  fad  which  happens  to  be 
in  vogue.  To  use  a  cliche,  it  is  almost  a  case  of  "the  blind  leading  the 
halt." 

Secondly,  how  can  we  best  assess  the  "growth  potentials"  and  capacities 
of  our  management  personnel?  Without  question,  psychologists  have  a 
considerable  repertoire  of  tests  and  techniques  to  assist  us  in  this  quest; 
without  doubt  we  can  all  benefit  from  the  knowledge  that  is  being  de- 
veloped in  this  field.  However,  we  have  hesitated  to  utilize  any  wide- 
spread program  of  testing,  so  that  before  we  make  any  move  we  have 
to  consult  a  test  result.  Such  service  is  invaluable  in  certain  so-called 
"problem"  cases,  but  as  I  have  indicated,  we  would  prefer  to  place  the 
responsibility  for  assessment  and  selection  with  line  personnel. 

Following  along  with  such  a  preference,  how  then  can  we  train  our 
line  managers  to  be  able  to  carry  out  this  responsibility?  Perhaps  it  is 
expecting  too  much  of  a  production  superintendent  or  a  department  head, 
but  I  doubt  it.  We  just  haven't  focused  our  attention  sufficiently  on  this 
problem. 

Third,  what  constitutes  an  "optimal  environment"  for  development? 
Here  again  we  have  tended  to  follow  the  current  fashion.  At  the  present 
time,  the  "human  relations"  approach  seems  to  be  the  answer,  although 
it  may  have  its  limitations.  Democratic  administration  has  certainly  had 
its  share  of  followers,  although  probably  more  often  than  not  it  has 
existed  only  on  paper.  From  my  point  of  view,  it  is  useless  to  talk  in  terms 
of  slogans  or  an  "either-or"  point  of  view.  There  are  times  when  so-called 
"autocratic"  behavior  is  called  for  on  the  part  of  the  administrator,  while 
at  other  times,  the  "democratic"  approach  is  needed.  If  we  want  to  use 
such  terms,  a  blend  of  both  approaches  exists  in  any  company,  so  let's 
not  set  up  straw  men  and  engage  in  needless  controversy. 

What  is  needed  here  is  careful  study  of  the  conditions  which  seem  to 
promote  development.  One  such  approach  is  to  identify  supervisors  and 


504  MANAGING  THE  FUTURE 

managers  who  are  good  at  developing  others  and  then  see  how  they 
do  it.  If  a  company  does  this,  it  will  at  least  come  up  with  some  generaliza- 
tions which  will  be  useful  for  the  development  of  its  own  patterns  of 
administration  and  leadership.  These  in  turn,  if  applied,  may  come  close 
to  producing  the  "optimal  environment." 

Fourth,  we  need  to  know  more  about  what  happens  to  individuals  when 
they  falter  and  when  they  fail.  What  happens  to  the  ego  of  an  executive 
when  he  is  unable  to  carry  out  the  demands  of  his  position  satisfactorilv? 
What  are  the  dynamics  of  failure?  What  happens  to  him  psychologicallv 
when  he  is  not  promoted  or  another  man  is  promoted  in  his  stead?  The 
toll  of  modern  competition  is  still  relatively  unknown. 

In  addition  to  knowing  more  about  these  processes,  we  must  learn  more 
about  what  to  do  in  such  instances.  Given  the  manager  who  falters  or 
fails,  how  can  he,  as  it  were,  be  rehabilitated? 

Fifth,  I  feel  that  we  have  not  as  yet  resolved  the  problem  of  how 
best  to  proceed  in  order  to  have  the  developing  manager  gain  insight  into 
himself  and  into  his  status.  Earlier  in  this  chapter,  I  distinguished  be- 
tween formal  and  informal  methods  of  accomplishing  this  objective.  I 
return  to  this  distinction. 

In  so  far  as  the  more  formal  methods  are  concerned,  I  raise  these 
questions:  How  can  we  train  supervisors  and  managers  so  that  thev  can 
make  intelligent  appraisals?  To  what  extent  should  they  be  placed  in 
the  position  of  giving  advice  and  counsel  to  the  subordinate?  Are  they 
capable  of  doing  so?  Take,  for  example,  a  subordinate  who  is  ^veak  in 
the  handling  of  people.  Can  he  improve  himself  in  this  activitv  simplv 
by  being  told  to  do  so?  And  if  he  does,  are  we  then  committed  to  giving 
him  a  promotion  or  salary  increase?  What  does  the  superior  do  if  his 
subordinate  asks  him  how  he  can  go  about  improving  himself  in  his 
handling  of  people  or  surmount  some  other  personality  weakness? 

On  this  point  I  do  not  want  to  be  misunderstood.  We  believe  in  the  use 
of  performance  reviews  and  appraisals.  Nevertheless,  we  need  a  good  deal 
of  hard  thinking  about  some  of  the  problems  involved  in  carrying  out 
these  approaches.  And  further,  we  should  not  shift  from  one  approach 
to  another  as  fashion  dictates,  but  rather  stick  to  one  method  and  develop 
it  thoroughly. 

On  the  more  informal  level  of  the  day-to-day  interaction  of  managers 
as  a  means  of  gaining  self-insight  and  understanding,  my  remarks  would 
stem  to  a  certain  extent  from  those  which  have  already  been  made. 

Self-insight  is  without  question  a  difficult  thing  to  achieve.  Some  of  us 
appear  to  have  gained  it,  while  others  fall  far  short.  What  is  involved  in 
the  process  and  how  it  can  be  expedited  on  the  level  of  the  adult  manager 
is  within  the  province  of  psychiatry  and  psychology.  What  can  industrv  do 
within  the  framework  and  confines  of  its  own  operation  and  its  o^\n 
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personnel?  Undoubtedly,  what  is  required  here  is  to  translate  the  findings 
and  insights  of  psychiatry  and  the  social  sciences  into  workable  principles 
for  industry.  Beyond  this  is  the  problem  of  implementation. 

I  do  not  like  to  speak  of  social  and  human  engineering  because  of  the 
undesirable  connotations  of  these  terms.  However,  with  the  increased 
complexity  of  modern  industry,  especially  within  large  corporations,  it 
is  essential  that  management  become  more  and  more  aware  and  per- 
ceptive of  the  determinants  and  characteristics  of  human  behavior.  With 
this  increased  awareness  and  sensitivity,  individual  managers  will  work 
through  the  problems  of  implementation,  will  move  constructively  to 
provide  subordinates  with  the  kind  of  environment  which  will  facilitate 
self-insight  and  understanding. 

The  sixth  point  relates  to  the  problem  of  motivating  managers  so  that 
they  develop  subordinates.  The  average  manager  is  primarily  concerned 
with  getting  out  the  work  of  his  department  or  division.  Caught  up  in 
activities  of  this  kind,  he  finds  relatively  little  time  to  think  about  and 
plan  how  he  can  develop  others.  All  too  often  this  task  is  relegated  into 
the  background,  and  it  is  hoped  that  personnel  or  someone  else  will  take 
over  the  responsibility.  Yet  we  are  convinced  that  the  development  of 
managers  is  directly  a  line  responsibility. 

Much  depends  here  upon  what  top  management  does.  If  they  reward 
the  manager  who  develops  subordinates  and  do  not  reward  those  who  do 
not,  then  it  will  soon  get  around  that  there  is  a  "pay-off"  for  doing  so. 
As  an  associate  of  mine  once  remarked,  "The  good  guys  have  to  win  out 
—not  the  bad  guys." 

Management  must,  in  addition,  provide  its  managers  with  sufficient 
feelings  of  security  so  that  they  regard  it  as  safe  to  develop  subordinates. 
An  insecure  person  will  probably  never  allow  a  man  underneath  him  to 
develop  or  get  strong.  If  an  atmosphere  of  insecurity  exists  in  the  man- 
agement organization,  then  the  development  of  others  will  not  occur. 
One  is  safer  if  there  are  no  "crown  princes"  around. 

Here,  then,  is  an  important  facet  of  management  development  and  one 
in  which  top  management  can  take  direct  and  immediate  steps.  By  its 
actions  so  shall  it  be  known. 

I  turn  for  my  seventh  point  to  the  question  of  the  education  of  man- 
agers. Shall  we  go  back  to  the  classics  or  focus  primarily  on  "how  to  do 
it"?  Shall  we  set  up  our  own  management  training  programs  or  turn  the 
task  over  to  universities?  Shall  we  use  lectures  or  the  case  method?  These 
are  questions  which  are,  of  course,  within  the  province  of  the  profession 
of  education,  but  where  does  this  leave  the  businessman  trying  to  provide 
the  necessary  training  for  his  managers? 

Here  again  study  is  needed.  But  before  we  begin  such  study,  ^ve  need 
to  be  clear  in  our  thinking  as  to  what  we  are  educating  managers  for. 
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Education  in  any  area  is  worthwhile,  but  of  what  relevance  is  the  study 
of  Plato  or  Kant  for  the  manager  who  is  hard-pressed  to  get  his  day-to-day 
work  finished?  Or  to  take  the  opposite  position,  what  good  does  it  do  him 
to  know  about  abstract  studies  of  the  process  of  decision?  No  doubt  both 
are  fruitful,  but  what  criteria  do  we  use  for  selecting?  There  is,  after  all, 
a  great  deal  of  knowledge. 

The  answers  to  these  questions  depend  upon  the  nature  of  the  business, 
the  job  of  the  manager,  and  where  he  is  headed.  What  kinds  of  intellec- 
tual capacities  are  required?  What  skills  and  understandings  are  needed? 
Once  these  questions  are  answered,  we  can  then  perhaps  determine  the 
education  he  will  need. 

One  last  observation  should  also  be  made— a  pointed  observation. 
Perhaps  the  greatest  single  gap  in  planned  management  development  lies 
directly  within  the  ranks  of  top  management  itself.  It  would  appear  that 
corporate  executives  are  quite  eager  to  have  managers  farther  down  the 
line  in  their  organizations  trained  and  educated  but  have  assumed  that 
they  do  not  need  any  additional  development  or  education  themselves. 
Nothing  could  be  further  from  the  truth.  It  is  precisely  at  this  group  that 
a  great  deal  of  the  thinking  and  effort  in  management  development 
should  be  directed. 

But  what  forms  should  such  an  effort  take  and  in  what  direction? 
Typically,  an  individual  will  come  up  through  some  particular  fields  of 
specialization— production,  research,  sales,  finance,  or  the  like.  ^Vhen  he 
gets  into  the  so-called  top  level  of  management,  he  finds  himself  in  a  job 
in  which  none  of  these  specific  areas  of  competence  taken  individually 
are  sufficient.  He  has  to  think  and  act  in  terms  of  the  company  as  a  vdiole. 
How  should  he  be  trained  and  developed  so  that  he  can  function  effi- 
ciently and  come  up  to  his  full  capacity  at  the  top  level? 

We  have  made  a  start  here,  but  only  a  start.  For  one  thing,  we  make 
it  a  practice  to  have  business  leaders  from  other  companies  come  in  and 
talk  to  our  top  group  about  their  problems  and  how  they  have  attempted 
to  resolve  them.  We  insist  that  our  managers  get  around  and  visit  other 
companies  and  that  they  participate  in  community  and  civic  activitv. 
We  have  attempted  to  plan  their  career  development  so  that  thev  are 
engaged  in  a  variety  of  experience.  Yet  much  still  needs  to  be  done. 

It  may  be  that  here  we  can  most  profitably  use  help  from  the  outside 
—counsel  from  consultants  and  from  the  professions.  It  may  be  that  here 
we  are  dealing  with  a  problem  so  close  to  us  that  we  cannot  take  an 
objective  view,  for  it  is  ourselves  that  we  are  talking  about,  not  our 
managers  and  our  supervisors. 

Here,  then,  is  where  a  real  gap  exists— proper  programs  for  the  develop- 
ment of  top  management  itself. 
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WHERE  DO  WE  GO  FROM  HERE? 

We  have  made  progress. 

Yet  much  of  that  progress  has  occurred  in  a  period  when  some  sort 
of  attention  and  action  was  better  than  none.  Now  that  period  is  closing, 
and  we  are  looking  more  closely  at  what  we  have  done  and  where  we  are 
going.  We  are  looking  for  fresh  insights  and  more  effective  approaches. 
The  direction  in  which  companies  move  in  terms  of  planned  manage- 
ment development  will  be  dependent  upon  a  number  of  factors.  Foremost 
among  these  is  the  extent  to  which  the  world  of  business  and  the  world 
of  education  merge.  I  am  convinced  that  we  are  at  a  point  in  our 
thinking  where  a  great  deal  of  basic  research  is  needed.  I  have,  I  believe, 
made  this  apparent  during  the  course  of  these  remarks.  And  while 
industry  itself  must  shoulder  its  share  of  this  burden,  much  of  it  must  be 
taken  on  by  qualified  researchers  in  universities  and  other  institutions. 
Somehow  or  other  we  must  close  the  gap  that  now  exists  between  business- 
man and  academician;  we  must  succeed  in  translating  the  results  of  careful 
and  systematic  research  and  knowledge  into  principles  that  business 
can  use. 

Second,  management  itself  is  beginning  to  look  more  closely  at  its 
programs  and  policies  in  this  field.  In  many  companies,  the  honeymoon 
is  over  and  realities  have  set  in.  I  would  imagine  that  many  high-flown 
development  programs  have  been  thrown  out  because  their  value  has  been 
questioned.  And  probably  for  good  reason.  Much  will  depend,  then, 
upon  the  outcome  of  this  cold  scrutiny.  I  trust,  though,  that  here  we 
do  not  kill  the  patient  while  treating  the  disease.  Planned  management 
development  is  necessary,  but  it  must  be  effective  and  realistic. 

Third,  the  kind  of  enthusiasm  that  top  management  itself  feels  and 
displays  will  be  a  major  factor.  This  is  no  place  for  a  lackadaisical  or 
passive  acceptance  of  the  need  for  management  development.  It  is  one  of 
top  management's  most  important  responsibilities  today.  Unless  there  is 
a  wholehearted  and  vigorous  involvement,  any  program,  no  matter  how 
well  planned,  is  doomed  to  failure.  It  should  be  all  the  way  or  not  at  all. 
As  for  our  company,  the  way  is  clear.  Our  programs  and  thinking  are 
based  upon  a  fundamental  faith  in  the  worth  of  every  individual,  in 
his  capacity  for  development,  and  in  his  interest  and  dedication  to  his 
work.  Personally,  I  have  always  subscribed  to  the  philosophy  expressed 
in  the  often-quoted  statement,  "There  is  a  little  bit  of  greatness  in  every- 
one. The  problem  is  to  find  out  where  that  greatness  lies." 


Thomas  J.  Watson,  Jr. 

PRESIDENT,   INTERNATIONAL 
BUSINESS  MACHINES  CORPORATION 
NEW  YORK,  NEW  YORK 


IBM  is  one  of  the  best-known  companies  in  AmericaJi  industry. 
Thomas  J.  Watson,  Jr.,  its  president,  was  born  in  Dayton,  Ohio,  on 
January  8,  igi/f,  the  son  of  the  late  IBM  founder,  Thomas  John  Wat- 
son,  St.,  and  Jeannette  (Kittredge)  Watson.  Mr.  Watson,  Jr..  succeeded 
his  father  as  president  in  ip$2.  Cynics  are  always  ready  to  point  out 
that  being  the  boss's  son  helps,  but  Thomas  Watson,  Jr.,  has  a  ivorld  of 
qualifications  for  his  job  other  than  his  name. 

Mr.  Watson  attended  the  Hun  School  in  Princeton.  Xew  Jersey,  and 
in  /p57  received  a  B.A.  degree  from  Brown  University.  Following  his 
graduation,  he  joined  IBM  in  New  York  City  as  a  junior  salesman.  He 
served  as  a  sales  representative  until  ip-io,  when  he  enlisted  in  the 
U.S.  Army  Air  Force.  After  serving  as  a  bomber  pilot,  he  -was  discharged 
in  194^  with  the  rank  of  lieutenant  colonel. 

Upon  completion  of  his  military  service,  Mr.  Watson  returned  to 
IBM  and,  in  1946,  was  nayned  assistant  to  the  executive  vice  presi- 
dent. 

At  this  time,  IBM  luas  the  leader  in  the  accounting-machine  field, 
but  with  the  entry  of  electronics  into  the  business-machines  industry. 
the  company  faced  a  new  challenge.  Having  become  interested  in 
electronics  as  a  pilot,  Mr.  Watson  spearheaded  the  company's  push 
into  the  field  of  electronic  equip?nent.  On  his  recommendation,  the 
60^  multiplier,  utilizing  vacuum  tubes,  was  announced  in  1^46  as 
IBM's  first  electronic  machine.  Since  then,  with  constant  improve- 
ments in  design,  IBM  has  continuously  marketed  electronic  data- 
processing  systems  for  business,  industry,  science,  and  government. 

Mr.  Watson  was  elected  a  vice  president  of  IBM  in  1947.  executive 
vice  president  in  1949,  and  president  of  the  company  in  iq^2.  In  May. 
19^6,  he  was  elected  chief  executive  officer. 

Mr.  Watson  participates  in  a  number  of  other  business  and  public 
affairs  activities.  He  is  director  of  the  Bankers  Trust  Company  of  Xew 
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York  and  of  Time,  Inc.,  and  a  public  governor  of  the  New  York  Stock 
Exchange. 

He  is  vice  president  of  the  national  executive  board  and  a  member 
of  the  executive  board  of  the  Greater  Neiv  York  Councils,  Boy  Scouts 
of  America.  He  is  also  a  member  of  the  executive  committee  of  the 
United  States  Council  of  the  International  Chamber  of  Commerce; 
the  Business  Advisory  Council  of  the  Department  of  Commerce;  and 
board  of  managers  of  the  Memorial  Center  for  Cancer  and  Allied 
Diseases.  He  is  a  member  of  the  corporation  of  Brown  University  and 
Massachusetts  Institute  of  Technology. 

In  addition,  Mr.  Watson  is  a  trustee  of  the  Air  Force  Aid  Society, 
Eisenhower  Exchange  Fellowships,  Inc.,  the  Thomas  Alva  Edison 
Foundation,  and  the  American  Museum  of  Natural  History. 

Mr.  Watson  is  married,  has  six  children,  and  makes  his  home  in 
Greenwich,  Connecticut. 

May,  i960 


.^    .  CHAPTER     23 

Promoting  Innovation 

If  you  want  to  succeed  you  should  strike  out  on  new  paths  rather  than 
travel  the  worn  paths  of  accepted  success. 

John  D.  Rockefeller 

Normally  speaking,  the  term  innovation  may  be  defined  as  the  introduc- 
tion of  something  new-a  new  philosophy,  idea,  policy,  or  procedure.  It 
suggests  that  a  dynamic  response  is  being  made  in  the  face  of  new  prob- 
lems and  new  challenges  and  it  normally  indicates  a  positive  approach  in 
seeking  new  opportunities. 

To  innovate  successfully  is  a  fundamental  requirement  of  both  society 
and  business  if  they  are  to  remain  dynamic. 

INNOVATION  IN  SOCIETY 

Arnold  Toynbee  once  wrote  that  "civilizations  live  and  stay  vital 
as  long  as  they  respond  successfully  to  challenges,  and  they  stop  respond- 
ing when  they  lose  the  will  and  power  to  make  their  own  decision— 
when  they  stop  responding  they  die." 
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Historically  speaking,  this  is  precisely  what  happened  in  Egypt,  Persia, 
Greece,  and  Rome— a  common  deterioration  and  decline  resulting  from 
satisfaction  with  success,  complacency,  and  the  desire  to  maintain  the 
status  quo  despite  the  changing  needs  and  demands  of  the  times. 

Fortunately,  the  history  of  the  United  States  to  date  vividly  demon- 
strates the  fact  that  our  nation  has  continued  to  accept  challenge  with 
positive  response;  we  conceive  success  to  be  but  a  steppingstone;  our 
idealism  and  spiritual  drive  have  not  been  destroyed  by  a  preoccupation 
with  material  gain;  and  there  has  been  a  common  progress  and  an  en- 
richment of  human  life. 


INNOVATION  IN  BUSINESS 

The  need  to  respond  to  challenge— to  innovate— is  just  as  great  in 
United  States  corporations  as  it  is  in  the  history  of  nations. 

Since  the  time  of  our  industrial  revolution,  American  businesses  have 
continued  to  respond  to  the  challenges  visited  upon  them.  There  has 
been  traditionally  a  glorious  dissatisfaction  with  the  status  quo.  Business 
was  not  going  to  get  caught  in  the  position  of  the  Red  Queen  in 
Alice's  Adventures  in  Wonderland,  who  had  to  run  faster  and  faster  in 
order  to  stand  still. 

In  the  evolution  of  American  industry,  there  have  been  many  radical 
innovations.  We  were  the  first  nation  in  the  world  to  introduce  the  large- 
scale  use  of  interchangeable  parts;  we  extended  division  of  labor  ^vherever 
possible;  we  were  avid  in  our  quest  to  secure  a  higher  productivitv, 
recognizing  that  increased  productivity  is  essential  to  economic  growth 
and  progress.  We  constantly  sought  to  expand  the  market,  to  introduce 
newer  and  better  goods,  and  to  lower  costs  of  production. 

While  many  factors  have  been  responsible  for  our  progress,  one  of  the 
primary  ones  has  been  the  willingness— and  even  eagerness— to  adopt 
whenever  possible  the  latest  scientific  advances  in  the  production  and 
distribution  of  our  goods  and  services.  In  part,  this  is  reflected  by  the 
fact  that  the  estimated  average  age  of  equipment  in  American  manufactur- 
ing is  only  nine  years  old,  and  roughly  37  per  cent  of  the  capital  goods 
in  the  United  States  is  five  years  old  or  less.  This  is  no  accident— no 
freak  of  nature.  This  represents  vision— looking  ahead,  courage— not 
timidity,  and  above  all  careful  and  mature  planning;  in  short,  innovation. 

The  results  of  our  efforts  are  well  known.  If  American  industry  had 
not  successfully  innovated: 

We  would  never  have  changed  from  a  handicraft  economy  into  the 
world's    largest   manufacturing   nation— and   in   record-breaking   time. 

We  would  still  be  a  nation  of  farmers,  bound  by  scarcities  of  oppor- 
tunities, limited  capital,  and  with  vast  reservoirs  of  undeveloped  resources. 
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We  would  never  have  achieved  mass  production  for  our  domestic  and 
world  markets. 

We  would  have  been  unable  to  achieve  a  continuous  growth  in  produc- 
tivity in  excess  of  2  per  cent  a  year  since  the  Industrial  Revolution  with  all 
the  benefits  which  it  has  made  possible  in  the  way  of  a  higher  standard 
of  living-higher  real  wages,  shorter  working  hours,  longer  life  expectancy, 
and  retirement  benefits. 

We  could  never  have  accomplished  the  "miracle  of  production"  of 
World  War  Il-a  period  when  in  remarkably  short  time  our  plants  made 
the  enormous  conversion  from  peacetime  goods  to  those  of  war;  nor 
could  we  have  reconverted  so  swiftly  after  the  war's  end;  nor  could 
we  possibly  maintain,  as  we  do  today,  a  dual  economy  of  peace  and 
defense. 

Nor,  finally,  could  we  possibly  afford,  as  we  do  today,  the  relative 
luxury  of  having  more  people  employed  in  the  handling  and  distribution 
of  goods  and  services  than  are  employed  in  their  actual  production,  i.e., 
more  people  working  in  finance,  communication,  wholesale  and  retail 
trade,  real  estate,  insurance,  and  in  services  than  are  in  the  actual  physical 
production  industries  of  agriculture,  manufacturing,  mining,  and  con- 
struction. 

Without  a  steadfast  willingness  to  innovate  whenever  possible,  we 
could  never  have  ushered  into  our  economy  brand-new  industries, 
industries  which  have  had-and  still  do  have-a  profound  effect  on  our 
well-being. 

For  example,  it  was  only  in  April,  1892,  that  an  inventor  by  the  name 
of  Charles  E.  Duryea  claimed  to  have  run  "successfully"  the  first  American 
gasoline  buggy.  Who  at  that  time  could  have  predicted  the  consequences? 
Who  would  have  expected  the  real  mass  production-and  the  mass 
markets  which  followed  the  dramatic  introduction  of  the  $5  day  by 
Henry  Ford-or  the  fact  that  today  in  America  we  can  transport  every 
man,  woman,  and  child  across  beautiful  highways  just  by  using  the  front 
seats  of  the  cars  we  now  have? 

Continuing  Need  for  Innovation 

Since  World  War  II,  other  industries  have  been  introduced  into  the 
American  scene.  The  electronics  industry,  for  example,  is  largely  a 
phenomenon  of  the  war.  In  1940,  the  electronics  industry  had  sales  and 
revenues  of  roughly  $1/2  billion  and  employed  some  70,000  persons.  In 
1955-only  fifteen  years  later-its  annual  volume  rose  to  roughly  $91/9 
billion  and  more  than  700,000  persons  were  employed.  It  has  been  esti- 
mated that  before  long  annual  sales  and  revenues  in  the  industry  will 
have  passed  $20  billion  and  employment  will  total  over  2  million.  It  is 
difficult  to  absorb  statistics.  It  is  not  difficult,  however,  to  get  excited  about 
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the  prospects  of  a  relatively  brand  new  industry  exceeding  in  employment 
opportunities  those  of  the  automobile  industry. 

And  perhaps  most  important  of  all  is  the  fact  that  during  the  course  of 
our  economic  development  we  adopted  new  sources  of  energy  which,  in 
turn,  made  possible  a  new  and  better  man,  a  higher  standard  of  living, 
and  progress  with  less  and  less  human  effort.  In  dollar  and  cent  terms, 
human  energy  costs  in  America  something  like  $50  per  kilowatthour  while 
electric  energy  is  available  for  two  or  three  pennies. 

It  is  no  wonder  that  productivity  teams  that  come  from  abroad  to  study 
our  methods  marvel  at  the  fact  that  we  waste  everything  else  to  save 
human  labor.  It  is  no  accident  that,  in  harnessing  energy  as  a  tool  for 
man,  we  have  made  more  progress  in  the  past  fifty  years  than  in  all  pre- 
vious history,  for  there  is  a  close  relation  between  science  and  man's 
productivity. 

A  study  by  the  Twentieth  Century  Fimd,  devoted  largely  to  a  com- 
parison of  America's  economic  resources,  production,  and  consumption 
with  earlier  periods,  concluded  thus:  "Actually,  the  progress  has  been 
enormous,  and  suggests— as  some  of  us  had  felt— that  the  United  States 
has  not  merely  climbed  to  a  new  plateau,  but  is  ascending  heights  whose 
upper  limit  is  not  yet  measurable  and  at  an  accelerated  rate  of  speed.  "  To 
accomplish  this  objective,  we  must  recognize  that  new  challenges  have 
been  introduced  and  new  responses  may  be  necessary  to  meet  them. 

Despite  an  excellent  record  to  date,  American  industry  cannot  afford 
to  rest  on  its  laurels;  it  cannot  take  the  position  that  progress  is  inevitable; 
it  cannot  overlook  the  basic  fundamental  that,  in  these  changing  times, 
to  stand  still  is  to  stagnate.  It  must  recognize  that  progress  requires  con- 
tinuous analysis,  continuous  evaluation,  and  above  all  continuous  effort. 

Too  many  companies,  unfortunately,  begin  going  downhill  when  they 
begin  feeling  too  satisfied  with  things  as  they  are;  they  tend  to  take  things 
for  granted,  to  assume  progress,  rather  than  to  work  for  it  and  to  plan 
for  it.  Complacency  is  one  thing  that  modern  management  cannot  afford 
—its  price  is  entirely  too  high,  and  its  damage  is  often  irreparable. 


INNOVATION  IN  IBM 

Most  large  corporations  of  today  are  facing  new  challenges  as  a  result 
of  new  time-space-power  relationships.  These  relationships  have  not 
only  transformed  our  society  as  a  whole,  but  have  also  created  new  de- 
mands on  and  new  problems  for  American  industry— problems  which  can 
often  be  characterized  as  involving  (1)  the  size  of  the  organization.  (2) 
the  speeds  at  which  it  has  to  move,  and  (3)  the  increasing  complexity  of 
what  is  done.  The  International  Business  Machines  Corporation  is  no 
exception.  To  discuss  some  of  these  problems  in  terms  of  this  company's 
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experience  may  well  serve  not  only  to  emphasize  the  serious  nature  of  the 
problems  in  and  of  themselves,  but  also  to  illustrate  the  scope,  nature, 
and  complexity  of  the  broader  subject  of  innovation. 

During  its  first  thirty  years  of  development,  IBM  faced  the  traditional 
problems  which  accompany  those  of  an  infant  firm  in  an  infant  industry: 
the  need  to  secure  capital;  the  problems  of  introducing  a  very  new  and 
unique  product  into  the  American  market;  the  problems  of  recruiting 
good  personnel;  the  problems  of  building  factories  and  a  sales  and  service 
organization;  the  problems  of  producing  quality  products;  as  well  as  all 
the  normal  internal  administrative  problems  of  a  business  enterprise. 
At  the  same  time,  its  small  size  enabled  it  to  enjoy  certain  advantages: 
the  advantage  of  having  a  "small  company"  attitude  on  the  part  of  the 
employees;  a  real  feeling  of  participation  in  what  was  going  on;  a  feeling 
of  personally  sharing,  financially  and  spiritually,  in  the  progress  being 
made;  and  an  effective  system  of  communications  at  all  levels  of  the 
company. 

By  the  end  of  World  War  II,  however,  the  nature  of  the  problems 
being  faced  had  changed  substantially.  The  company's  growth  rate  had 
proved  exceptional.  Revenues  had  steadily  increased  from  roughly 
119,000,000  in  1930  to  $45,000,000  in  1940  and  by  1946  amounted  to  ap- 
proximately $115,000,000. 

In  1946  it  was  apparent  from  internal  forecasts  that  it  would  be  possible 
to  become  a  billion-dollar  corporation  before  another  decade  had  tran- 
spired, provided  that  we  did  not  become  plagued  with  inefficiencies, 
provided  that  we  guarded  against  becoming  complacent  about  our  record 
of  success,  provided  that  we  could  continue  to  increase  our  productivity 
and  thus  successfully  meet  the  pressures  of  increasing  competition-both 
domestic  and  foreign-and  provided  that  we  used  the  right  initiative  and 
creativity  in  capitalizing  on  some  of  the  technological  innovations  which 
had  been  ushered  in  during  the  war  period. 

In  1946,  therefore,  it  was  clearly  recognized  that  the  next  ten  years 
would  be  crucial  ones,  years  of  real  decision.  It  was  decided  that  future 
planning  was  essential  if  we  were  to  accommodate  ourselves  successfully 
to  the  new  challenges  of  the  times.  It  was  recognized  that  it  was  essential 
to  continue  to  improve  and  expand  our  product  line  and  to  further  our 
research  and  developmental  efforts.  It  was  also  recognized,  however,  that 
further  innovation  was  essential;  that  a  fundamental  requirement  to  the 
survival  and  continued  growth  of  the  corporation  was  to  emphasize  the 
role  of  creativity  among  our  people;  to  seek  new  approaches  and  new 
solutions  in  the  light  of  new  knowledge;  to  reappraise  what  had  been 
done  before;  to  discard  those  "sacred  cows"  which  had  become  in  fact 
obsolete;  to  reappraise  the  role  of  individuals  within  the  corporation 
and  the  role  of  the  corporation  in  society;  and  to  instill  a  dissatisfaction 
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with  present  methods,  with  conformity,  and  with  tradition  for  the  sake  of 
tradition.  This,  rather  obviously,  was  an  ambitious  set  of  objectives. 

An  immediate  obstacle  to  overcome  in  accomplishing  these  objectives 
centered  around  the  fact  that  an  organization  that  has  been  successful, 
that  has  reached  a  certain  degree  of  maturity,  finds  it  difficult  to  re- 
organize, to  innovate,  and  to  change  attitudes,  even  when  it  is  recognized 
that  it  should. 

It  is  very  difficult  to  say  that  we  have  been  making  a  fine  profit  for 
twenty  or  thirty  years  and  at  the  same  time  to  say  that  we  must  change 
many  of  the  things  that  have  been  the  right  solution  in  the  past.  It  is, 
furthermore,  a  good  deal  more  difficult  to  inspire  creativity  and  innova- 
tion in  a  successful  older  corporation  than  in  a  new  one.  This  is  due, 
in  part,  to  the  age  of  management,  the  respect  for  traditionalism,  and 
the  feeling  on  the  part  of  some  top  executives  that  they  have  approached 
the  end  of  their  business  career  and  do  not  wdsh  to  jeopardize  a  fine 
career  for  the  sake  of  a  few  new  ideas.  All  these  things  contribute  toward 
making  a  changed  management  attitude  difficult. 

Approaches  to  Introducing  Change 

One  of  the  obvious  ways  to  combat  this  attitude  is  to  introduce  a 
number  of  young  aggressive  managers  into  the  very  top  ranks  of  the 
corporation.  This  approach  can  be  much  more  successful  if  these  men 
can  be  promoted  rapidly  enough  so  that  along  their  route  of  promotion 
they  do  not  become  convinced  by  some  of  the  old-timers  that  the  safe 
company  attitude— the  attitude  which  produces  very  little  in  the  wav  of 
new  ideas  but  which  is  almost  riskless— is  the  right  one. 

This  approach  has  obvious  disadvantages:  everyone  over  -whom  the 
young  men  are  promoted  loses  a  modicum  of  morale;  the  young  man  is 
often  too  aggressive  and  often  treads  on  older  people's  toes.  Yet.  if  one 
balances  the  survival  of  the  total  enterprise  against  a  few  small  difficulties. 
one  concludes  that  the  few  hurt  feelings  and  aw^kward  situations  that 
arise  are  justifiable  in  preserving  the  corporation. 

Another  approach  to  the  problem  is  to  reward  those  individuals  who 
suggest  new  means  of  improving  the  corporate  decisions  of  today.  Thus  a 
man  who  suggests  an  absolutely  radical  departure  in  sales  compensation, 
a  totally  new  family  of  machines,  a  completely  different  and  successful 
means  of  factory  construction,  or  any  one  of  a  host  of  other  major  sug- 
gestions, might  be  given  a  very  substantial  promotion.  Furthermore, 
publicity  should  be  given  to  the  fact  that  the  promotion  was  made 
primarily  because  of  his  proved  creativity  and  ability  to  innovate. 

In  this  connection,  we  had  a  number  of  very  capable  engineers 
in  the  area  of  product  research  prior  to  1946.  After  1946  our  products 
were  based  on  radically  different  principles,  and  it  became  increasingly 


515 

PROMOTING  INNOVATION 

necessary  to  employ  younger  graduates  from  technical  universities  and  in 
increasing  numbers.  However,  despite  the  fact  that  our  engineering  force 
expanded  over  400  per  cent  in  a  relatively  short  span  of  years  and  despite 
the  fact  that  we  hired  an  increasing  number  of  Ph.D.'s  and  M.A.'s,  the 
top  administrators  of  the  organization,  with  rare  exceptions,  remained 
the  people  who  had  been  in  the  organization  before  the  change.  This  is, 
of  course,  natural  to  a  degree.  But  when  technology  changes  rapidly, 
management  must  also  be  prepared  to  change  with  it  by  elevating  into 
some  of  the  top  administrative  posts  those  people  who  best  understand  the 
technology  with  which  they  are  dealing.  Presumably  this  would  be  the 
advanced-degree  men,  and  in  our  own  organization,  we  are  in  the  process 
of  trying  to  promote  larger  numbers  of  these  newer  men  into  positions  of 
great  responsibility. 

Communications,  of  course,  is  another  important  and  rather  obvious 
means  of  promoting  innovation  throughout  a  growing  organization.  In 
this  connection,  there  is  no  substitute  for  a  great  amount  of  travel  on 
the  part  of  the  president  of  the  company.  He  must  constantly  visit  offices 
and  factories  and  clearly  and  forcefully  announce  what  he  expects.  He 
should,  from  time  to  time,  refer  to  examples  of  people  who  have  innovated 
and  have  been  successful,  or  to  examples  of  corporations  which  have  failed 
to  keep  their  approach  fresh  and  new  and  creative  and  which  have  sub- 
sequently collapsed  or  gone  downhill.  It  is  essential  to  be  very  persuasive 
in  getting  this  doctrine  across,  and  to  be  successful  in  doing  it,  one 
must  convince  middle  management  that  people  who  are  attempting  to  be 
creative  and  who  desire  to  change  their  approach  must  be  given  the 
opportunity  to  fail  occasionally  without  grave  disciplinary  action.  If  one 
man  with  a  new  idea,  even  though  it  be  wrong  when  measured  by  the  test 
of  sales,  is  derated  in  position  and  in  salary,  the  work  of  dozens  of 
executives  traveling  throughout  the  territory  stimulating  the  need  for 
advanced,  courageous  thinking  can  be  undone.  You  have  to  mean  what 
you  say,  and  you  have  to  make  everyone  in  the  organization  know  that 
you  mean  what  you  say. 

Similarly,  one  must  be  absolutely  ruthless  when  middle  or  lower  man- 
agement is  detected  stifling  new  ideas  on  the  part  of  the  people  who 
work  for  them.  It  is  not  unusual  in  the  plant  for  a  man  at  a  bench  to  have 
a  brilliant  new  idea  which,  because  of  either  a  lack  of  interest  or  jealousy 
on  the  part  of  his  manager,  does  not  get  proper  attention  and  con- 
sequently is  ignored  or  unused.  If  this  situation  is  uncovered,  the  person 
responsible-be  it  the  manager,  the  head  of  the  suggestion  systems  section 
of  the  business,  or  what  have  you-should  be  removed  from  his  position, 
with  enough  publicity  to  let  the  people  beneath  him  know  that  clear 
advanced  thinking  is  what  the  company  really  wants. 

Short-range  Approach.  The  general   concepts   that  have  been  outlined 
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above  are  only  some  of  the  approaches  which  can  be  taken  in  promoting 
innovation  and  creativity  in  a  large-scale  organization. 

There  is  another  kind  of  approach  which  can  be  successful  over  a  short 
period  of  time,  one  which  has  been  used  by  our  organization  in  emergencv 
situations  to  speed  up  innovation  and  change,  namely,  the  dictator 
approach.  The  dictator  approach  can  be  effective  when,  for  example,  a 
major  difficulty  or  crisis  arises  in  manufacturing,  research,  or  administra- 
tion. The  president  of  the  company  picks  his  very  best  man  and  gives  him 
the  rights  and  authority  of  a  veritable  czar:  to  cut  across  organizational 
lines,  to  promote,  to  hire  or  fire,  and  to  direct  and  be  in  complete  charge 
of  all  phases  of  the  business  necessary  to  remedy  the  particular  problem 
he  has  been  assigned.  Initially,  everyone  proves  very  cooperative,  thin,s:s 
get  done  far  faster  than  ever  before  because  the  need  to  go  throu,2^h 
channels  is  obviated,  the  immediate  threat  to  the  enterprise  is  defeated, 
and  the  crisis  is  averted.  However,  and  it  cannot  be  too  strongly  empha- 
sized, if  one  operates  outside  the  normal  lines  of  the  organization  for 
any  extended  period  of  time,  there  comes  a  point  when  morale  begins 
to  disintegrate,  when  managers,  instead  of  thinking,  simplv  wait  to  have 
decisions  made  for  them,  and  when  things  as  a  whole  get  progressivelv 
worse.  Clearly,  therefore,  a  drastic  approach  in  an  emergency  situation 
should  not  be  confused  with  a  positive  approach  toward  long-run 
development  and  progress. 

Far-reaching  Impact  of  Change 

The  approaches  mentioned  above  can  be  implemented,  and  have  been 
in  our  company,  by  all  sorts  of  programs,  programs  "which  range  in 
scope  from  a  complete  reorganization  so  as  to  decentralize  responsibilitv 
as  much  as  possible  and  place  a  premium  on  individual  creativeness  to 
programs  of  formal  and  informal  executive  development  and  education. 
Unfortunately,  innovation  must  be  continuous,  and  the  methods  to  be 
used  cannot  be  reduced  to  a  pat  formula  or  set  of  formulas.  To  do  so 
would  in  itself  be  at  best  contradictory  and  at  worst  completely  self- 
defeating. 

The  changes  that  have  resulted  from  a  concentrated  effort  to  introduce 
new  talent  in  the  company,  award  initiative  and  creativity,  and  com- 
municate with  fervor  the  need  for  introducing  change  ^vhen  change  is 
necessary  have  affected  practically  every  area  of  our  corporation,  ranging 
from  the  products  we  sell  to  the  ways  in  which  they  are  packaged:  to  the 
introduction  of  new  rental  as  well  as  outright  sale  possibilities:  to  the  de- 
sign of  our  equipment,  office  buildings,  and  plants;  and  to  customer 
engineering  and  customer  education  programs.  There  has  been  a  ^vhole- 
some  period  of  self-examination  throughout  the  organization  and  an 
unhesitancy  to  criticize  and  to  speak  one's  views  even  though  thev  are 
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sharply  in  discord  with  precedent.  All  this  has  been  done  with  a  great 
deal  of  deliberation.  It  has  required  a  considerable  amount  of  time 
and  effort,  especially  on  the  part  of  those  in  top  management  positions. 
It  is  our  view  that  the  rewards  have  justified  the  expenditures  involved. 

Areas  Requiring  Further  Innovation 

Despite  considerable  progress,  there  are  still  areas  in  which  either  we 
have  not  been  successful  or  in  which  there  is  need  for  significant  improve- 
ment. 

One  of  these  is  that  of  finished  staff  work.  Completed  staff  work  is  the 
study  of  a  problem  and  presentation  of  a  solution,  by  a  staff  officer,  in 
such  form  that  all  that  remains  to  be  done  on  the  part  of  the  head  of  the 
staff  division,  or  the  commander,  is  to  indicate  his  approval  or  disapproval 
of  the  completed  action.  Too  frequently  problems,  instead  of  being 
simplified,  are  made  more  complex  with  long  explanations  and  long 
memorandums;  too  frequently  ideas  are  presented  which  have  not  been 
studied  carefully  or  logically  analyzed  as  to  their  impact  on  the  business; 
and  all  too  frequently  the  person  submitting  the  alleged  final  staff  work 
would  not,  in  reality,  be  willing  to  stake  his  professional  reputation  on 
being  right. 

Another  area  which  we  are  trying  to  improve  centers  around  implant- 
ing in  the  minds  of  all  our  management  people  the  recognition  that  we 
are  not  still  in  the  gaslight  era,  an  era  in  which  the  old-time  boss  was  a 
virtual  dictator,  an  era  in  which  authority  was  emphasized  on  the  basis 
that  some  were  meant  to  command,  others  to  obey.  Modern  management 
has  known  for  some  time  that  today's  business  leader  must  be  persuasive; 
he  must  be  a  diplomat  and  a  salesman;  and  he  must  be  able  to  inspire 
his  people  and  to  win  their  confidence.  Modern  management  emphasizes 
good  human  relations:  letting  people  know  precisely  what  is  expected  of 
them;  a  clear-cut  defining  of  duties,  responsibilities,  and  rights;  the  giving 
of  recognition  for  good  performance;  the  use  of  temperance  in  appraising 
people;  the  understanding  that  management  is  not  infallible;  and  all  the 
precepts  with  which  we  are  so  familiar.  Despite  our  familiarity,  however, 
there  are  still  too  many  violations  of  these  and  other  fundamental  tenets. 

Another  concern  of  ours  is  expanding  the  horizons  of  our  management 
people.  We  attempt  to  make  them  acutely  aware  of  the  fact  that  their 
interests  must  go  beyond  their  particular  job  function  and  that  modern 
management  must  keep  somewhat  abreast  of  the  social,  economic,  and 
political  conditions  of  the  times.  In  part,  this  reflects  the  changing  role 
of  the  corporation  in  our  modern  society. 

The  corporation  of  today  has  responsibilities  which  transcend  those 
to  its  stockholders  and  employees;  it  must  become  a  good  industrial 
citizen,  and  it  must  assume  its  share  of  responsibility  in  national  and 
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international  affairs.  This  means  that  each  corporation  must  consider  its 
actions  in  the  light  of  the  effect  that  these  actions  will  have  on  the 
public  judgment  of  business  in  general;  that  there  is  a  definite  obligation 
for  improving  our  government,  local  and  national,  by  encouraging  our 
people  to  accept  more  responsibility  in  this  area;  and  finally,  that  corpora- 
tions must  perform  their  duty  of  helping  our  government  to  interpret 
intelligently  our  way  of  life  to  the  world.  Expanding  the  horizons  of  our 
management  people  also  involves  communicating  to  them  the  fact  that 
the  modern  corporation's  decisions  can  significantly  affect  the  economv 
of  our  nation,  and  sometimes  vitally  so,  not  only  in  investment  and  em- 
ployment opportunities  but  also  in  the  general  standard  of  living. 

Another  area  vitally  important  to  innovation  which  we  are  still  work- 
ing on  centers  around  the  bane  of  conformity,  that  which  John  Galbraith 
so  emphatically  decried  when  he  said:  "These  are  the  days  when  men  of 
all  social  disciplines  and  all  political  faiths  seek  the  comfortable  and  the 
accepted;  when  the  man  of  controversy  is  looked  upon  as  a  disturbing 
influence;  when  originality  is  taken  to  be  a  mark  of  instability;  and  when, 
in  minor  modification  of  a  scriptural  parable,  the  bland  lead  the  bland." 
It  is  much  easier  to  state  as  an  objective  the  creation  of  a  climate  which 
will  enable  the  individual  to  retain  the  ability  to  grow,  to  keep  an  open 
mind,  and  to  challenge  precedence  than  it  is  to  accomplish  this  objective 
in  fact. 

Physically  adapting  the  production  and  distribution  aspects  of  an 
enterprise  to  technological  change  is  not  the  major  difficulty  as  far  as 
introducing  innovations  is  concerned.  The  major  difficulty  centers  around 
changing  outmoded  ideas  of  methodology,  of  organization,  of  procedures. 
and  of  broad  human  relations.  Changing  the  ideas  is  still  but  the  first 
step.  Ideas  can  prove  meaningful  only  when  they  are  translated  into 
everyday  action,  be  it  at  the  level  of  relations  between  employer-employee, 
salesman-customer,  secretary-stockholder,  or  that  of  the  chief  executive 
and  management.  This  area  is  the  most  challenging  of  all  because  success 
requires  mutual  gain  by  both  parties.  This  area  is  also  the  most  important 
because  it  is,  in  fact,  the  court  of  last  appeal. 

CONCLUSION 

The  IBM  Company  makes  very  complicated  computing  machinery. 
Some  people  attribute  to  us  the  ability  to  make  "giant  brains"  endo^dng 
our  machines  with  human  qualities.  Such  is  not  the  case,  although  we 
do  make  some  machinery  that  is  rather  vital  to  the  everyday  life  of  the 
scientific  and  business  world  in  which  we  live.  And  yet,  in  thinking  about 
the  important  qualities  of  the  IBM  Company,  I  would  say  that  people 
who  are  able  to  create  and  people  who  are  able  to  innovate  are  far  more 
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priceless  assets  to  our  corporation  than  any  of  our  machines  or  devices. 
The  machines  and  devices  will  in  time  become  obsolete,  and  we  or  some- 
one else  will  build  new  ones  to  replace  them.  But  the  creative  people  are 
always  able  to  come  up  with  new  ideas,  be  they  in  the  field  of  manage- 
ment or  in  the  field  of  research,  sales,  hardware,  or  applications. 

The  very  moment  the  climate  of  the  corporation  is  such  that  these 
individuals  do  not  flourish  within  the  business  is  that  very  time  when 
the  whole  enterprise  will  slow  down  and  ultimately  stop.  The  challenge 
is  fairly  clear.  To  a  great  extent,  the  degree  of  success  reached  in  respond- 
ing to  it  will  depend  upon  innovation  not  only  at  the  business  managerial 
level,  but  also  at  the  broader  level  of  national  and  international  states- 
manship and  diplomacy.  Therefore,  in  our  management  in  the  IBM 
Company,  we  are  constantly  striving  for  creative  people  and  for  innova- 
tion more  so  than  for  any  one  other  item  in  our  total  corporate  operation. 


PART    SIX 


Activity  Area  Management 


Donald  D.  Pascal 


PRESIDENT,   NATIONAL 

STARCH  AND  CHEMICAL  CORPORATION 
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Don  Pascal's  first  job  was  with  the  company  of  which  he  is  now  presi- 
dent. 

In  i^2C),  while  studying  for  his  B.S.  degree  in  chemistry  at  Brooklyn 
Polytechnic  Institute,  he  applied  for  and  got  a  job  as  a  laboratory 
assistant  in  the  company's  New  York  laboratories. 

Since  that  time  he  rose  steadily  through  the  ranks,  first  becoming  a 
chemist  and  later  a  technical  service  engineer  and  manager  of  the 
technical  service  department.  He  has  had  extensive  experience  in  sales 
and  production,  having  served  as  New  York  sales  manager  and  also 
as  branch  manager  of  the  Mid-Atlantic  Division  located  in  Philadel- 
phia and  of  the  Midwestern  Division  at  Chicago. 

Having  gained  wide  experience  in  all  aspects  of  NSC's  business,  in- 
cluding sales,  product  development,  technical  seiuices,  and  finance,  his 
responsibilities  were  increased.  In  1^46,  he  became  assistant  vice  presi- 
dent and  technical  director;  in  1948,  he  was  elected  vice  president  in 
charge  of  sales;  in  1953,  a  director;  in  19^6,  executive  vice  president, 
and  in  19^8,  president. 

Mr.  Pascal  had  developed  a  deep  interest  in  research  and  the  poten- 
tials which  could  be  developed  by  using  research  as  a  tool  of  top 
management.  He  was  instrumental  in  organizing  National's  research 
committee,  consisting  of  top  officers  of  the  company,  and  serued  as  its 
chairman  from  its  inception  until  he  was  elected  president  in  1958.  He 
continues  to  serve  as  an  ex-officio  member. 

Mr.  Pascal  is  president  of  the  Adhesives  Manufacturers  Association, 
a  member  of  the  board  of  trustees  of  the  Corn  Industries  Research 
Foundation,  and  a  member  of  the  American  Management  Association, 
Packaging  Institute,  and  American  Chemical  Society.  He  is  also  active 
in  the  affairs  of  the  Manufacturing  Chemists  Association. 

Though  his  position  as  president  keeps  him  very  busy,  he  does  find 
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time  occasionally  to  indulge  in  his  favorite  sport  of  golf.  He  is  a  mem- 
ber of  the  New  York  Athletic  Club. 

He  is  married,  has  a  son,  and  lives  in  New  York  City. 
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CHAPTER    24 


Top  Management  and 
Research  and  Development 


Few  will  deny  that  the  twentieth-century  scientific  and  technological  rev- 
olution, which,  among  other  accomplishments,  has  brought  us  atomic 
power  and  to  the  verge  of  space  travel,  is  largely  the  result  of  research  and 
development  work  constantly  being  carried  on  in  the  laboratories  of 
industry,  the  universities,  and  government.  ,  -"     , 

In  addition  to  these  more  spectacular  achievements,  this  revolution  has 
brought  a  fascinating  array  of  new  products  and  processes  which  affect 
and  improve  our  daily  lives.  These  range  from  the  "wonder  drugs"  of 
medicine  to  products  and  processes  which  enable  American  industry  to 
provide  better  food,  shelter,  clothing,  transportation,  entertainment,  and 
other  human  needs. 

One  manifestation  of  the  increased  importance  of  the  chemist,  scientist, 
and  industrial  engineer  in  our  society  is  the  tremendous  competition  in 
industry  for  the  best  scientific  minds.  College  recruitment  programs, 
scholarships,  training  programs,  and  special  inducements  are  examples  of 
the  methods  industry  uses  to  obtain  and  keep  qualified  personnel  for 
their  research  and  development  programs.  1 

RESEARCH  AND  DEVELOPMENT— 
A  TOOL  OF  SURVIVAL  AND  GROW^TH 

In  many  industries,  such  as  drugs,  chemicals,  and  electronics,  develop- 
ments take  place  so  fast  that  a  company's  very  survival,  to  say  nothing  of 
growth,  depends  largely  on  a  sound,  aggressive,  and  productive  research 
and  development  program.  The  parade  of  new  products  and  processes 
will  soon  pass  by  the  standpat  company  which  is  content  to  go  on  pro- 
ducing and  marketing  the  same  old  product  without  regard  to  what  is 
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going  on  in  the  research  and  development  laboratories  of  competing 
companies. 

To  top  management,  then,  it  is  a  question  of  whether  to  join  the  parade 
(preferably  at  the  head)  or  to  be  left  far  behind.  In  short,  research  and 
development  becomes  a  tool  of  survival  and  growth,  and  whether  we 
merely  survive  or  whether  we  grow  depends  on  how  wisely,  boldly,  and 
imaginatively  we  use  it. 

While  emphasis  on  research  and  development  will  vary  from  company 
to  company,  at  National  Starch  and  Chemical  Corporation  we  consider 
R8cD  the  best  way  of  achieving  our  number  one  corporate  objective, 
which  is  profitable  growth  through  the  development  and  sale  of  new 
products  and  processes.  This  is  not  to  say  that  we  eschew  other  methods 
of  achieving  this  goal,  such  as  through  corporate  acquisitions  and  in- 
creasing our  sales  of  existing  products.  We  are  interested  in  all  the  usual 
methods  of  achieving  growth  and  are  constantly  on  the  lookout  for 
profitable  opportunities. 

But  prime  emphasis  is  placed,  as  a  matter  of  corporate  policy,  on 
growth  through  research  and  development.  There  is  a  very  basic  dollars- 
and-cents  reason  for  this.  In  our  industry,  as  in  many  others,  the  more 
profitable  products  and  processes  are  the  new  ones.  The  older  products, 
with  some  exceptions,  of  course,  tend  to  diminish  in  terms  of  net  profits, 
mainly  as  a  result  of  competition  and  new  developments  in  the  industry. 
In  short,  there  is  a  specific  though  varying  life  span  for  most  products 
in  our  industry,  during  which  period  their  profitability  tends  to  decrease 
under  our  research-minded  competitive  enterprise  system. 

Comparison  with  Other  Activity  Areas 

The  use  of  research  and  development  by  top  management  to  further 
corporate  objectives  is  especially  challenging  because  of  the  difficulty  in 
assessing  at  any  given  time  its  current  contribution  to  company  sales 
and  profits. 

Most  of  the  other  activity  areas  reviewed  in  this  Handbook,  which  are 
also  top  management  tools  for  profitable  growth,  are  comparatively  easy 
to  measure,  though  of  course  they  present  their  special  problems.  In  the 
case  of  production,  for  instance,  there  are  definite  things  to  go  bv.  such 
as  capital  investment  in  plant  and  equipment,  depreciation,  units  and 
rate  of  production,  labor  and  raw-material  costs,  and  overhead.  Similarly, 
the  effectiveness  of  the  marketing  organization  can  be  measured  in  terms 
of  sales  and  their  relation  to  profits  and  costs  of  sales. 

In  research  and  development,  however,  there  are  few  such  yardsticks. 
Though  we  may  estimate  that  a  certain  percentage  of  our  current  sales 
and  profits  is  from  products  or  processes  developed  in  recent  years  in  our 
laboratories,  there  is  no  sure  way  of  forecasting  the  contribution  that 
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today's  research  and  development  will  make  to  sales  and  profits  in  the 
immediate  future  or  over  the  next  ten  years. 

Tomorrow  a  team  of  chemists  working  in  an  industrial  laboratory  may 
come  up  with  a  new  product  or  process  which  will  revolutionize  a  par- 
ticular industry  and  bring  tremendous  growth  and  profits  to  the  company 
for  which  they  work.  Or  at  the  other  extreme,  they  may  come  to  a  dead 
end  with  little  or  nothing  to  show  for  the  time,  money,  and  equipment 
invested  in  the  project. 

So,  although  we  know  from  our  own  past  experience  and  that  of  others 
that  R&D  is  a  most  necessary  tool  for  survival  and  growth,  the  use  of  this 
tool  by  top  management  requires,  in  addition  to  the  obvious  need  for 
the  best  scientific  people  and  equipment,  a  large  measure  of  faith  in  the 
potential  of  research  and  development,  imagination,  intuition,  and  a 
willingness  to  take  a  calculated  risk. 

Specific  Objectives  of  Research  and  Development 

Now  let  us  turn  to  some  specific  functions  and  objectives  of  R8cD.  At 
National  Starch  and  Chemical  Corporation,  we  have  set  the  following 
goals  for  our  research  and  development  program: 

1.  Develop  improved  processes  in  the  manufacture  of  existing  products, 
and  thereby  reduce  costs. 

2.  Improve  quality  and  uniformity  of  existing  products,  and  thereby 
improve  our  competitive  position,  sales,  and  profits. 

3.  Develop  other  improvements  in  properties  and  performance  of  exist- 
ing products,  and  thereby  increase  their  sales  and  profits. 

4.  Develop  a  background  of  technical  information  for  use  in  serv- 
icing customers,  thereby  improving  our  competitive  position,  sales, 
and  profits. 

5.  Find  new  uses  for  products  and  formulas  already  produced  by  the 
company,  thereby  increasing  sales  and  profits. 

6.  Develop  new  products  not  only  for  present  customers  and  industries 
served  by  the  company,  but  for  new  ones  as  well,  thus  increasing  and 
diversifying  our  product  line  and  improving  the  company's  sales  and 
profits. 

7.  Through  research,  development,  and  test  manufacturing  in  our  pilot 
plant,  learn  to  supply  our  own  needs  for  various  raw  materials,  thus 
reducing  costs  and  increasing  profits. 

These  admittedly  are  ambitious  goals  against  which  it  is  difficult  to 
measure  current  progress.  Nevertheless,  they  serve  as  guidelines  for  top 
management  in  making  policy  decisions  with  respect  to  specific  research 
and  development  activities  in  our  company.  If  a  proposed  R&rD  project 
ofiiers  a  reasonable  chance  of  achieving  one  or  more  of  the  above  objectives 
and  if  the  investment  in  time,  equipment,  and  money  is  not  out  of  line 
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with  the  anticipated  benefits,  then  in  all  likelihood  the  project  will  be 
approved. 

RESEARCH  AND  DEVELOPMENT  AT  NATIONAL 
STARCH  AND  CHEMICAL  CORPORATION 

Before  proceeding  to  discuss,  from  my  experience  at  National  Starch 
and  Chemical  Corporation,  the  ways  and  means  top  management  uses 
research  and  development  to  attain  the  dollars-and-cents  goals  listed 
above,  I  would  like  to  give  a  bit  of  background  and  historical  informa- 
tion on  research  and  development  at  our  company,  as  well  as  a  brief 
description  of  the  present  setup.  The  purpose  is  to  provide  an  understand- 
ing of  the  tools  we  use  before  going  on  to  explain  how  we  use  them. 

Originally,  our  company  was  engaged  primarily  in  the  sale  of  adhesives, 
which  we  produced  from  starches,  animal  glues,  natural  gums,  and  resins 
purchased  from  outside  sources.  In  the  early  1930s,  we  became  interested 
in  developing,  through  research,  new  starch  derivatives  and  specialties. 
This  policy  was  given  further  impetus  when  in  1939  the  company  estab- 
lished its  own  starch-producing  facilities  and  soon  led  us  into  such  new 
fields  as  food  processing,  textiles,  paper,  and  many  other  industries  to 
which  we  today  supply  starch  products. 

Later  on,  especially  during  World  War  II,  our  interests  broadened  to 
include  polyvinyl  acetate  emulsions,  copolymers,  and  other  resin-based 
chemicals.  Research  and  development  work  in  this  field  wrs  accelerated 
by  military  demand  for  special  adhesive  and  packaging  materials  during 
the  war.  As  a  result,  our  company  today  is  the  second  largest  producer 
of  polyvinyl  acetate  polymers  and  copolymers  in  emulsion  and  solution 
form  which  are  used  in  adhesives,  paints,  packaging,  paper  coating,  tex- 
tiles, and  other  fields. 

Prior  to  1952,  research  and  development  activities  ^\ere  conducted  in 
the  New  York  headquarters  of  the  company.  Today,  the  Alexander 
Research  and  Development  Laboratories  of  National  Starch  and  Chem- 
ical Corporation  are  located  in  Plainfield,  New  Jersey.  Named  after  the 
founder  of  the  company,  Alexander  Alexander,  they  consist  of  about 
30,000  square  feet  of  space  in  a  modern  one-story  brick  building.  The 
laboratories,  which  were  built  in  1952,  were  expanded  in  1955  by  the 
addition  of  a  16,000-square-foot  new  wing  to  house  product  development 
and  application  facilities.  The  present  property  provides  ample  space  for 
further  planned  expansion. 

Across  the  street  from  the  labs  are  located  one  of  the  principal  manu- 
facturing plants  of  the  company  and  a  special  pilot  plant  for  the  test 
manufacturing  of  new  products  developed  in  the  labs. 

Approximately  200  persons  are  employed  at  the  Plainfield  laboratories 
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and  pilot  plant.  Of  the  200,  almost  100  are  professional  chemists  and 
chemical  engineers.  The  balance  are  mostly  technicians,  assistants,  and 
a  small  clerical  staff. 

The  activities  at  the  Plainfield  laboratories  are  divided  into  two 
classifications,  or  categories,  each  with  a  number  of  subdivisions  according 
to  products  or  industries  served: 

1.  Research 

2.  Product  development  and  technical  service 

Of  the  200  employees  at  the  labs,  about  75  are  in  the  research  group  and 
125  in  product  development  and  technical  service. 

Research 

The  importance  of  research  to  a  company  like  ours  is  shown  by  the 
fact  that  about  30  per  cent  of  our  current  sales  are  of  products  which  are 
less  than  ten  years  old.  A  great  many  of  these  products,  as  well  as 
processes  used  by  the  company  and  its  customers,  are  the  result  of  the 
research  work  done  at  the  Plainfield  laboratories  under  the  direction  of 
the  vice  president  of  research. 

The  type  of  research  varies  from  near-basic,  where  no  specific  end  use 
is  in  mind,  to  applied,  where  specific  areas  of  interest,  problems,  or  end 
uses  are  the  motivating  factors  behind  the  research.  While  our  research 
programs  cover  a  wide  variety  of  interests,  starch  and  synthetic  resins  are 
the  two  major  fields,  and  the  department  is  divided  accordingly. 

Starch  Research.  Activity  in  starch  research  is  directed  primarily  toward 
synthesizing,  analyzing,  and  evaluating  new  starch  derivatives  obtained 
through  the  interaction  of  various  chemical  reagents  and  catalysts  with 
starch.  The  properties  of  new  derivatives  thus  obtained  are  observed  and 
evaluated  with  a  view  toward  their  application  to  industries  already 
served  by  the  company,  as  well  as  to  new  industries  and  uses. 

A  good  example  of  our  research  in  this  area  was  the  development  of 
Cato  starch.  This  derivative  was  discovered  in  our  Plainfield  laboratory. 
When  its  properties  were  examined,  it  was  felt  that  it  would  have  applica- 
tion not  only  in  the  paper  industry,  but  in  textile  and  other  fields  as 
well.  This  proved  to  be  the  case,  and  sales  of  Cato  starch  amounted  to 
several  million  pounds  during  1957  (its  first  year  on  the  market)  and  have 
increased  substantially  since  that  time. 

Another  purpose  of  the  starch  research  section  is  to  develop  special 
starch  products  with  unique  properties  which  will  enable  the  company 
to  get  new  accounts  or  customers  who  will  also  buy  the  standard  starches 
produced  by  the  company.  Considerable  attention  is  also  given  to  the 
study  of  all  possible  physical  means  of  modifying  starch  through  pyrolysis 
(dextrinization),  drying,  precooking,  and  grinding. 
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The  starch  research  section  also  supports  and  works  closely  with  corn 
geneticists  or  breeders  in  the  development  of  strains  of  corn  containing 
specialized  types  of  starches.  An  example  of  successful  cooperative  re- 
search in  this  field  was  the  development  by  our  company  and  American 
Maize  Products  of  a  new  type  of  corn,  known  as  High  Amylose,  which 
represents  a  break-through  in  corn  genetics.  The  new  type  of  corn 
produces  starch  with  excellent  film  and  gel  properties,  suggesting  uses 
in  the  adhesive,  textile-application,  paper-coating,  and  food  fields.  This 
starch  may  possibly  find  markets  in  the  field  of  clear  water-soluble  films 
for  food  packaging  and  the  making  of  fibers  for  the  textile  industry. 
Definite  commercial  uses  of  High  Amylose  starch,  however,  must  a^vait 
the  outcome  of  intensive  research  now  going  on. 

Another  objective  of  the  starch  research  section  is  the  modification  of 
starch  to  produce  products  for  specific  end  uses  in  the  paper,  textile,  food, 
and  other  fields. 

Synthetic-resin  Research.  The  second  major  part  of  the  research  program 
is  the  synthetic-resin  research  section.  An  important  phase  of  research 
in  this  field  is  the  preparation  of  unique  polymer  and  copolvmer  com- 
positions. Another  important  activity  is  the  general  study  of  the  process 
of  polymerization  (the  conversion  of  liquid  or  gaseous  chemical  mono- 
mers into  long-chain  plastic  polymer  materials).  Still  another  phase  is  the 
study  of  the  physical  characteristics  of  resins  produced  in  the  lab,  -w'hether 
in  dispersion,  solution,  or  in  solid  form. 

A  good  example  of  successful  synthetic-resin  research  ^vas  the  develop- 
ment by  the  company  of  polyvinyl  acetate  resin  for  use  in  -^vater-based 
paints.  The  substance  is  quick-drying,  practically  odorless,  and  easy  to 
apply.  Retaining  the  advantages  of  oil-based  paints,  it  is  also  easily  mixed 
with  water  and  with  the  various  pigments  required  to  make  different- 
colored  paints.  Development  of  this  series  of  resins  was  a  major  step 
forward  for  the  paint  industry  and  for  our  company.  A  major  con- 
tributing factor  to  the  development  of  this  new  product  ^vas  our  funda- 
mental knowledge  of  emulsion-paint  formulation,  gained  through  re- 
search and  development,  which  we  were  able  to  use  to  teach  paint 
manufacturers  how  to  make  paint  out  of  the  new  material. 

Other  Research.  In  addition  to  this  research  in  starch  and  synthetic 
resins,  the  Plainfield  chemists  are  also  interested  in  discovering  and 
developing  derivatives  based  on  the  various  protein  and  carbohvdrate 
by-products  of  corn-starch  manufacturing,  such  as  the  bran,  which  no^v 
is  mixed  with  feed  components.  These  programs  entail  the  most  imagina- 
tive type  of  organic,  physical,  and  colloid  chemistry  work.  The  research 
department  is  also  interested  and  engaged  in  exploring  the  potentialities 
of  all  materials  that  have  possible  uses  as  adhesives,  binders,  coatings, 
and  impregnants.  Work  in  this  field  involves  not  only  starch  and  resin, 
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but  also  a  wide  variety  of  natural  and  synthetic  polymeric  products, 
including  other  carbohydrates,  natural  gums,  and,  in  addition,  con- 
densation resins. 

Product  Development  and  Technical  Service 

The  second  major  division  or  function  of  the  Plainfield  laboratories 
is  product  development  and  technical  service.  Divided  into  industry  or 
end-use  subdivisions,  this  section  has  three  main  purposes  or  functions, 
as  follows. 

1.  Evahiatioji.  Working  closely  with  the  research  chemists  and  often 
with  customers,  the  product  development  and  technical  service  group 
tests  and  evaluates  new  materials,  products,  and  processes  discovered 
or  developed  by  the  research  chemists.  Under  this  grouping  comes  such 
work  as  determining  the  possible  uses  to  which  a  new  chemical  or  product 
may  be  put,  the  size  of  the  potential  market,  and  a  comparison  of  its 
qualities  and  probable  price  with  competitive  products,  if  any.  At  the 
same  time,  and  under  the  direction  of  the  research  department,  the  new 
product  or  process  is  tested  in  the  pilot  plant  to  determine  whether  it 
can  be  produced  profitably  on  a  commercial  basis,  the  cost  of  needed 
machinery  or  equipment,  and  the  probable  cost  in  terms  of  time  and 
hourly  wages.  The  findings  of  this  double-barreled  evaluation  process 
are  then  presented  to  the  research  and  development  committee  of  top 
management,  which  makes  the  final  decision  on  whether  or  not  to  go 
into  commercial  production. 

2.  Product  development  for  specific  end  uses.  A  primary  function  of 
product  development  is  to  develop  and  modify  products  for  specific  end 
uses.  The  chemists  in  this  section  always  have  specific  applications  in 
mind,  as  contrasted  with  the  research  chemists  who  seek  to  find  unique 
products  without  having  an  end  use  in  mind.  These  chemists  also  study 
the  techniques  and  conditions  under  which  products  and  processes  are 
used  in  specific  customer  industries,  such  as  paper  and  textiles.  Activity 
in  this  area  may  come  about  as  a  result  of  a  customer's  request  for  a 
product  or  process  to  meet  a  specific  need  or  to  solve  a  specific  problem. 
Or  it  may  come  about  as  a  result  of  the  initiative  or  discovery  of  the 
product-development  chemist  himself,  often  working  closely  with  the 
research  chemist. 

3.  Technical  se^-uice.  The  very  nature  of  our  business  and  products 
makes  the  technical  serviceman  a  very  important  member  of  the  market- 
ing-engineering team.  Revolutionary  developments  in  the  industries  ^ve 
serve,  such  as  paper,  adhesives,  textiles,  packaging,  food  processing,  paint, 
rubber,  and  furniture,  mean  that  new  processes  must  be  devised  and 
technical  problems  solved  quickly  and  thoroughly.  It  is  the  responsibility 
of  the  technical  serviceman  to  bring  back  to  the  lab  the  problems  of  our 
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customers  for  solution  by  the  research  and  product-development  chem- 
ists. These  solutions  may  range  from  the  development  of  entirely  new- 
products  and  processes  to  subtle  differences  in  the  make-up  and  applica- 
tion of  existing  ones.  Working  closely  with  the  research  and  product- 
development  chemists  on  the  one  hand  and  with  salesmen  and  customers 
on  the  other,  the  technical  serviceman  is  an  indispensable  link  in  the 
chain  leading  from  the  research  chemist  in  the  lab,  through  product 
development,  production,  and  sales,  to  the  customer. 

Organization  of  Product  Development  and  Technical  Service  Section.  As  in 
the  case  of  the  research  section,  the  product  development  and  technical 
service  section  is  divided  into  two  major  parts,  reflecting  the  major  areas 
of  company  interest,  namely: 

1.  Starch  products  development  and  technical  seiuice,  headed  by  prod- 
uct managers  responsible  to  the  corporate  vice  president  in  charge  of 
starch  sales 

2.  Adhesive  and  resin  products  development  and  technical  service. 
similarly  headed  by  product  managers  responsible  to  the  vice  president 
in  charge  of  sales  of  these  products 

Within  each  of  the  above  two  major  parts,  there  are  divisions  working 
on  projects,  products,  or  processes  for  specific  industries  or  customers 
served  by  the  company.  Thus,  in  the  starch  products  development  and 
technical  service  area,  there  are  separate  divisions  for  the  paper,  food. 
and  textile  industries. 

Similarly,  in  the  adhesive  and  resin  products  development  and  tech- 
nical service  area  there  are  the  adhesive  division,  resin  division,  and 
structural  products  division,  each  with  its  own  laboratory,  ^sorking  on 
projects  applicable  to  the  packaging,  paint,  furniture,  and  other  fields. 

Here  again,  there  is  overlapping  of  functions  and  responsibilities,  such 
as  in  the  field  of  adhesives,  which  may  be  starch-  or  resin-based.  The  very 
nature  of  successful  research  and  development  precludes  rigidity  of 
functions  and  aims.  Frequently  a  chemist  working  on  one  project  may 
come  up  with  a  formula,  process,  or  application  of  interest  to  his  asso- 
ciate working  on  an  entirely  different  project  for  another  industrv  or 
customer.  Therefore  provision  is  made  for  the  frequent  exchange  of  ideas 
and  knowledge  so  that  everyone  is  informed  as  to  the  objectives  and 
progress  of  the  over-all  research  and  product-development  program. 

DIRECTION  AND  CONTROL  OF  RESEARCH  AND  DEVELOPMENT 

In  the  foregoing,  I  have  attempted  to  give  an  understandable  presenta- 
tion of  the  broad  and  specific  objectives  of  research  and  development  in 
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our  company,  as  well  as  a  brief  description  of  its  functions  and  organiza- 
tional setup.  Let  us  now  turn  to  the  important  question  of  how  top 
management  directs,  controls,  and  coordinates  this  activity  with  the  other 
activity  areas  of  management. 

In  the  first  place,  it  can  be  seen  from  the  foregoing  that  direct  re- 
sponsibility for  starch  and  synthetic-resin  research,  in  the  area  of  both 
new  products  and  new  processes,  is  vested  in  a  member  of  top  manage- 
ment with  offices  in  Plainfield,  namely,  the  vice  president  of  research  for 
the  company.  In  addition,  this  officer  is  charged  with  advising  and 
cooperating  with  the  company  attorneys  in  the  matter  of  obtaining 
patents  for  new  products  and  processes  developed  in  the  laboratories.  The 
importance  of  this  work  is  indicated  by  the  fact  that  in  starch  products 
alone  30  per  cent  of  our  sales  is  in  products  which  are  patented. 

As  a  member  of  top  management,  the  research  vice  president  is,  of 
course,  in  frequent  contact  with  our  chairman,  with  myself  as  president, 
and  with  his  fellow  vice  presidents  in  charge  of  other  activity  areas,  such 
as  production,  sales,  and  finance.  For  this  purpose,  the  research  vice 
president  spends  on  an  average  one  day  a  week  in  the  New  York  head- 
quarters of  the  company.  I  might  also  point  out  that  this  officer  has  an 
administrative  assistant  at  the  labs,  so  that  he  is  not  burdened  with  de- 
tails of  administration  and  can  devote  his  full  time  and  talents  to  the 
direction,  control,  and  coordination  of  the  research  function. 

Similarly,  I  have  described  how  the  product  development  and  technical 
service  activity  is  the  joint  responsibility  of  the  two  New  York-based  sales 
vice  presidents  of  starch  products  and  of  adhesives  and  resin  products. 
Reporting  directly  to  these  members  of  top  management  are  product 
managers  in  Plainfield.  Incidentally,  both  our  vice  president  of  starch 
sales  and  our  vice  president  of  adhesive  and  resin  sales  hold  chemical 
degrees,  as  do  most  of  our  top  officers,  managerial,  sales,  and  technical 
personnel.  Our  research  vice  president,  of  course,  has  a  doctorate  degree 
in  chemistry,  as  does  our  vice  president  of  manufacturing. 

Top  Management  Research  and  Development  Committee 

In  addition  to  this  line  responsibility  of  the  top  officers  of  the  company 
for  the  research  and  development  function,  effective  and  continuing 
direction,  control,  and  coordination,  especially  at  the  policy-making  level, 
is  achieved  through  the  research  and  development  committee,  consisting 
of  the  following  officers:  the  senior  vice  president,  who  is  chairman;  the 
vice  president  for  research;  the  vice  president  for  starch  sales;  the  vice 
president  for  adhesive  and  resin  sales;  the  manufacturing  vice  president; 
and  myself. 

The  research  and  development  committee  is,  in  effect,  the  board  of 
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directors  of  the  Plainfield  laboratories.  As  such  it  is  responsible  for  policy 
and  major  decisions  affecting  the  work  at  the  labs.  Specifically,  it  is 
charged  with  the  following  responsibilities: 

1.  Defining  and  setting  the  research  goals,  such  as  those  enumerated 
earlier  in  this  chapter 

2.  Reviewing  and  assessing,  in  so  far  as  possible,  progress  made  in 
achieving  those  goals 

3.  Progress  review  of  specific  R8cD  projects 

4.  Budgeting  the  R&D  effort,  i.e.,  deciding  how  much  time  and  money 
to  spend  on  various  major  projects,  which  ones  to  drop,  and  which  ones 
to  continue 

5.  Making  final  decisions  on  such  questions  as  whether  to  market  a 
new  product  or  process  developed  at  the  lab,  i.e.,  whether  to  invest  the 
money  and  take  the  risks  involved 

6.  All  major  decisions  of  a  policy  nature  affecting  research  and  develop- 
ment 

The  research  and  development  committee  thus  is  the  major  instrument 
or  method  through  which  top  management  directs,  controls,  and  coordi- 
nates the  R8cD  program  so  that  it  will  make  a  maximum  contribution  to 
the  number  one  corporate  objective,  profitable  growth. 

This  accent  on  profitable  growth  through  research  and  development  is 
underscored  by  the  fact  that  the  chairman  of  the  committee  is  the  senior 
vice  president  of  National  Starch  and  Chemical  Corporation,  whose 
main  responsibility  is  to  plan  the  company's  future  growth  and  ex- 
pansion. Fully  one-half  of  his  time  is  spent  on  research  and  development 
policy,  which  is  another  indication  of  the  importance  our  companv  at- 
taches to  this  method  of  growth. 

The  presence  on  the  committee  of  the  manufacturing  vice  president  is 
both  logical  and  necessary.  As  the  officer  in  charge  of  production,  he 
brings  to  the  committee  knowledge  of  the  problems  ^vhich  must  be  solved 
in  our  plants  before  a  new  product  can  go  into  production.  His  experi- 
ence and  knowledge  of  both  chemistry  and  production  are  invaluable  to 
the  committee  and  to  the  whole  R&D  program.  His  advice,  for  instance, 
can  help  ensure  that  a  new  product  or  process  is  practical  and  economical 
from  the  standpoint  of  commercial  manufacture.  Conversely,  he  can  and 
does  bring  to  the  lab  for  solution  problems  which  arise  in  the  plants  in 
connection  with  the  production  of  our  products  or  the  use  of  ne^\' 
processes. 

The  presence  on  the  committee  of  the  vice  presidents  of  research, 
starch  sales,  and  adhesive  and  resin  sales  is  explained  by  their  kev  roles 
in  directing  the  research  and  development  program,  which  I  have  already 
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described.  I  might  add,  however,  that  the  two  sales  vice  presidents  bring 
to  the  committee  their  experience  and  knowledge  in  the  marketing  of 
our  products,  including  such  important  information  as  customer  prefer- 
ences and  problems. 

My  role  as  a  member  of  the  committee  is  to  represent  the  viewpoints 
and  problems  of  the  other  activity  areas  not  directly  represented  on  the 
committee,  such  as  personnel,  finance,  legal,  advertising,  and  public 
relations.  Also,  in  my  capacity  as  president  and  chief  administrative  officer 
of  the  company,  it  is  my  responsibility  to  see  to  it  that  the  policy  decisions 
of  the  board  of  directors  are  carried  out  in  all  areas  of  the  company's 
operations,  including  research  and  development.  Since,  as  we  have  seen, 
profitable  growth  through  research  and  development  is  the  major  ob- 
jective of  the  company,  it  is  only  natural  that  I  should  be  a  member  of 
this  important  committee.  In  fact,  though  charged  with  the  administra- 
tion of  all  company  activities,  almost  20  per  cent  of  my  time  is  spent  on 
research  and  development  matters,  both  as  a  member  of  the  committee 
and  in  day-to-day  contacts  or  consultations  with  other  committee  mem- 
bers. This  is  more  time  than  I  spend  on  any  other  activity  area,  with 
the  possible  exception  of  sales,  and  is  another  indication  of  the  im- 
portance which  we  attach  to  research  and  development  at  National  Starch 
and  Chemical  Corporation. 

Not  listed  as  a  member  of  the  committee,  but  nevertheless  an  important 
ex-officio  member,  is  Frank  K.  Greenwall,  chairman  and  chief  executive 
officer  of  our  company.  Though  not  himself  a  chemist,  Mr.  Greenwall, 
throughout  his  long  career  at  National  Starch  and  Chemical  Corporation, 
has  always  been  keenly  interested  in  research  and  attends  many  of  the 
meetings  of  the  committee.  Through  daily  contact  with  me  and  frequent 
contact  with  the  other  members  of  the  committee,  he  keeps  abreast  of 
the  research  and  development  program,  and  as  chairman  and  chief  execu- 
tive officer  of  the  company,  he  participates  in  major  policy  recommenda- 
tions of  the  committee. 

How  the  Committee  Operates.  The  research  and  development  committee 
meets  about  eighteen  times  a  year,  at  the  call  of  the  chairman.  Usually, 
each  meeting  is  devoted  to  a  review  of  one  area  of  research  and  develop- 
ment. The  vice  president  in  charge  of  that  particular  research  or  de- 
velopment activity,  together  with  his  product  or  project  managers,  makes 
a  full  report  to  the  committee  on  the  progress  attained  since  the  previous 
report.  This  is  usually  accompanied  by  recommendations  for  considera- 
tion by  the  full  committee.  There  follows  a  period  of  questions,  answers, 
and  general  discussion,  in  which  the  views  of  all  committee  members  are 
exchanged.  The  recommendations  of  the  research  and  development  people 
are  weighed  against  the  needs,  problems,  and  experience  of  other  activity 
areas,  especially  production,  marketing,  and  finance. 
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Thus  the  decisions  reached  by  this  committee  represent  the  best  judg- 
ment of  responsible  members  of  top  management  and  take  into  consider- 
ation all  aspects  of  the  company's  operations.  If  a  decision  involves  a 
matter  of  major  corporate  policy  or  a  large  capital  investment,  it  is 
referred  to  the  company's  executive  committee  for  submission  to  the 
board  of  directors.  In  this  connection,  all  officers  of  the  company,  includ- 
ing R8cD  committee  members,  attend  meetings  of  the  board  of  directors, 
even  though  not  all  are  board  members. 

During  the  course  of  the  year  each  research  and  development  activity 
or  project  is  reviewed  twice  in  this  manner.  Provision  is  made,  of  course, 
for  additional  review  and  decision  as  developments  demand.  Thus  there 
is  continuing  top  management  direction  and  participation  in  this  all- 
important  field  through  the  medium  of  this  committee,  representing  the 
best  thinking  from  all  aspects  of  the  company's  operations. 

Annual  Research  and  Development  Meeting 

If  the  direction,  control,  and  coordination  of  research  and  development 
by  top  management  is  to  be  really  effective,  there  must  be  an  understand- 
ing and  appreciation,  throughout  the  company,  of  its  over-all  corporate 
objectives  and  what  R8cD  is  doing  to  help  achieve  them.  Conversely, 
there  must  be  similar  understanding,  on  the  part  of  the  people  in  the  labs, 
of  the  functions  and  problems  of  other  activity  areas. 

The  research  and  development  committee  fills  this  need  only  to  a 
certain  extent,  in  that  top  officers  of  the  company,  representing  different 
activity  areas,  are  in  frequent  contact  with  the  R&D  people.  The  com- 
mittee is  intended  primarily  to  be  a  policy  mechanism,  and  not  one  for 
the  dissemination  of  information  throughout  the  company. 

One  of  the  methods  we  have  used  to  fill  this  need  for  greater  mutual 
understanding  between  R&D  and  other  activity  areas  is  the  annual  re- 
search and  development  meeting,  at  which  the  people  from  the  labs  really 
have  "their  day  in  court."  Actually,  the  meeting  covers  Uvo  full  days  and 
is  attended  by  about  forty  key  employees  and  managers  from  all  depart- 
ments of  the  company. 

At  the  meetings,  which  usually  take  place  in  April,  management-in- 
depth  gets  a  full  presentation,  both  verbal  and  visual,  of  the  results  of 
the  year's  R&D  effort.  Most  important,  they  also  are  told  of  the  direction 
in  which  our  various  research  and  development  groups  are  extending 
their  efforts  and  what  this  will  mean  in  the  future.  Thus  the  key  people 
in  management,  below  the  level  of  the  R&D  committee  members,  are 
indoctrinated  and  informed  on  the  importance  of  research  and  develop- 
ment, not  only  to  their  own  jobs,  but  to  the  over-all  success  of  the  com- 
pany. 

Another  most  important  value  of  these  annual  meetings  is  the  feed-back 
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reaction  from  the  management  group,  representing  as  it  does  years  of 
experience  in  production,  marketing,  finance,  risk  judgment,  and  other 
areas.  This  feedback,  in  the  form  of  searching  questions  and  suggestions 
from  the  audience,  not  only  helps  the  R&D  chemist  gain  a  better  under- 
standing of  other  departments,  but  also  shows  him  how  important  his 
work  is  to  the  rest  of  the  company.  Psychologically  this  is  important,  for  it 
counteracts  the  false  impression  often  found  among  research  people  that 
the  rest  of  the  company  does  not  have  a  full  appreciation  of  what  they  are 
doing,  an  impression  which  may  be  the  result  of  the  comparatively  iso- 
lated circumstances  under  which  they  work. 

This  annual  meeting,  together  with  the  meetings  of  the  research  and 
development  committee,  also  causes  the  R8cD  people  to  take  stock  of 
what  they  are  doing  and  to  relate  it  to  the  company's  objectives.  This 
means  that  they  must  come  to  the  meeting  with  a  knowledge  of  manage- 
ment's views,  objectives,  and  problems,  all  of  which  is  to  the  good  and 
makes  easier  the  effective  direction  and  control  of  R&D. 

Traditionally,  the  annual  meeting  in  April  is  followed  on  the  third 
day  by  a  meeting  of  the  research  and  development  committee,  which, 
thanks  to  the  presentations  and  the  feedback  which  it  has  witnessed 
during  the  preceding  two  days,  is  in  a  better  position  to  make  major 
decisions  that  will  chart  the  future  progress  and  success  of  the  com- 
pany. 

It  might  be  of  interest  to  know  that  these  annual  research  and  develop- 
ment meetings  were  organized  on  a  regular  basis  nearly  a  decade  ago, 
before  the  formation  of  the  research  and  development  committee.  In  fact, 
the  R&D  committee  was  an  outgrowth  of  the  annual  meetings,  which 
were  so  successful  that  it  was  decided,  about  five  years  ago,  that  there 
should  be  more  frequent  meetings,  with  representative  members  of  top 
management  in  attendance. 

Role  of  Company-wide  Training  Program 

Our  company's  intensive  and  continuing  training  program  also  plays  a 
major  and  effective  role  in  the  coordination  of  R&D  with  the  rest  of  the 
company.  Basic  to  our  philosophy  of  training  is  the  belief  that  on-the-job 
training,  integrated  with  formal  instruction  on  all  aspects  of  the  com- 
pany's operations,  is  far  more  beneficial  than  a  purely  academic  type  of 
training  course.  On-the-job  training  increases  the  immediate  usefulness  of 
the  individual  and  lays  a  foundation  of  concrete  experience  for  his  future 
growth. 

The  job  experience  of  the  beginner  in  our  company  is  rounded  out 
through  an  instruction  program,  called  the  technical  survey  course,  con- 
ducted by  officers,  managers,  and  supervisors  from  research  and  develop- 
ment. Each  session  lasts  about  314  days,  and  the  courses  are  concentrated 
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over  a  period  of  three  months.  During  the  morning  sessions  the  product 
managers  instruct  the  classes  in  the  historical  background  and  current 
applications  of  starch,  resins,  and  adhesives  to  the  industries  served  by 
the  company.  This  portion  of  the  course  is  attended  not  only  by  research 
and  development  trainees  and  employees,  but  also  by  trainees  and  em- 
ployees from  the  administrative,  sales,  accounting,  and  other  branches  of 
the  company. 

The  afternoon  sessions  are  more  specific  and  are  attended  primarily 
by  R&D  trainees  and  other  technical  personnel.  In  these  sessions  the 
accent  is  on  fundamental  instruction  in  research  and  development,  with 
practical  demonstrations  of  the  principles  discussed  in  the  morning  as 
they  apply  to  R&D  work  affecting  specific  industries  or  end  uses. 

Although  the  technical  survey  course  is  primarily  intended  for  new 
employees,  I  wish  to  emphasize  that  training  at  National  Starch  and 
Chemical  Corporation,  as  a  matter  of  company  policy,  is  continuous.  Our 
men  are  expected  to  continue  their  training  regardless  of  their  years  of 
service,  and,  as  I  have  said,  the  courses,  especially  the  morning  sessions, 
are  attended  by  old  as  well  as  new  employees  from  all  departments. 

Thus,  from  the  very  beginning  of  their  careers,  our  employees  are  con- 
stantly trained  and  exposed  to  the  important  role  of  R&D  and  to  current 
developments  in  the  labs.  We  have  learned  through  experience  that  all 
our  departments  function  better  if  they  have  an  appreciation  of  the 
research,  development,  and  technical  aspects  of  our  business. 

As  for  the  on-the-job  training  of  our  new  research  and  development 
employees,  all  laboratory  jobs  start  right  at  the  bench  so  that  they  can 
practice  what  they  are  taught  in  the  technical  survey  course.  In  fact, 
work  schedules  are  arranged  to  tie  in  with  these  courses,  which  consist 
of  lectures,  conferences,  projects,  problem  assignments,  informal  seminar 
discussions  of  basic  theory,  plant  trips,  and  quizzes.  The  progress  and 
aptitudes  of  each  trainee  are  carefully  evaluated  by  his  staff  instructors 
with  a  view  toward  his  future  assignment. 

Publicity  about  Research  and  Development  in  Company  House  Organ 

To  reinforce  and  supplement  these  methods  of  making  the  whole  com- 
pany research-and-development-conscious,  we  regularly  publish  in  our 
house  organ.  National  News,  at  least  one  article  about  the  latest  develop- 
ments in  the  laboratories.  In  all  these  articles,  emphasis  is  placed  not  only 
on  the  particular  product  or  project  covered,  but  on  the  vital  importance 
to  the  whole  company  of  the  R&D  effort. 

In  addition  to  informing  employees  of  the  importance  of  R&D  to  their 
future  and  that  of  the  company,  these  articles  also  have  the  desirable 
effect  of  giving  due  recognition  to  the  people  in  the  lab.  Frequently  the 
articles  are  signed  or  "by-lined"  by  the  chemist  or  product  manager  of 
the  project  covered  in  the  story. 
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Public  Relations 

Though  not  its  main  objective,  our  public  relations  program  has  the 
effect  of  keeping  our  employees-who,  after  all,  are  part  of  the  "public"- 
informed  on  company  policies  and  developments,  including  the  develop- 
ment of  new  products  and  processes.  In  addition,  copies  of  press  releases 
announcing  new  products  or  research  accomplishments  are  widely 
distributed  throughout  the  company,  especially  among  our  sales  person- 
nel. Cumulatively,  this  all  adds  to  the  understanding,  on  the  part  of  our 
employees,  of  the  importance  of  research  and  development. 

Source  of  Ideas  for  New  Products  and  Processes 

This  policy  of  "spreading  the  R8cD  gospel"  throughout  the  company 
by  means  of  the  R8cD  committee,  the  annual  research  and  development 
meeting,  the  technical  survey  course,  the  house  organ,  and  public  rela- 
tions has  also  paid  off  by  stimulating  new  ideas  and  sources  for  new 
products  and  processes.  For  instance,  a  salesman  calling  on  a  customer  is 
more  apt  to  recognize  the  possibility  of  a  new  application  of  one  of  our 
products  or  processes  to  that  customer's  operations  if  he  is  familiar  with 
the  fundamentals  of  our  research  and  development.  In  fact,  he  is  trained 
to  be  on  the  lookout  for  such  opportunities. 

As  a  recent  article  in  our  house  organ  pointed  out:  /. 

Each  new  product,  when  examined  carefully,  has  a  different  story.  There  are 
products  we  make  because  a  salesman  saw  what  a  customer  needed  in  his  process. 
There  are  new  products  which  were  originated  by  the  creativity  of  the  research 
^roup  working  and  exploring  with  their  own  ideas  and  talents.  Some  products 
start  with  our  customers,  like  the  use  of  Bio-Sorb  for  dusting  the  surgeon's  gloves 
in  the  operating  room,  or  like  DriTlo  for  making  tablets  of  the  new  antibiotics. 
The  answer  to  one  of  our  ads  can  give  us  a  clue  to  a  new  product,  or  a  tech- 
nical development  man  working  with  a  new  packaging  machine  can  see  how 
a  variation  of  one  of  our  adhesives  would  do  a  better  job. 

Sometimes  it  takes  a  small  spark  to  start  fireworks  in  a  company  like  ours. 
For  instance,  we  knew  that  Mylar  films  couldn't  be  heat-sealed  to  other  films 
successfully,  but  package  makers  wanted  to  hold  Mylar  to  other  films.  The  Na- 
tional work  started  fast  and  we  came  up  with  a  whole  series  of  primers  for  use 
on  films  to  hold  them  together. 

Accompanying  the  article  was  a  chart  showing  that,  in  addition  to 
research  and  development,  ideas  for  new  products  and  processes  come 
from  such  departments  of  the  company  as  market  research,  technical 
market  development,  process  development,  plant  development,  produc- 
tion, sales  planning,  and  sales.  I  have  quoted  from  this  article  not  only 
to  illustrate  my  point,  but  also  to  give  an  example  of  the  way  the  house 
organ  is  used  to  encourage  creative  thought  among  all  employees,  pai- 
ticularly  in  the  important  area  of  new  products  and  processes. 
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Research  and  Development  Budget 

With  today's  emphasis  on  research  in  industry,  it  is  only  natural  that 
there  be  considerable  interest  in  the  matter  of  budgets  for  R&D— their 
amount  and  how  they  are  arrived  at.  At  National  Starch  and  Chemical 
Corporation,  the  research  and  development  budget  making  is  a  continu- 
ous process  and  one  for  which,  as  I  have  already  pointed  out,  the  research 
and  development  committee  is  mainly  responsible. 

At  almost  every  meeting  of  this  committee,  some  decisions  are  made 
concerning  the  spending  or  investing  of  corporate  funds  in  the  R&D 
program.  These  decisions  are  based  on  the  reports  made  by  the  project 
managers  at  the  meetings  and  on  the  reaction  of  the  management  group 
represented  on  the  committee. 

A  large  part  of  our  R&D  budget,  of  course,  is  relatively  constant,  in- 
cluding such  items  as  salaries,  fixed  overhead,  and  maintenance  and 
repair  of  the  labs  and  pilot  plant.  However,  the  total  budget  is  affected 
by  periodic  policy  decisions  on  such  matters  as  the  continuation  or 
termination  of  various  projects  or  a  decision  to  go  into  commercial 
production  of  a  new  product. 

In  short,  the  budget-making  responsibility  belongs  to  top  management, 
which  exercises  it  primarily  through  the  research  and  development  com- 
mittee. Also,  it  is  a  continuous  process,  with  the  spending  subject  to 
constant  review  and  revision,  up  or  down,  depending  upon  the  best  judg- 
ment of  top  management.  Currently,  spending  for  R&D  activities  at  our 
company  is  running  at  about  3 14  per  cent  of  sales,  w^hich  is  about  the 
same  as  for  other  chemical  companies  and  higher  than  most  starch  com- 
panies. 

Basic  versus  Applied  Research 

Another  question,  closely  allied  to  that  of  the  budget,  in  -which  there 
is  considerable  interest  today  is  the  relative  emphasis  placed  on  basic  re- 
search, in  which  no  end  use  is  in  mind,  and  applied  research,  in  which 
there  are  end  uses,  products,  or  applications  in  mind. 

Although  our  company  cannot  afford  an  extensive  basic  research  pro- 
gram, we  do  follow  a  policy  of  learning  and  accumulating  all  the  infor- 
mation we  can  about  the  starches,  chemicals,  products,  and  processes  used 
by  the  industries  we  serve.  So  in  addition  to  the  pilot  plant,  \\'t  have 
in  our  laboratories  equipment  used  in  the  paper,  food,  textile,  paint, 
packaging,  and  other  industries.  We  also  have  elaborate  equipment  for 
the  testing  of  different  products  under  widely  varying  conditions  of 
temperature  and  stress.  Our  knowledge  of  the  chemical  processes  involved 
in  the  operations  of  our  customer  companies  enables  us  to  help  them 
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solve  problems  as  they  arise  and  to  discover  different  and  more  economical 
ways  for  them  to  make  their  products. 

So  while  most  of  our  research  work  is  what  would  be  described  as 
applied,  a  lot  of  exploratory  research  is  done  within  the  major  fields  in 
which  we  are  interested.  Although  this  type  of  research  is  very  difficult 
to  measure  in  terms  of  immediate  results,  we  are  convinced  that  it  con- 
tributes importantly  to  our  basic  objective  of  profitable  growth  through 
research  and  development.  The  fact  that  we  are  knowledgeable  experts 
in  the  business  of  our  customers  makes  it  more  attractive  for  them  to 
deal  with  us  than  if  we  had  only  a  superficial  understanding  of  their 
problems,  requirements,  and  tools. 

SUMMARY  AND  CONCLUSION 

Reviewing  top  management's  approach  to  the  problem  of  directing  the 
research  and  development  function,  I  would  say,  from  the  standpoint 
of  the  president  and  chief  administrative  officer  of  our  company,  that  the 
most  important  elements  are: 

/^  Setting  a  goal,  which  in  the  case  of  our  company  is  profitable  growth 
through  R&D 

^  Establishing  effective  methods  for  top  management  review^  direc^ 
tion,  and  control,  which,  at  National  Starch  and  Chemical  Corporation, 
is  done  primarily  through  the  research  and  development  committee 

^  Coordinating  the  research  and  development  activity  with  the  other 
parts  of" the  company,  which  is  achieved  through  the  R&D  committee,  the 
annual  R&D  meetings,  the  intensive  training  and  instruction  program, 
and  the  other  methods  I  have  described 

We  do  not  claim  that  our  system  is  perfect  or  that  it  is  the  only  way. 
Companies  are  like  individuals.  Although  they  may  have  similar  goals, 
they  often  have  different  ways  of  achieving  them. 

All  I  can  say  is  that  our  system  works  for  us.  While  it  is  difficult  to 
score  or  measure,  we  know  that  on  an  over-all  basis  it  has  played  a  key 
role  in  the  success  of  our  company.  The  program  has  been  and  will  be 
modified  to  meet  changing  needs. 

It  is  clear,  however,  that  the  ivory-tower  concept  of  research  no  longer 
applies  to  most  industries  today.  Research  and  development  has  too  much 
to  offer  and  presents  too  many  risks  and  problems  to  be  largely  ignored 
except  by  those  directly  concerned  or  responsible.  It  must  be  the  concern 
of  all  members  of  top  management  and  made  to  take  its  place  along 
with  production,  marketing,  advertising,  and  finance  as  a  major  instru- 
ment of  corporate  policy.  This  requires  careful  planning  and  organi- 
zation containing  the  basic  elements  I  have  listed. 


L.  G.  Bliss 

PRESIDENT 

FOOTE  MINERAL  COMPANY 

PHILADELPHIA,   PENNSYLVANIA 


L.  G.  (Tony)  Bliss  has  been,  since  ig^6,  president,  Foote  Mineral  Com- 
pany, Philadelphia.  A  chemist  by  training,  Mr.  Bliss  received  his  B.S. 
and  M.S.  degrees  at  Rutgers  University,  where  he  also  coiiducted  re- 
search and  acted  as  an  instructor  in  physical  chemistry. 

He  joined  Foote  Mineral  Company  in  1935  as  a  sales  research  engi- 
neer. The  company  at  that  time  had  ayinual  sales  of  about  S^oo.ooo 
and  a  very  small  staff.  Consequently  the  company  quickly  put  his 
chemical  training  to  use,  and  he  alternated  between  the  laboratory 
and  field  sales  for  several  years. 

In  ip^S,  Mr.  Bliss  became  sales  manager,  and  he  was  consequently 
obliged  to  confine  his  role  in  research  to  that  of  an  interested  by- 
stander—except for  a  brief  interim  period  in  ip^8  when  he  was  pressed 
into  service  as  acting  research  director. 

Foote  Mineral's  strong  orientation  toward  research  can  be  largely 
attributed  to  a  management  which  has  successfully  developed  new 
products  and  new  processes  even  in  the  absence  of  large  financial  re- 
sources or  elaborate  research  facilities.  These  policies  appear  to  have 
been  rewarding,  because  company  sales  reached  a  peak  of  $2^.^  million 
in  ig^S,  largely  in  materials  or  in  markets  which  did  not  exist  fifteen 
years  ago.  Of  the  management  team  responsible  for  this  meteoric  rise, 
Mr.  Bliss  has  been  one  of  the  most  persistent  and  articulate  supporters 
of  the  company's  research  and  development  department. 

Mr.  Bliss  is  a  member  of  the  American  Chemical  Society,  American 
Ceramic  Society,  Commercial  Chemical  Development  Association,  and 
the  American  Managemerit  Association.  He  is  a  regional  director  of 
the  First  Pennsylvania  Company  and  a  member  of  the  advisory  com- 
mittee to  the  Chemical  Department  of  Rutgers  University. 

Tony  Bliss  is  an  ardent  golfer  and  usually  shoots  in  the  high  yos.  To 
counterbalance  this  somewhat  seasonal  activity,  he  constructs  model 
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railroad  layouts  and  has  won  several  national  awards  for  his  work.  His 
current  and  most  ambitious  HO  gauge  project,  begun  only  recently, 
is  expected  to  be  completed  in  ipyo.  Year-round  activities  include 
photography  and  swimming. 

He  was  born  in  Rahway,  New  Jersey,  in  ipoy. 

March,  i960 


CHAPTER    25 


Managing  the  Research  and 
Development  Activity 


In  extending  man's  knowledge  of  the  physical  world,  scientific  research 
is  constantly  invalidating  its  own  findings  and  reappraising  old  concepts 
in  the  light  of  new  knowledge. 

Industry,  dependent  as  it  is  upon  science,  must  clearly  recognize  the 
ephemeral  quality  of  scientific  "truth"  and  the  vulnerability  of  develop- 
ments based  upon  these  "truths."  Having  accepted  the  inevitability  of 
change,  industry  may  elect  to  adapt  itself  to  new  conditions  as  they  arise, 
or  it  may  choose  a  more  aggressive  approach  in  which  it  strives  to  con- 
tribute to  the  shaping  of  tomorrow's  world. 

All  change,  of  course,  does  not  originate  within  the  corporation  itself. 
Furthermore,  scientific  research  has  no  monopoly  on  innovation.  Success- 
ful organizations  are  characterized  by  creative  effort  at  all  levels  of  man- 
agement. To  an  ever-increasing  degree,  however,  the  modern  corporation 
relies  upon  its  research  and  development  activity  for  protection  against 
a  constantly  changing  business  and  scientific  environment. 

THE  INCREASING  IMPORTANCE  OF  RESEARCH 
AND  DEVELOPMENT 

Corporate  expenditures  for  research  have  increased  at  an  almost  un- 
believable rate  since  the  end  of  World  War  I.  From  approximately  $14 
billion  in  1920,  expenditures  for  research  had  increased  more  than  twenty 
times  to  over  $5  billion  in  1954.  It  is  forecasted  that  $13  billion  will  be 
spent  in  i960  and  $24  billion  in  1970.  If  the  prediction  of  a  gross  national 
product  of  $500  billion  in  i960  proves  correct,  over  2  per  cent  of  the  gross 
national  product  will  be  spent  for  research  in  that  year. 
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This  explosion  in  research  expenditures  cannot  be  explained  awav  in 
terms  of  government  subsidy,  defense  requirements,  or  tax  advantage. 
Rather  it  is  the  direct  result  of  mature  management  decisions  involving 
a  careful  weighing  of  the  cost  of  research  against  the  probable  resultant 
profit.  The  future  of  industrial  research  will  be  determined  by  a  similar 
process  of  evaluation,  and  the  decisions  will  be  no  more  easily  achieved 
than  in  the  days  when  industrial  research  was  considered  a  daring  con- 
cept. 

Historically,  however,  the  early  gamblers  have  made  out  remarkablv 
well.  Many  of  our  largest  corporations  have  flourished  on  research  and 
have  produced  statistics  which  have  served  to  lure  an  increasingly  greater 
number  of  companies  into  the  creation  of  research  departments  or  into 
the  substantial  augmentation  of  existing  groups. 

The  statistics  are  impressive.  A  decision  to  invest  capital  in  a  new 
plant  which  is  designed  to  yield  30  per  cent  gross  profit  per  year  would 
be  accepted  as  a  sound  management  decision  in  most  firms.  Yet  in  manv 
cases  scientific  research  has  proved  to  be  an  even  better  dollar  investment, 
producing  average  yields  of  between  100  and  200  per  cent  per  year. 

At  the  very  least,  research  seems  to  offer  the  only  protection  against 
technical  obsolescence.  Minnesota  Mining  and  Manufacturing,  a  com- 
pany long  known  for  its  aggressive  research  policy,  estimates  that  90 
per  cent  of  its  present  products  are  a  result  of  its  own  research  efforts. 

It  is  little  wonder  then  that  industrial  management  groups  have  be- 
come increasingly  aware  of  the  potential  profitability  of  investing  in 
research.  Furthermore,  the  investing  public  now  appreciates  ^vhat  research 
has  created  for  those  companies  which  have  spent  boldly  and  managed 
well.  The  size  of  the  research  appropriation  has  become  a  financial  yard- 
stick of  a  corporation's  potential. 

Nevertheless,  in  most  companies,  particularly  the  smaller  ones,  the  risk 
connected  with  R8cD  poses  a  serious  dilemma.  An  investment  of  sufficient 
magnitude  to  provide  opportunity  for  successful  and  profitable  results 
may  jeopardize  interim  profits.  On  the  other  hand,  failure  to  risk  sufficient 
funds  may  prevent  successful  development  of  new  products  needed  to 
replace  those  certain  to  become  obsolete. 

Between  the  extremes  of  timidity  and  temerity,  management  must  plot 
its  course.  If  it  leans  too  far  in  the  former  direction,  the  enterprise  is 
doomed  to  ultimate  failure.  If  its  decisions  are  impetuous,  quick  bank- 
ruptcy may  result  or,  on  the  other  hand,  substantial  profits  may  be  won. 
But  in  general,  successful  managements  seem  to  have  the  faculty  of  allot- 
ting a  generous  portion  of  profits  to  research  and  development  while 
they  placate  dividend-hungry  owners.  These  same  managements  also 
have  sufficiently  sophisticated  attitudes  to  realize  that  an  R&:D  group  must 
be  large  enough  to  "go  critical,"  and  they  have  the  courage  to  keep  it 
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"critical"  even  during  periods  of  depressed  sales  and  profits.  There  is  no 
greater  blessing  to  a  company,  its  owners,  and  its  employees  than  a  man- 
agement that  has  the  perception  and  courage  to  do  this.  Furthermore, 
during  the  next  decade  and  beyond,  it  seems  likely  that  managements 
which  support  courageous  yet  sensible  research  and  development  pro- 
grams will  be  the  survivors  as  new  technologies  unfold. 

Whether  we  like  it  or  not,  management  must  continue  to  tax  its  in- 
genuity in  attracting  outstanding  scientists  by  whatever  fair  means  serve 
this  fundamental  growth  pattern.  In  assembling  a  balanced  group  of 
scientists  capable  of  guaranteeing  the  continuous  generation  of  profits, 
it  is  necessary  to  discard  the  archaic  doctrine  that  the  hoarding  of  profits 
is  the  certain  road  to  progress  and  survival. 

The  day  of  the  scientist  has  only  begun.  It  would  appear  to  be  wisdom 
to  prepare  for  his  rise  in  and  influence  on  government,  corporate,  and 
social  affairs.  With  such  an  attitude,  I  approach  the  management  of  the 
research  and  development  activity. 

,  -  c 
TYPES  OF  RESEARCH 

The  term  "research,"  as  it  is  used  by  the  public  and  by  the  business 
world,  generally  covers  any  type  of  orderly  technical  investigation.  The 
scientist  will  correctly  argue  that  much  of  what  is  termed  research  is 
actually  "development." 

It  is  appropriate  at  this  point  to  separate  our  terms.  These  terms  can 
be  listed  in  order  of  their  increasing  sophistication  and  hence  in  their 
order  of  appearance  within  a  growing  research  group. 

1.  Development  is  the  application  of  theories  and  facts  relating  to 
products  which  are  used  for  a  specific  purpose  or  service.  This  is  the  first 
type  of  orderly  technical  investigation  which  a  company  is  apt  to  sponsor. 
For  example,  a  company  manufacturing  a  chemical  product  known  to  be 
useful  in  one  field  may  reason  by  an  analogy,  or  on  the  basis  of  known 
physical  properties,  or  general  theory,  that  its  product  can  be  applied 
to  another  field.  A  series  of  tests  is  undertaken  to  determine  whether  or 
not  it  "works."  None  of  the  fundamental  facts  upon  which  the  reasoning 
is  based  need  to  have  been  developed  by  the  company  itself. 

2.  Applied  research  is  the  search  for  knowledge  that  is  directly  ap- 
plicable to  a  specific  problem  with  the  intent  to  solve  that  problem.  For 
instance,  the  development  work  just  described  has  shown  that  the  com- 
pany's product  is  promising  but  falls  short  of  certain  requirements.  A 
program  is  then  undertaken  to  find  the  conditions  under  which  the 
application  of  the  product  can  be  successful.  This  may  involve  a  thorough 
evaluation  of  several  properties  of  the  product.  New  information,  derived 
from  the  study,  is  applied  to  the  solution  of  the  problem. 
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3.  Fundamental,  or  basic,  research  is  research  that  has  been  directed 
toward  a  defined  field  of  knowledge.  For  example,  our  hypothetical 
company  may  choose  to  determine  all  the  pertinent  chemical  and  physical 
constants  relating  to  its  products. 

4.  Pure  research  is  an  investigation  for  knowledge  without  immediate 
concern  for  its  application.  Our  imaginary  company  has  now  arrived  at 
a  point  where  it  can  afford  to  devote  a  portion  of  its  efforts  to  projects 
of  the  researcher's  own  choosing.  The  results  of  such  research  are  later 
reviewed  bv  the  company,  with  a  possible  view  toward  commercial  de- 
velopment. Should  a  promising  concept  grow  out  of  such  research,  it  is 
likely  that  it  will  be  necessary  to  bring  it  through  the  steps  of  funda- 
mental and  applied  research,  and  thence  to  development  and  com- 
mercialization. 

A  term  not  covered  in  the  above  classifications  is  exploratory  research. 
Such  research  is  usually  short-range,  and  it  may  be  introduced  at  any 
of  the  above  four  levels.  It  may  serve  as  a  preliminary  step  designed  to 
permit  some  prejudgment  of  the  technical  feasibility  of  a  proposed  pro- 
gram. More  frequently,  exploratory  research  is  used  as  a  trail  blazer,  the 
means  by  which  new  technological  frontiers  are  established  and  investi- 
gated. Of  the  various  types  of  research,  exploratory  research  is  perhaps 
most  productive  of  ne^v  ideas. 

^Vhile  it  is  necessary  to  subdivide  research  into  logical  categories,  man- 
agement is  more  frequently  interested  in  objectives  than  in  definitions. 
Thus  we  may  consider  research  as  either  defensive  or  offensive. 

Defensive  research  is  designed  to  protect  existing  processes,  products, 
and  services  against  obsolescence  and  effective  competition. 

Offensive  research  is  designed  to  create  new  products,  processes,  or 
services. 

AVithin  this  definition  of  defensive  research  is  a  clear  implication  that 
there  is  a  point  in  the  gro^\th  of  a  company  at  which,  like  the  Queen 
in  Alice's  Adventures  in  Wonderland,  it  must  do  a  certain  amount  of 
running  simply  to  stay  in  one  place.  "Offensive  research"  therefore  im- 
plies that  if  a  company  is  to  progress  beyond  a  fixed  point,  it  must  run 
even  faster. 

Most  businesses  today  support  several  types  of  research  in  the  beUef 
that  survival  and  growth  depend  on  an  attack  in  depth  upon  technical 
problems.  Management's  first  concern  is  to  protect  existing  processes  and 
products,  since  these  represent  money  already  spent.  If  the  company's 
capital  investments  are  to  continue  to  return  a  profit,  periodic  moderniza- 
tion is  required. 

The  modern  company  is  usually  not  satisfied,  however,  with  merelv 
protecting  and  perpetuating  a  static  business.  Even  those  with  a  sales 
volume   below  $250,000  per  year  conduct  some   of  their   o^vn   research 
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designed  to  foster  growth.  Obsolescence  of  products,  processes,  and  serv- 
ices alike  is  more  prevalent  with  each  passing  year.  As  a  consequence,  if 
growth  is  desired,  management  must  depreciate  its  investments  in  research 
in  ever-shortening  periods  of  time  and  accelerate  its  research  efforts. 
Programs  designed  to  foster  growth  will  generally  take  two  forms: 

1.  Expansion  of  knowledge  and  applications  in  the  fields  in  which  the 
company  is  currently  engaged 

2.  Development  and  applications  of  knowledge  in  new  fields 

To  satisfy  these  dual  requirements,  a  "core"  program  is  devised.  The 
core  may  be  defined  as  the  minimum  program  required  to  support  the 
company's  forecasted  objectives.  Even  in  an  atmosphere  of  austerity, 
every  effort  should  be  expended  to  maintain  such  a  program.  Failing  to 
do  so,  management  must  realistically  change  its  stated  objectives. 

While  the  core  program,  from  a  management  viewpoint,  satisfies  the 
minimum  requirements  for  a  successful  research  and  development  pro- 
gram, it  fails  to  satisfy  one  basic  condition  of  human  nature.  Good  re- 
searchers are  naturally  curious  about  natural  phenomena.  To  confine 
them  totally  to  specific  assignments  may  stifle  latent  creativity  of  con- 
siderable value. 

Ideas  generally  spring  from  a  single  mind.  It  is  wisdom  to  provide 
the  opportunity  for  the  creative  individual  to  explore  his  ideas  and, 
whenever  possible,  bring  them  to  fruition.  Thus  some  provision  for  ex- 
ploratory research  is  a  necessity. 

Some  large  companies  spend  a  significant  portion  of  their  research 
budget  on  exploratory  research  and,  in  certain  cases,  encourage  the 
creator  to  carry  the  work  far  beyond  initial  examination.  Most  com- 
panies, however,  limit  such  appropriations  to  lo  to  15  per  cent  of  the 
total  budget. 

No  matter  what  the  limitation  factor  is,  some  freedom  should  be  per- 
mitted. The  concept  that  the  individual  should  not  be  stifled  in  the 
organization  is  even  more  true  in  research  than  in  any  other  department. 

DETERMINING  RESEARCH  AND  DEVELOPMENT 
EXPENDITURES 

Regardless  of  the  types  of  research  a  company  may  choose  to  support, 
one  of  the  most  controversial  problems  facing  management  is  the  size  of 
the  total  budget.  This  has  been  debated  intra-  and  intercompany  as  long 
as  organized  R&D  has  been  in  existence.  There  seems  to  be  no  magic 
mathematical  formula  to  ensure  maximum  profitable  research  for  mini- 
mum dollar  costs. 

A  recent  survev  of  some  100  companies  disclosed  that  approximately  22 
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per  cent  believed  that  a  fixed  percentage  of  sales  should  be  allocated  to 
the  R&D  department.  Twelve  per  cent  considered  that  the  R8cD  budget 
should  always  be  proportional  to  profits.  Six  per  cent  took  both  sales 
and  profits  into  consideration  before  approving  the  R&D  budget.  Sixty 
per  cent  disagreed  with  such  controls  and  emphatically  stated  that  the 
needs  and  objectives  of  the  company  should  determine  the  priority  of  the 
projects  and  the  number  of  them  to  be  supported.  Obviously  these  needs 
and  objectives  must  be  translated  into  costs  before  the  budget  is  ap- 
proved. These  in  turn  may  be  expressed  as  a  ratio  to  sales  or  profits  or 
both. 

Although  it  may  be  simpler  for  management  to  select  a  theoretical 
percentage  of  sales  or  profits  as  a  control  point  for  the  R&D  budget,  I 
favor  the  majority  point  of  view.  To  me  the  establishment  of  worthwhile 
objectives  which  are  clearly  identified  with  long-range  company  plans 
offers  the  best  approach  to  future  profitable  growth.  It  is  granted  that 
the  pro  forma  balance  sheet  and  income  statement  may  prevent  inclusion 
of  all  desirable  projects  in  the  program  regardless  of  the  method  used  to 
determine  the  magnitude  of  a  budget.  Yet  the  establishment  of  need 
provides  the  most  orderly  approach  to  the  problem  and  tends  to  enforce 
the  best  discipline  on  all  departments  involved. 

There  is  evidence  that  this  viewpoint  is  receiving  increasing  support.  An 
American  Management  Association  survey  of  833  companies  showed  that 
research  budgets  for  1958  rose  an  average  4  per  cent  over  1957  budgets, 
despite  the  recession  which  occurred  during  the  last  half  of  1957  and 
the  first  half  of  1958. 

Although  it  is  reasonable  to  expect  most  companies  to  give  heed  to  the 
fluctuations  of  business  conditions  as  R&D  budgets  are  established,  it  is 
clear  that  arbitrary  cuts  to  preserve  profits  can  result  in  an  inordinate 
waste  of  unfinished  projects.  It  also  follows  that  vacillation  in  project 
assignment  tends  to  confuse  and  demoralize  the  investigator.  Thus  to 
offset  economic  fluctuations,  many  managements  exercise  gieater  selec- 
tivity in  the  first  place  and  hedge  against  impending  recession  by  the 
acceleration  of  projects  that  are  closest  to  the  shipping-room  door. 

Wisdom  dictates,  however,  that  research  be  considered  as  a  long-term 
investment.  The  time  element  involved  in  scientific  investigations  almost 
demands  this,  because  five  to  seven  years  on  the  average  will  elapse  be- 
tween the  inception  of  a  research  idea  and  the  first  commercial  sale  of 
the  resultant  product. 

Such  long-range  planning  is  not  impossible  in  most  well-managed 
companies,  since  it  is  customary  for  companies  to  plan  from  five  to  ten 
years  ahead.  True,  these  plans  are  periodically  reviewed  and  altered 
to  meet  the  changing  conditions  of  markets,  general  economics,  and 
company  performances.  But  a  forecast  is  needed,  even  though  it  is  subject 


MANAGING  THE  RESEARCH  AND  DEVELOPMENT  ACTIVITY  547 

to  change  periodically,  to  provide  a  general  guide  and  to  zero  in  on 
established  objectives. 

This  is  particularly  important  in  R&D.  A  small  expense  in  the  test-tube 
stage  may  seem  tolerable,  and  enthusiasm  for  the  idea  may  induce  an 
initial  investment.  Yet  consideration  of  the  mounting  costs  is  essential 
to  good  financial  planning,  for  the  test  tube  must  be  replaced  by  the 
pilot  plant,  and  finally  by  the  commercial  facility,  if  profit  ultimately  is 
to  be  realized. 

Although  these  costs  vary  considerably  from  project  to  project,  an 
empiric  rule  will  simplify  the  planning  phase;  for  each  $10  of  encourag- 
ing test-tube  work,  plan  $25  for  pilot  plant  and  $65  of  factory  cost.  These 
generalizations  are  used  as  examples  only.  Costs  specific  to  the  project 
should  be  forecast  whenever  possible.  By  so  doing,  a  company  may  even 
decide  to  abandon  an  attractive  opportunity  before  spending  money  in 
the  test  tube. 

As  early  as  1940,  Foote  Mineral  Company  considered  processes  for  the 
manufacture  of  either  zirconium  or  titanium.  Funds  were  available  to 
support  a  start  on  only  one  of  these  projects.  Market  forecasts  indicated 
that  the  potential  consumption  of  titanium  might  be  many  times  that 
expected  for  zirconium. 

Superficially,  it  appeared  logical  to  begin  research  on  the  element 
offering  the  greater  future;  yet  after  projection  of  the  probable  cost  of 
the  pilot  plant  and  the  capital  required  to  construct  plant  facilities,  it 
became  obvious  that  the  company's  finances  at  the  time  were  too  limited 
to  weather  initial  losses  inherent  in  commercializing  titanium.  Zirconium, 
with  its  smaller  potential,  was  selected  as  the  project. 

Subsequent  events  demonstrated  that  the  company  could  not  have 
supported  the  capital  cost  and  process  tune-up  required  to  introduce 
titanium  to  industry.  This  case  history  clearly  pinpoints  the  importance 
of  forecasting  costs  beyond  the  test  tube  before  initiating  the  research. 
Failure  to  do  so  can  result  in  a  development  which  the  company  cannot 
afford  to  commercialize. 

I  recognize  that  investment  in  pure  or  basic  research  may  yield  knowl- 
edge of  promise  which  might  tempt  further  investment  in  applied 
research.  Here  again,  however,  it  is  a  wise  management  that  hesitates 
long  enough  to  evaluate  commercial  costs  before  plunging  blindly  on- 
ward. 

Frequently  basic  research  generates  creative  ideas  for  which  application 
may  be  unknown.  Obviously,  in  such  cases,  some  steps  toward  com- 
mercialization must  be  taken  before  knowledge  is  adequate  to  permit 
trustworthy  cost  estimates.  Large  companies  may  choose  to  support  sub- 
stantial amounts  of  basic  research  without  concern  for  the  subsequent 
commercialization  costs.  Small  companies,  however,  must  exercise  caution 
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in  this  respect  if  their  shareholders  have  the  normal  interest  in  a  reason- 
able interim  profit. 

EVALUATING  THE  RESEARCH  PROGRAM 

To  discuss  the  management  of  R&D  activity  is  meaningless  without 
tracing  the  flow  of  policies,  objectives,  and  assignments  from  their  origin 
to  the  departmental  level.  Before  top  management  can  expect  profitable 
performances  from  research  and  development,  it  must  prepare  lucid 
charges.  It  must  communicate  these  charges  intelligibly  to  research  and 
provide  an  outstanding  leader,  adequate  facilities,  and  the  budget  to 
support  and  stimulate  its  researchers.  Above  all,  top  management  must 
exhibit  patience  as  R&D  delves  into  the  unknown  to  foster  change  on  a 
recalcitrant  world.  During  this  period  top  management,  as  well  as  those 
engaged  in  the  more  current  problems,  understandably  becomes  im- 
patient. However,  the  management  is  blessed  that  has  creativity  in  various 
states  of  development  to  become  impatient  about. 

The  origin  and  flow  of  assignment  differ  in  most  companies,  but  in 
broad  concept  they  are  essentially  the  same.  The  board  of  directors,  the 
trustees  for  the  owners  of  the  enterprise,  formulates  and  defines  the 
scope  of  the  business.  It  establishes  broad  policies  and  objectives  and 
adopts  yardsticks  to  measure  the  effectiveness  with  which  operations  per- 
form. 

The  implementation  of  the  board's  directives  is  vested  in  the  chief 
executive  officer  of  the  company's  operations.  It  is  he  who  must  determine 
how  best  to  man,  organize,  and  deploy  available  finances  for  the  efficient 
and  profitable  short-  and  long-term  existence  and  progress  of  the  company. 

In  these  respects,  R&D  differs  little  from  the  usual  corporate  functions. 
But  the  creative  aspect  of  research  poses  special  problems.  A  research 
program  is  no  better  than  the  thinking  which  inspired  it.  Research  must 
feed  upon  ideas,  regardless  of  the  source,  and  it  is  a  responsibility  of  man- 
agement to  create  the  mechanism  by  which  a  constant  flow  of  ideas  mav 
be  fed  into  and  out  of  the  activity. 

Such  ideas  may  come  from  any  individual,  and  provision  should  be 
made  to  encourage  every  employee  to  contribute.  Especially  in  the  smaller 
company,  every  facet  of  the  organization's  talent  should  be  marshaled  in 
the  quest  for  ideas. 

However,  responsibility  for  generation  of  research  ideas  is  primarily 
an  R&D  function,  and  indeed  statistics  demonstrate  that  it  is  from  this 
source  that  many  ideas  originate.  The  research  director  himself  ^vill 
establish  procedures  within  his  department  which  are  designed  to  foster 
the  generation  of  ideas  and  to  provide  prompt  and  orderly  processing 
of  research  suggestions  which  originate  with  his  staff. 


MANAGING  THE  RESEARCH  AND  DEVELOPMENT  ACTIVITY  549 

The  role  of  the  research  director  in  stimulating  and  in  implementing 
research  suggestions  is  highly  important  since  it  is  he  who  has  the  staff 
best  qualified  to  judge  the  technological  teasibility  of  an  idea.  Once 
preliminary  judgment  has  been  passed,  however,  and  the  idea  is  deemed 
to  have  technical  feasibility,  each  activity  area  of  the  company  plays  an 
important  role  in  evaluating  its  potential  before  it  is  programmed,  as- 
signed, and  budgeted.  . 

To  accomplish  company-wide  evaluation  of  a  research-approved  idea, 
many  procedures  are  used.  A  research  committee,  composed  of  members 
representing  each  activity  area,  is  preferred  by  many  companies.  The 
composition  of  the  committee  should  be  such  that  a  research  expert 
represents  the  technical  feasibihty  of  the  idea.  Financial  experts  should 
appraise  the  idea  in  the  light  of  the  financial  strength  of  the  company. 
Marketing  experts  should  be  prepared  to  evaluate  the  idea  from  the 
standpoint  of  market  potentials.  Production  experts  should  pass  judgment 
on  manufacturing  feasibility,  and  purchasing  and  industrial  relations 
can  weigh  the  idea  and  its  effect  upon  their  own  particular  specialties. 
And  last,  but  not  least,  the  president  and  board  of  directors  appraise 
the  idea  in  light  of  its  compatibility  with  the  scope  of  the  company  s 

interest. 

Obviously,  it  may  be  impossible  to  present  comprehensive  market  sur- 
veys, convincing  engineering  data,  and  precise  potentials  in  all  cases. 
Whether  it  can  be  done  or  not  depends  on  the  sum  total  of  each  expert  s 
knowledge  at  the  time  the  idea  is  presented.  Such  a  procedure  does, 
however,  alert  all  facets  of  the  business  to  the  order  of  magnitude  of  the 
contemplated  undertaking  and  its  potential  reward.  Decision  to  proceed 
or  not  is,  as  a  consequence,  based  on  concerted  wisdom  and  on  as  many 
facts  as  the  individual  company  can  marshal.  While  committee  action 
may  be  more  time-consuming  than  individual  action,  research  today  is 
too  expensive  to  permit  an  inordinate  number  of  projects  to  be  activated 
that,  in  the  final  analysis,  could  not  ultimately  be  commercialized  by  the 

company. 

There  is  also  a  hidden  value  to  committee  action.  The  mere  tact  tliat 
the  originator  of  the  ideas  knows  that  all  the  activity  areas  in  the  com- 
pany are  giving  careful  consideration  to  his  brain  child  has  the  connota- 
tion of  recognition.  This  tends  to  generate  enthusiasm  and  stimulate 
further  suggestions. 

THE  ROLE  OF  THE  RESEARCH  DIRECTOR 

The  research  director  provides  the  principal  link  bet^veen  top  man- 
agement and  the  working  scientist.  On  the  one  hand,  he  must  assist  top 
management  in  the  formulation  of  policies  ^vhich  involve  both  the  short- 
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and  long-range  goals  of  the  company's  technical  development  program. 
On  the  other  hand,  he  is  called  upon  to  accept  from  top  management 
those  assignments  involving  research  which  require  the  efforts  of  his  staff 
of  scientists.  It  is  clear  that  the  goals  of  the  R8cD  department  must  be 
inseparable  from  the  company's  long-range  objectives.  The  research  direc- 
tor must  constantly  be  informed  of  changes  in  the  company's  objectives, 
and  it  is  his  responsibility  to  reflect  these  changes  in  his  own  programs. 

To  perform  his  role  effectively,  the  director  must  have  a  keen  appre- 
ciation of  the  problems  of  both  corporate  management  and  the  working 
scientist.  This  rather  unusual  combination  of  traits  sets  the  research 
director  apart  from  most  other  members  of  the  management  team.  AVhat 
kind  of  man  is  he,  and  what  kind  of  man  should  he  be? 

Everyone  privileged  to  be  associated  with  large  numbers  of  research 
directors  recognizes  that  no  two  are  alike.  They  include  extroverts,  in- 
troverts, scientists,  teachers,  conductors,  administrators,  leaders,  humble 
men,  confident  men— the  mix  found  in  any  group  of  people.  They  have, 
as  a  common  interest,  the  enterprise  of  inducing  creativity  in  other  people 
and  putting  it  to  work  profitably. 

To  be  successful,  however,  all  know  they  must  achieve  a  climate  of 
acceptance  and  respect  with  other  members  of  management,  as  -well  as 
with  the  group  of  scientists  and  technicians  who  ^vill  perform  the  research 
and  development  work.  Understandably,  no  two  research  directors  ^vill 
achieve  the  desired  climate  in  the  same  way.  It  is  clear,  ho^vever,  that  the 
multifarious  group  of  men  called  directors  or  managers  of  research  and 
development  have  some  basic  talents  in  common. 

1.  The  director  must  attract  and  recognize  the  right  kinds  of  individ- 
uals, teach  them  to  work  in  their  own  ways,  and  yet  guide  them  as  they 
pursue  their  daily  dreams. 

2.  The  modern  director  realizes  that  he  cannot  be  a  specialist  in  the 
many  phases  of  science,  so  he  requires  the  knack  of  using  expert  knowl- 
edge without  becoming  overly  involved  in  it. 

3.  The  director  requires  the  quality  that  accepts  blame  for  the  failure 
of  an  experiment  while  he  gives  credit  to  the  owner  for  success. 

4.  The  concept  that  the  director  is  a  coworker  ^\4th  more  responsibility 
than  his  researchers  may  be  acceptable  to  some,  but  I  believe  the  success- 
ful director  fundamentally  is  a  leader  of  people,  though  not  necessarily 
in  ideas.  The  unknown  is  so  vast  that  researchers  charged  to  explore  it 
spend  a  lifetime  with  its  innumerable  challenges.  The  problem  facing 
the  leader  as  he  controls  the  investigator's  freedom  without  stifling  in- 
dividualism is  a  difficult  act  of  balance.  To  be  able  to  do  so,  ho^vever.  is 
of  prime  importance  if  one  is  to  be  a  successful  organizer  of  modern 
research. 

5.  The  director  should  possess  the  talent  to  present  R&:D  persuasively 
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and  clearly  to  technical  as  well  as  nontechnical  people.  The  lack  of  such 
talent  frequently  kills  a  good  idea  or  program  before  it  gets  off  the 
ground. 


IMPLEMENTING  THE  PROGRAM  ^  _  j 

Broad,  sound  policies  and  specific  objectives  are  basic  to  success,  but 
are  worthless  without  proper  implementation.  Once  the  assignment  of 
objective  has  been  made,  its  implementation  should  be  left  to  the  director 
of  research  and  his  staff.  In  some  companies,  many  of  the  employees  and 
management  personnel  are  scientifically  trained.  As  a  consequence, 
the  temptation  is  to  recommend  or  suggest  means  of  implementing  the 
program.  Although  an  astute  director  gives  heed  to  all  suggestions,  the 
probabilities  are  that  the  research  specialist  represents  the  most  capable 
source  of  implementation.  Thus  others  should  be  restrained  as  they 
attempt  to  assist  with  the  technical  development  of  the  idea. 

It  should  not  be  inferred  that  the  work  of  the  research  committee  is 
completed  when  a  research  assignment  has  been  made.  Actually,  the 
director  of  research  should  expend  every  effort  to  keep  the  committee 
informed  on  the  progress  of  the  development  of  the  idea  and  the  broad 
outline  of  the  program  designed  to  achieve  the  objective.  This  is  usually 
accomplished  by  means  of  monthly  progress  reports  distributed  to  the 
research  committee  and  other  top  managers  of  the  company.  At  least 
twice  a  year  the  research  committee  should  comprehensively  review  its 
goal,  the  status  of  the  programming,  and  the  progress  that  has  been  made. 
During  the  review  and  reappraisal,  the  actual  investigators  of  each  project 
should  be  afforded  an  opportunity  to  present  the  salient  features  of  their 
contributions. 

Recognition  of  the  investigator  by  such  a  procedure  is  as  important  as 
the  reappraisal  itself.  In  addition,  the  review  continuously  alerts  all 
activity  areas  of  the  company  to  the  imminence  of  induced  action  in  other 
areas'  spheres  of  responsibility.  Possible  problems  of  integration  and 
coordination  are  thus  anticipated,  well  in  advance  of  a  request  for  capital 
investment. 

The  director  of  R&D  and  his  staff  must  possess  the  wisdom  and  courage 
to  view  assignments  realistically,  not  only  from  the  standpoint  of  tech- 
nical feasibility,  but  also  from  the  standpoint  of  how  the  assignments 
serve  the  company's  objectives.  While  the  scientist  is  frequently  reluctant 
to  "kill  his  own  brain  child,"  it  is  imperative  that  projects  no  longer 
likely  to  produce  favorable  results  be  terminated  as  promptly  as  possible. 
Frequently  this  can  be  recognized  by  R&D  sooner  than  by  any  other 
activity  area. 

On  the  other  hand,  R&D  must  defend  projects  which,  in  its  considered 
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opinion,  offer  promise  of  success,  even  in  the  face  of  top  management 
pressure  to  curtail  budgets  or  reassign  personnel. 

The  responsibility  for  continuance  or  termination  of  projects  does 
not  lie  wholly  within  R&D  itself.  Periodic  reviews  of  research  projects 
by  other  activity  areas  are  necessary  so  that  each  area  can  reappraise  its 
own  forecasts  and  relate  these  to  the  various  research  assignments.  Occa- 
sionally market  conditions  or  other  factors  may  have  changed  sufficiently 
to  induce  areas  other  than  R8cD  to  recommend  the  termination  of  a 
particular  project. 

The  composite  effect  of  the  review  or  reappraisal  breeds  a  continued 
familiarity  with  research  efforts  in  all  activity  areas  of  the  company.  The 
planning,  development,  pilot,  and  commercial  investments  are  facilitated. 
The  result  is  mutual  understanding,  recognition,  and  a  good  morale  so 
essential  in  any  successful  enterprise. 

No  element  in  the  evolution  of  successful  research  can  be  subordinated. 
and  programming  the  project  is  certainly  no  exception.  Once  the  ob- 
jective is  clearly  defined,  the  investigator  assigned  to  the  project  prepares 
a  program  of  attack.  His  project  leader  reviews  the  program  before  the 
investigator  begins  his  work.  In  the  case  of  large  projects,  or  those 
involving  the  skills  of  several  types  of  specialists,  the  director  of  research 
himself,  or  in  conjunction  with  his  staff,  may  evaluate  the  programming 
before  it  is  activated.  This  procedure  ensures  the  elimination  of  mis- 
understandings of  the  objective  and  introduces  specialized  talents  early 
in  the  investigation. 

The  director's  staff  should  review  periodically  the  progress  of  each 
assignment.  In  addition  to  the  cross-fertilization  that  may  result  through 
such  a  procedure,  an  awareness  of  the  scope  of  the  company's  interest  is 
awakened  in  each  specialist.  Objective  and  stimulating  observations  that 
materially  assist  those  specifically  charged  with  the  assignment  are  fre- 
quently made  during  these  reviews. 

ORIENTATION  OF  RESEARCH  AND  DEVELOPMENT 
WITHIN  THE  CORPORATION 

I  have  endeavored  to  make  it  clear  that  a  creative  and  effectively  man- 
aged research  and  development  activity  is  an  important  prerequisite  to 
the  health  and  future  of  any  corporation.  However,  ^vithout  proper 
orientation  of  research  and  development  in  the  corporate  structure, 
effective  utilization  of  its  creativity  is  seriously  impaired. 

Whether  we  like  to  admit  it  or  not,  we  cannot  view  research  and  de- 
velopment in  quite  the  same  light  as  other  activity  areas  and  expect  to 
get  analogous  readings.  Most  of  the  key  people  in  research  and  develop- 
ment  have   spent   many    years    in   an    academic   atmosphere,    primarily 
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specializing  in  pure  research.  They  have  been  rigorously  disciplined  to 
differentiate  between  fact  and  opinion,  to  make  meticulously  acute  ob- 
servations, and  to  reach  only  verifiable  conclusions.  In  all  probabdity, 
durine  most  of  their  lives  they  have  sought  the  company  of  others  who 
possessed  an  understanding  of  their  projects  and  dreams.  The  atmosphere 
in  which  they  have  lived  has  been  devoid  of  pressures.  Their  intensified 
training  has  afforded  small  opportunity  or  encouragement  to  appreciate 
fully  the  more  materialistic  forces  influencing  behavior  in  other  segments 

of  business.  , 

To  expect  that  these  people,  as  a  class,  should  change  abruptly  to  adapt 
themselves  to  an  industrial  business  would  be  tantamount  to  defeating 
the  true  purpose  of  their  existence  in  the  company.  It  is  more  realistic 
to  provide  a  climate  in  which  these  people  can  feel  at  home  and  to  adjust 
the  more  flexible  aspects  of  their  new  industrial  environment  to  accom- 
modate their  characteristics.  .        t  ,u 

Experience  teaches  us  that  those  charged  with  the  profit  motive  of  the 
organization  have  difficulty  in  understanding  the  researcher  and  conse- 
quently are  prone  to  underestimate  the  value  of  his  discoveries.  Con- 
versely the  researcher  finds  it  difficult  to  understand  management's  in- 
ability to  appreciate  the  true  significance  of  his  creations.  If  this  simple 
fact  is  not  recognized  and  the  gap  bridged,  a  material  portion  of  the 
money  spent  in  development  may  be  wasted. 

History  is  studded  with  research  gems  that  have  lain  dormant  in  the 
archives  of  a  laboratory  because  a  corporate  structure  had  not  been 
oriented  properly  to  provide  the  mechanism  by  which  a  valuable  idea 
could  be  put  to  use.  The  researcher  may  be  satisfied  in  the  knowledge 
that  he  has  created  something  new;  the  corporation,  on  the  other  hand, 
cannot  share  in  this  satisfaction  until  it  has  fulfilled  its  charge  to  trans  ate 
the  creation  into  a  commercial  and  profitable  venture.  The  problem 
facing  the  corporation,  then,  is  to  provide  the  mechanism  by  which  the 
research  gem  may  be  translated  into  commercial  production. 

In  tracing  the  flow  of  an  idea  to  commercialization,  we  have  endeavored 
to  outline  a  means  of  coping  with  the  problem.  There  are  undoubtedly 
as  many  approaches  to  this  problem  as  there  are  companies.  One  thing, 
however,  is  certainly  clear:  the  problem  must  be  resolved  or  the  research 
department  is  to  all  intents  and  purposes  ineffective  and  wasteful. 

Research  and  the  Sales  Activity.  The  development  of  a  research  idea  to 
commercialization  requires  the  understanding  and  coordination  of  all 
phases  of  the  business.  The  cost  of  that  development  is  greatest  when 
there  is  not  a  climate  of  full  understanding  between  research  on  the  one 
hand  and  sales  on  the  other  and  a  similar  relationship  between  research 
and  production.  I  have  always  believed  that  it  is  here  that  we  find  the 
heart  of  the  problem. 
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Those  companies  that  have  strong  and  knowledgeable  product  develop- 
ment departments,  adequately  liaisoned  with  research,  minimize  talent 
waste.  In  those  companies  where  product  development  is  attached  to  sales 
administration,  an  individual  with  an  understanding  of  both  sales  and 
research,  reporting  to  research,  becomes  invaluable.  It  is  he  who  must 
exercise  the  diplomacy  required  to  translate  the  research  attitude  to 
sales,  in  the  broad  sense,  and  concurrently  placate  the  researcher  who 
becomes  quite  impatient  with  his  counterpart  in  the  more  materialistic 
business  aspects  of  the  company.  Frequently  there  are  valid  reasons  whv 
there  is  a  delay  in  introducing  a  development  into  industry,  which  might 
appear  inexcusable  to  the  researcher  who  has  been  trained  to  rely  entirely 
on  verifiable  conclusions. 

Some  years  ago  our  research  activity  developed  an  effective  bleach. 
It  appeared  that  this  bleach  might  have  an  attractive  market  based  on 
factual  evaluation  in  comparison  with  standard  bleaches  on  the  market. 
In  due  course  product  development  determined,  however,  that  although 
research  findings  were  true,  the  care  required  in  the  application  of  the 
bleach,  if  fabric  damage  were  to  be  avoided,  disadvantageously  counter- 
balanced its  technical  superiority. 

The  mishandling  of  these  two  divergent  factors  important  to  com- 
mercial acceptance  could  very  well  result  in  unnecessary  frictions  between 
two  segments  of  a  business  and  negate  mutual  respect,  a  condition  Avhich 
is  vital  to  a  smooth-working  organization.  It  is  in  cases  of  this  sort  that 
the  liaison  member  of  the  research  family  proves  invaluable. 

Research  and  the  Production  Activity.  Although  the  type  of  research 
which  is  aimed  at  the  constant  modernization  of  processes  differs  from 
new-product  development,  the  same  care  must  be  exercised  in  liaisoning 
the  research  department  with  production.  It  is  normal  to  expect  that  a 
processing  engineer,  or  for  that  matter  any  individual  who  has  chosen 
production  as  a  life  work,  will  have  an  entirely  different  point  of  vie^v 
from  a  researcher.  He  has  been  raised  in  a  climate  differing  from  that 
in  which  the  researcher  has  grown  up.  His  effectiveness  is  based  on  an 
appreciation  of  cost  consciousness,  a  characteristic  that  is  not  shared  by 
many  creative  researchers.  It  is  essential  that  the  pure  scientist  be  more 
concerned  with  whether  the  idea  will  work  than  in  ho^v'  fast  it  can  be 
produced  or  at  what  cost. 

Here  again  we  must  bridge  the  gap  of  these  differing  approaches,  or  a 
worthwhile  suggestion  may  be  completely  lost. 

These  relationships,  as  in  the  case  of  sales  with  research,  must  be  a 
two-way  street.  Production  must  have  the  desire  to  call  upon  research  for 
help  when  it  is  needed.  Research,  on  the  other  hand,  should  be  sufficiently 
ingenious  to  know  when  to  offer  help. 

I  have  seen  cases  where  neither  concept  has  been  advantageously  em- 
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ployed.  I  recall  an  instance  when  a  process  engineer  chose  to  struggle 
with  a  recalcitrant  grinding  mill  for  several  weeks,  stubbornly  refusing 
to  acknowledge  (or  failing  to  understand)  that  the  composition  of  the 
feed  to  the  mill  might  have  been  the  cause  of  the  mill's  inefficiency. 
Belatedly,  a  research  specialist  identified  the  cause  of  the  trouble,  and 
the  efficiency  of  the  mill  quickly  returned  to  normal. 

It  is  in  cases  such  as  this  that  the  research-production  liaison  man 
who  possesses  an  appreciation  for  and  an  understanding  of  both  points 
of  view  can  avoid  inordinate  waste.  On  the  other  side  of  the  coin,  I  have 
seen  cases  where  a  researcher  will  choose  to  start  a  program  to  determine 
fundamentals  that  have  been  known  for  years  to  a  process  engineer 
who  has  used  these  fundamentals  in  day-to-day  operations. 

Periodic  review  of  research  activities  by  the  liaison  man,  who  at  the 
same  time  is  periodically  reviewing  the  limitations  and  capabilities  of 
the  research  counterparts  in  the  various  plant  locations,  can  identify  such 
duplication  and  avoid  the  waste  of  many  man-hours. 

MEASURING  RESEARCH  PERFORMANCE 

The  management  specialists  who  acknowledge  the  existence  of  the 
orientation  problem  in  fitting  research  into  the  corporate  structure  have 
gone  a  long  way  toward  guaranteeing  a  profitable  return  on  the  research 
dollar.  When  this  problem  is  clearly  recognized,  the  concomitant  problem 
of  stimulating,  coordinating,  and  measuring  the  performance  of  research 
has  been  considerably  eased.  Even  where  this  has  been  achieved,  however, 
the  measurement  of  performance  of  research  persistently  causes  concern. 
The  complexity  of  measuring  the  performance  of  research  and  develop- 
ment is  frequently  a  source  of  frustration  for  top  management.  This  is 
particularly  true  in  periods  of  reduced  profits,  either  incident  to  the 
affairs  of  the  company  itself  or  induced  by  general  business  recessions. 

Unable  to  place  a  tangible  value  on  the  research  in  progress,  top 
management  may  favor  a  drastic  reduction  in  the  research  budget.  Such 
a  move  of  expediency  may  well  destroy  the  very  basis  of  the  corporate 
strength  which  top  management  is  trying  to  protect. 

I  do  not  know  of  any  Utopian  method  by  which  research  and  develop- 
ment performance  can  be  measured.  Because  the  nature  of  research  varies 
so  greatly  from  company  to  company,  and  because  the  profits  expected 
as  a  result  of  research  work  also  vary,  there  can  be  no  hard  and  fast 
rule. 

For  purposes  of  control,  some  companies  include  investment  in  re- 
search as  part  of  the  calculation  of  return  on  investment.  Research 
expenditures  can  be  compared  with  the  profit  so  calculated  and  used  as 
a  rough  measure  of  research  effectiveness. 
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Various  comparisons  with  sales  are  used:  research  expenditures  versus 
sales  gain  or  market  share,  for  example,  or  a  comparison  of  research 
dollars  with  the  ratio  of  sales  of  new  products  to  sales  for  the  complete 
product  line. 

Where  research  expenditures  are  considered  as  investments,  it  is  pos- 
sible (making  proper  allowances)  to  compare  the  rate  of  return  on  re- 
search with  rates  of  return  on  invested  capital,  plant  and  equipment, 
or  property. 

All  these  methods  are  somewhat  qualitative,  and  it  is  unlikely  that  they 
can  be  applied  indiscriminately  to  every  business.  Experience  alone  will 
dictate  which  (if  any)  of  these  various  methods  appears  to  yield  significant 
comparisons.  In  any  event,  all  are  based  largely  on  historical  experience. 

A  somewhat  less  exacting,  but  sometimes  more  realistic,  approach  to 
the  evaluation  of  research  is  to  assess  research  on  the  basis  of  its  ability 
to  meet  its  assigned  objectives.  It  occurs  to  me  that  certain  broad  con- 
siderations are  inherent  in  any  research  and  development  assignment  and 
that  these  indeed  form  a  satisfactory  basis  for  evaluation. 

An  aggressive  research  group  will,  I  believe,  make  itself  aware  of  the 
technical  skills  which  are  required  by  the  company  and  the  technical 
information  which  will  best  serve  its  short-  and  long-range  objectives. 
Furthermore,  it  will  act  to  provide  the  necessary  technology  and  ^vill  con- 
tribute to  the  application  of  the  technology  derived. 

If  an  R&D  group  scores  high  in  these  areas,  and  if  it  is  fulfilling  these 
objectives  with  an  economical  use  of  money  and  manpower,  manage- 
ment can  afford  to  be  well  satisfied.  But  failure  to  meet  any  of  these 
desired  ends  should  serve  as  a  danger  signal. 

It  is  perhaps  easier  to  describe  the  basis  upon  which  research  effective- 
ness should  not  be  measured.  For  example,  there  is  sometimes  a  tendency 
on  the  part  of  top  management  to  judge  a  specific  project  in  terms  of  a 
personal  impression  of  the  technical  proficiency  of  the  group  undertaking 
the  work.  Clearly,  this  is  the  concern  only  of  the  research  director  and 
not  of  management  as  a  whole.  A  competent  director  will  make  sure  that 
his  organization  is  staffed  with  men  of  the  highest  professional  compe- 
tence and  that  their  work  is  checked  for  technical  accuracy. 

Facts,  of  course,  constitute  the  principal  output  of  the  research  and 
development  activity.  While  the  research  director  must  possess  skill  in 
selling  his  ideas  to  management,  management  must  in  turn  understand 
that  salesmanship  is  infrequently  an  attribute  of  the  scientist.  Too  often 
management,  in  its  desire  to  be  "sold,"  forces  the  research  activity  into 
premature  disclosures  of  favorable  results  or  overstatements  of  the  sig- 
nificance of  work  in  progress.  Such  pressures  are  incompatible  ^vith  the 
maintenance  of  a  scientific  viewpoint  and,  if  carried  to  extremes,  can 
destroy  the  very  atmosphere  which  management  is  trying  to  engender. 
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As  companies  grow,  and  as  their  managements  become  more  aware  of 
the  complexity  of  technical  development,  it  becomes  clearer  that  seldom, 
if  ever,  can  the  research  activity  be  held  solely  responsible  for  the  success 
of  a  given  project.  A  wise  management,  therefore,  will  view  technical 
development  as  a  broad  function  involving  virtually  every  phase  of  a 
company's  operation.  Its  decisions  will  be  directed  toward  establishing 
and  maintaining  a  successful  program  of  development,  and  R8cD  will 
be  considered  as  only  one  contributor  in  the  total  operation. 

CONCLUSION 

Among  members  of  top  management  the  research  activity  is  frequently 
difficult  to  understand,  troublesome  to  manage,  and  impossible  to  evalu- 
ate. In  spite  of  a  desire  to  find  a  common  meeting  ground,  they  are  often 
reluctant  to  abandon  their  own  established  views  and  philosophies.  But 
if  research  is  to  be  successful,  an  appreciation  of  the  scientific  method, 
and  what  it  implies,  is  mandatory  at  the  top  management  level. 

Wedded  as  it  is  to  technical  advance,  American  business  must  indeed 
effect  a  compatible  union  of  a  scientific  and  an  executive  mind.  If  man- 
agers of  other  activity  areas  must  learn  to  appreciate  the  problems  of 
scientific  research,  it  is  equally  true  that  the  research  administrator  must 
constantly  strive  for  a  greater  understanding  of  those  corporate  activities 
which  are  charged  with  the  generation  of  the  very  dollars  upon  which 
R&D  depends.  Today,  technology  is  not  enough.  Just  as  companies  must 
strive  to  become  fully  integrated,  so  must  today's  manager,  whether  in 
research  or  some  other  corporate  activity,  strive  to  integrate  into  his 
thinking  the  twin  disciplines  of  creativeness  and  control. 

I  believe  the  companies  which  have  sincerely  dedicated  themselves  to 
growth  through  research  and  which  sincerely  strive  to  understand  the 
scientist  and  his  work  will  necessarily  reap  the  rewards  of  tomorrow's 
technology.  As  with  so  many  other  problems  which  face  the  members  of 
top  management,  sound  research  and  development  depends  upon  top 
management  understanding,  confidence,  and  above  all,  patience. 

I  believe  that  we  must  heed  the  advice  of  Louis  Pasteur:  "Take  interest, 
I  implore  you,  in  those  sacred  dwellings  which  are  designated  by  the 
expressive  term:  laboratories.  Demand  that  they  be  multiplied,  that  they 
be  adorned.  These  are  the  temples  of  the  future-temples  of  well-being 
and  of  happiness.  There  it  is  that  humanity  grows  greater,  stronger, 
better." 


William  R.  Adams 

PRESIDENT 

ST.  REGIS  PAPER  COMPANY 

NEW  YORK,  NEW  YORK 


To  those  who  believe  that  a  background  of  proficiency  in  athletics  and 
scholarship  is  essential  to  the  development  of  leadership,  Williajn  R. 
Adams,  president  of  St.  Regis  Paper  Company,  is  an  outstanding 
example. 

A  rugged  6  foot  5  Union  College  Phi  Beta  Kappa,  the  man  who 
now  heads  one  of  the  largest  companies  in  the  nation's  pulp  and  paper 
industry  once  captained  Union's  football  and  lacrosse  teams. 

Like  the  company  he  guides,  Mr.  Adams  is  a  product  of  northern 
New  York.  Born  in  Albany,  New  York,  in  190- ,  he  attended  high 
school  in  Watertown,  New  York.  He  received  a  Bachelor  of  Arts  de- 
gree from  Union  College,  Schenectady,  in  1928,  and  his  activities  there 
left  little  doubt  that  big  things  were  to  come.  In  his  senior  year  at 
Union,  on  top  of  a  score  of  scholastic  and  athletic  honors,  he  was 
president  of  the  senior  class  and  student  government,  editor  of  the 
yearbook,  and  valedictorian. 

Mr.  Adams  maintains  that  liberal  arts  is  an  important  foundation 
for  a  successful  career  in  both  the  business  and  technical  worlds.  His 
own  career  is  a  good  example. 

He  entered  the  paper  business  in  ig^^,  after  having  worked  for  the 
National  Supply  Company  and  the  Fulton  Iron  ^yorks.  Mr.  Adams 
joined  St.  Regis  in  7957  and  his  early  days  with  the  company  -were  far 
from  glamorous.  Beginning  literally  at  the  bottom,  one  of  his  first  jobs 
was  tending  a  machine  that  stitched  bottoms  on  multiwall  bags.  Later 
he  became  assistant  to  the  superintendent  at  the  Carthage,  New  York, 
plant  and  then  resident  manager  at  Watertown. 

During  World  War  II,  Mr.  Adams  served  as  Chief  of  Industrial 
Papers  in  the  Office  of  Price  Administration.  He  returned  to  St.  Regis 
and  in  1949  was  elected  a  vice  president.  In  charge  of  the  company's 
manufacturing,  he  was  responsible  for  the  design,  construction,  and 
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expedition  of  St.  Regis's  rapidly  developing  expansion  program,  which 
was  moving  ahead  at  such  far  removed  areas  as  Pensacola,  Florida, 
and  Tacoma,  Washington,  at  the  same  time. 

Mr.  Adams  has  been  a  director  of  St.  Regis  since  19^2.  He  was 
elected  president  in  April,  ig^J- 

As  president,  he  heads  an  organization  that  has  virtually  quadrupled 
in  size  since  he  became  an  officer  in  1949.  As  a  result  of  an  acute 
managerial  awareness  of  the  importance  of  diversification  luithin  the 
industry,  the  company  has  moved  into  such  fields  as  industrial  and 
decorative  plastics,  corrugated  and  folding  boxes,  waxed,  glassine,  and 
greaseproof  papers,  gummed  and  foil  products,  lumber,  and  flexible 
packaging  materials. 

Mr.  Adams  is  also  president  and  a  director  of  St.  Regis  Paper  Com- 
pany (Canada)  Ltd.  and  North  Western  Pulp  &  Power  Ltd.  He  is  a 
director  of  the  Northern  New  York  Trust  Co.,  the  Agricultural  In- 
surance Co.,  and  the  Norwood  and  St.  Lawrence  Railroad  Co. 

Active  in  paper-industry  affairs,  he  is  a  member  of  the  executive 
committee  of  the  American  Pulp  and  Paper  Association;  a  member  of 
the  board  of  trustees  of  the  Institute  of  Paper  Chemistry;  and  a 
director  of  the  University  of  Maine  Pulp  and  Paper  Foundation. 

Mr.  Adams  has  been  a  trustee  of  Union  College  since  1949  and  re- 
ceived an  honorary  Doctor  of  Laws  in  19^3.  In  1954,  he  was  named  a 
life  trustee  and  represents  the  school  on  the  Empire  State  Foundation 
of  Independent  Liberal  Arts  Colleges. 

March,  i960 


CHAPTER    26 

Top  Management  and  Production 


How  top  management  thinks  and  what  top  management  does  are  of  first 
concern  to  activity  area  managers. 

It  is  essential  that  the  production  manager  understand  what  informa- 
tion the  chief  executive  needs  from  production  and,  equally,  what  aid  pro- 
duction can  expect  from  the  head  of  the  company. 

Every  activity  area  manager  has  a  responsibility  to  know  the  chief 
executive's  job  as  well  as  he  can,  and  then  to  take  action  in  his  own  area 
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much  as  the  chief  executive  would  do  if  he  were  managing  all  areas 
single-handedly.  In  other  words,  the  purpose  is  to  expand  the  top  execu- 
tive's power  to  manage. 

It  may  be  a  large  order  for  the  production  manager  to  think  exactly 
parallel  with  his  superior.  Perhaps  this  cannot  be  totally  achieved.  Yet 
how  perfectly  all  activity  area  managers  do  it  will  partly  determine  a 
company's  success-and  the  rewards  to  the  managers  themselves. 

In  the  modern  era  of  professional  management,  it  is  neither  wise  nor 
even  possible  for  one  top  executive  to  manage  by  using  only  his  own 
experience  and  intuition.  His  leadership  consists  in  obtaining  from  each 
activity  manager  the  utmost  that  the  individual  has  to  offer.  The  presi- 
dent combines  his  own  and  his  managers'  contributions  to  make  up  man- 
agement policy. 

The  task  of  top  management  is  therefore  not  to  make  decisions  for 
activity  areas  but  to  assemble  and  communicate  the  policies  on  which 
area  management  will  make  its  own  decisions.  The  president  expresses 
and  interprets  the  standards  and  objectives.  He  organizes  his  activity 
area  managers  in  a  team  to  get  results  through  others.  Thus  top  manage- 
ment and  area  management  in  the  process  become  a  unit  ^vith  a  combined 
brain,  as  it  were,  and  as  many  operating  arms  as  are  necessary. 

ROLE  OF  THE  PRODUCTION  MANAGER 

As  president  of  my  company,  I  expect  the  production  manager  to  be 
competent  to  exercise  in  his  area  the  same  functions  I  do  in  the  top 
management  role.  He  needs  to  be  competent  in  leadership  so  he  can 
organize  and  guide  his  subordinates,  as  I  organize  and  counsel  the  activity 
area  managers.  He  must  be  able  to  translate  the  company  objectives  to 
them  in  terms  of  production  activity  and  to  guide  them  in  the  means  to 
attain  these  goals.  He  should  be  adept  at  eliciting  from  them  facts  and 
ideas  from  which  he  will  select  information  to  be  passed  along  to  me, 
reformed  and  enlarged  by  the  product  of  his  own  talents,  for  the  better 
performance  of  my  responsibility. 

The  functioning  of  the  managing  process  is  not  something  static  or 
sporadic,  with  alternate  periods  of  planning  and  action.  It  is  dynamic 
and  continuous,  with  objectives  almost  daily  being  set  farther  ahead  as 
a  company  and  the  nation  grow.  Competition  is  the  spur;  it  compels  us 
to  get  earlier  answers  to  the  questions  of  what  products  people  will  need 
years  hence;  what  raw  materials  such  products  will  require;  what  fac- 
tories will  make  such  products;  and  where  they  must  be  made  to  be 
marketed  most  profitably. 

The  manager  of  production  can  delegate  most  day-to-day  matters  to 
subordinates.  Most  of  his  prime  duties,  as  with  other  activity  area  man- 


TOP  MANAGEMENT  AND  PRODUCTION  561 

agers,  will  necessitate  his  being  freed  of  routine  functions.  As  president 
I  expect  him  to  help  me  mostly  by  foreseeing  how,  when  tomorrow  comes, 
we  shall  be  manufacturing  products  that  will  then  be  the  newest  and  best 
of  their  kind  and  have  in  development  the  plants  and  products  of  the 
day  to  follow.  This  is  a  primary  obligation  of  the  production  manager. 

There  are  routine  matters  of  which  the  production  manager  must  be 
periodically  informed  and  of  which  he  will  need  to  inform  me.  Usually 
they  are  the  result  of  decisions  arrived  at  long  before.  Reports  of  this  kind 
serve  to  acquaint  me  with  the  progress  made  in  his  area.  Sometimes  they 
give  me  the  option  to  exercise  control,  sometimes  to  inform  managers  in 
other  areas  when  it  becomes  necessary  to  do  so.  Nothing  should  interfere 
with  the  flow  of  these  routine  reports  which  allow  me  and  my  associates 
to  regulate  the  pace  of  the  company.  Completeness,  promptness,  and  regu- 
lar receipt  of  these  reports  are  vital  so  that  all  corporate  functions  can 
dovetail. 

Important  capital  expenditures  will  of  course  need  my  approval.  They 
will  have  been  budgeted  well  in  advance  unless  they  are  the  result  of  some 
catastrophe  or  unforeseen  condition.  In  the  latter  instance,  the  other  area 
managers  must  be  alerted  so  they  can  adjust  as  needed. 

Proposed  innovations  should  be  called  to  my  attention  so  that  I  can 
help  get  them  accepted  by  those  in  other  activity  areas.  The  manager  who 
is  continually  trying  better  ways  to  do  things,  as  he  should  be,  may  not 
fully  realize  how  he  can  disturb  practices  on  the  border  of  another  man- 
ager's area.  It  is  better  that  I  propose  such  major  innovations,  if  they 
need  negotiating. 

Such  information  coming  the  president's  way  helps  him  to  exercise  his 
function  as  a  balance  wheel. 

In  major  problems  that  my  background  or  position  would  be  helpful 
in  solving,  I  expect  the  production  manager  to  ask  for  my  help  rather 
than  to  try  to  operate  alone.  Although  he  might  make  his  own  plans  and 
decisions  just  as  ably  if  we  did  not  work  together,  I  keep  an  open  door 
to  help  the  manager  who  could  use  my  aid  to  complete  a  project  more 
readily.  If  a  manager  needs  to  call  upon  consultants  or  other  outside  help 
to  assist  him,  I  want  to  know  about  and  approve  that  too. 

It  happens  that  I  have  been  trained  four  times  in  several  different 
areas,  although  my  career  has  been  largely  devoted  to  production.  I  find 
it  a  satisfying  part  of  my  job  to  assist  the  managers  of  production  or  other 
activities  without,  however,  relieving  them  of  their  responsibility  or 
inhibiting  their  initiative. 

Requirements  of  Top  Management 

Because  of  my  own  background,  and  because  in  the  paper  industry,  and 
at  St.  Regis  in  particular,  the  production  activity  is  such  a  crucial  part 
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of  over-all  operations,  I  believe  production  requires  more  management 
teamwork  than  is  required  in  the  other  activity  areas. 

The  paper  industry  does  not  follow  the  course  of  certain  other  indus- 
tries, such  as  oil  and  mining,  which  draw  raw  material  from  an  irreplace- 
able supply  and  deplete  the  source.  At  St.  Regis  a  large  part-the  largest 
part,  in  fact-of  our  raw  material  is  being  replenished  in  the  form  of 
growing  trees.  Besides  making  products  from  the  raw  material  itself,  we 
have  a  separate  and  complete  production  program  which  goes  all  the  way 
back  to  developing  and  selecting  seeds  in  our  forestry  operations.  Conse- 
quently we  cover  a  broad  area  in  our  production  activities. 

We  also  manufacture  industrial  packaging  machinery,  and  a  facet  of 
our  research  in  production  is  to  help  others  make  better  use  of  our 
products  by  using  this  machinery.  So  production  further  broadens  its 
scope  and  overlaps  into  the  marketing  sphere.  And  when  production 
stimulates  marketing,  this  in  turn  exerts  pressure  upon  company  finances 
to  provide  more  funds  for  production-facilities  expansion. 

From  this  example,  the  need  for  a  top  executive  to  coordinate  the  man- 
aging of  these  various  activities  becomes  evident.  It  is  clear  that  in  the 
complex  and  far-flung  operations  administered  by  highly  paid  managers 
today,  the  maximum  is  accomplished  by  having  competent  executives  in 
rapport  with  one  another  and  with  objectives.  These  executive  teams 
must  function  in  mutual  personal  respect  and  understanding  for  one 
another's  work  and  problems.  Coordination  comes  basically  from  the 
president,  who  makes  only  top  decisions  and  is  mostly  concerned  with 
managing  the  people,  who  in  turn  manage  the  work  forces. 

As  president,  I  expect  the  production  manager  to  make  products  of 
good  quality,  on  time,  with  a  minimum  of  assistance  from  me.  I  expect 
him  to  manufacture  at  costs  as  low  as  those  of  our  best  competitor  having 
equivalent  equipment.  I  want  him  to  innovate  better  production  methods 
constantly  and  to  embark  upon  cost-reduction  activities  of  all  kinds.  I 
hope  he  will  be  supremely  dedicated  to  these  ends. 

In  the  earlier  days  of  personal  industrialism,  too  much  of  the  time 
of  top  management  had  to  be  devoted  to  supervision  itself-"keeping  after 
the  whole  gang  to  see  that  they  do  what  they  are  supposed  to  do,"  in  the 
words  of  Andrew  Carnegie.  There  was  not  the  same  incentive  then  as  in 
the  present-day  period  of  mutual  ownership  and  interdependence.  There 
were  also  fewer  trained  management  people  than  there  are  now. 

I  expect  the  production  manager  to  maintain  good  labor  relations 
within  the  framework  of  established  policies.  As  my  representative,  he  has 
the  power  to  do  as  much  in  this  regard  as  I  could  do  myself.  These 
policies  are  in  force  to  benefit  the  people  in  all  activity  areas  equallv  and 
so  cannot  be  changed  by  one  manager  unilaterally. 

Above  all,  I  expect  the  production  manager  to  develop  an  efficient 
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production  organization,  on  which  his  quality,  costs,  maintenance,  and 
innovation  will  depend.  A  good  operating  team  will  release  him  for  the 
planning  and  coordination  that  enhances  the  basic  production  system, 
which  in  turn  provides  greater  company  strength  to  make  still  further 
advances  in  productivity. 

Developing  an  efficient  production  organization  only  partly  involves 
attention  to  plants  and  machinery.  Its  greater  purpose  is  to  develop 
people.  It  is  people  who  do  the  observing  and  the  thinking,  people  who 
on  one  level  or  another  evolve  better  processes  and  plans  for  more  efficient 
and  economical  production.  Trained  and  skilled  men  draw  the  blue- 
prints, try  out  new  methods  in  plants  and  laboratories,  and  make  sugges- 
tions that  eventually  come  to  the  production  manager's  attention. 

I  am  always  vitally  interested  in  learning  what  is  being  done  to  develop 
better  machinery  and  improved  processes  and  how  the  production  man- 
ager is  encouraging  his  ambitious  and  gifted  subordinates.  The  manager's 
success  in  lending  incentive  to  competent  people  to  do  development  work 
which  can  be  translated  into  company  progress  will  have  much  to  do 
with  his  own  success  and  the  rise  of  men  under  him.  Again  the  activity  of 
research  and  development  is  one  the  production  manager  is  expected  to 
include  among  his  efforts  without  interfering  with  daily  operations.  The 
details  need  no  approval  from  me,  though  I  am  interested  in  major 
programs  and  objectives. 

Assistance  from  Top  Management 

I  expect  the  production  manager  to  act  independently  within  the  frame- 
work of  established  policies  and  objectives,  but  this  does  not  mean  that 
I  do  not  want  to  be  of  assistance  to  him. 

I  shall  expect  to  get  in  touch  with  him  on  long-range  planning  as  it 
may  affect  production.  The  information  and  suggestions  I  receive  from 
other  areas  may  dictate  a  course  of  action  he  is  not  always  in  a  position 
to  foresee  himself.  Important  customer  complaints  that  come  through 
other  than  his  own  channels  may  need  to  be  called  to  his  attention  for 
reviewing  methods  or  procedures  in  his  area.  To  a  limited  extent,  I 
might  need  to  alert  the  production  manager  about  actual  or  anticipated 
important  orders  and  their  delivery  dates,  so  they  can  be  accommodated 
in  his  plant  schedules  without  difficulty. 

There  are  always  some  phases  of  the  production  activity  in  which, 
because  he  does  not  receive  all  the  information  I  do  from  other  areas, 
the  manager  may  need  guidance  or  counsel.  The  interchanged  informa- 
tion covering  a  somewhat  broader  horizon  than  his  own  helps  correlate 
both  his  thinking  and  mine. 

Those  matters  on  which  the  production  manager  must  keep  in  touch 
with  me  and  I  with  him  provide  opportunities  for  the  closest  approaches 
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to  perfection  in  parallel  thinking.  Of  necessity,  any  manager's  activitv 
area  confines  him  somewhat  to  his  specialty,  even  though  he  may  work 
in  cooperation  with  other  activity  managers.  He  has  a  limited  time  to 
reflect  on  the  broad  horizons  that  are  a  president's  realm.  In  our  contact, 
we  become  accustomed  to  one  another's  personalities  and  manner  of 
approach  to  problems.  We  sense  one  another's  reactions  in  advance.  ^Ve 
also  recognize  one  another's  weaknesses  and,  by  instinct,  try  to  com- 
pensate for  them  with  something  we  have  to  offer. 

RELATIONS  WITH  OTHER  ACTIVITY  AREAS 

Most  of  our  St.  Regis  managers  have  been  with  us  many  years,  are 
compatible  with  one  another,  and  are  enthusiastic.  It  is  their  self-imposed 
discipline,  without  sacrifice  of  individuality,  that  enables  all  of  us  to  work 
in  mutual  respect,  with  a  sympathetic  view  of  one  another's  work.  Part 
of  the  philosophy  we  consider  important  as  a  manufacturing  organization 
is  to  work  as  a  team  and  bring  others  along  in  the  same  spirit.  This,  we 
know,  will  not  merely  perpetuate  the  company  on  its  present  level  but 
will  help  us  encompass  new  acquisitions  and  make  constant  progress  by 
directing  the  efforts  of  others. 

Each  of  us  at  St.  Regis  usually  has  a  special  individual  project  or  two 
from  which  he  can  get  the  satisfaction  of  personal  accomplishment.  Al- 
though the  manager  may  achieve  his  greatest  results  through  the  work  of 
other  people,  there  is  an  element  of  human  nature  that  leads  nearlv 
every  man  to  select  something  to  plan  in  his  own  mind  or  complete  as 
much  as  possible  with  his  own  hands. 

I  can  recommend  this  concept  of  cooperation-this  pooling  of  personal 
aspiration  toward  an  end  no  one  man  can  attain  single-handedlv  while 
at  the  same  time  encouraging  interest  in  some  small  part  an  individual 
can  stamp  with  his  own  personality-as  an  ideal  design  for  managing. 
It  seems  to  be  workable  from  the  president's  point  of  view.  It  can  be  the 
light  in  which  an  activity  area  manager  should  view  his  top  management. 
It  is  a  good  plan  of  operation  for  a  production  manager  to  use  m  his 
own  area  to  stimulate  teamwork. 

It  has  been  pointed  out  that  some  things  should  be  done  bv  the  pro- 
duction manager  on  his  own  responsibility,  without  approval  or  decision 
by  top  management;  also  that  the  chief  executive  coordinates  or  assists 
in  certain  other  matters  from  a  vantage  point  he  alone  occupies  because 
of  broader  information,  special  background,  or  the  prestige  of  his  posi- 
tion The  manager  who  senses  top  management's  scope  of  activitv  will 
take  particular  care  not  to  alienate  the  chief  executive's  time  bv  over- 
informing  or  underinforming  him  or  by  seeking  his  aid  or  decision  .vhen 
ability  or  responsibility  to  act  for  himself  is  in  his  own  hands. 
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Voluntary  cooperation  with  other  activity  areas  is  the  best  way  a 
production  manager  can  relieve  top  management  of  the  task  of  coordinat- 
ing his  efforts  with  those  of  the  rest  of  the  company.  When  the  production 
head  knows  the  functions  and  operations  of  other  areas  and  can  make 
sound  decisions  from  facts  he  has  gathered  and  synthesized  for  himself, 
he  has  gone  far  toward  attaining  the  true  role  of  the  manager. 

I  would  be  particularly  anxious  that  the  production  manager  work 
with  our  research  and  development  people  to  learn  what  they  are  doing 
and  to  help  where  possible.  Much  research  at  St.  Regis  is  part  of  our 
broad  production  activity.  This  is  not  so  in  all  companies,  I  realize.  I 
expect  the  production  manager  to  give  research  people  the  benefit  of  his 
know-how  and  to  help  them  solve  technical  problems  involving  quality 
and  performance. 

Because  I  have  been  identified  with  production  myself,  I  like  to  have 
my  production  manager  ask  for  my  knowledge  or  opinions,  but  I  do  not 
want  him  to  be  self-conscious  in  this  contact.  Neither  should  he 
defer  to  me  if  he  has  firm  but  differing  convictions  about  an  impor- 
tant matter. 

The  production  manager  needs  to  work  very  closely  with  marketing. 
The  need  for  cooperation  in  developing  production  schedules  to  meet 
current  customer  requirements  is  too  obvious  to  dwell  upon.  So  is  the 
planning  together  for  long-range  expansion  or,  if  necessary,  curtailment 
of  production  levels.  '^V 

Production  and  finance  also  should  be  in  fairly  constant  contact  with 
one  another.  There  should  be  little  need  for  top  management  to  urge 
production  to  fashion  adequate  budgets  and  live  within  them  or  to 
emphasize  that  finance  must  be  given  figures  and  facts  it  needs  for  its 
costing  and  control  activities. 

The  personnel  services  in  any  company  can  be  of  assistance  to  the 
production  manager  in  his  task  of  developing  people.  Full  use  of  them 
can  take  pressure  from  him  and  from  his  staff.  If  some  service  that  per- 
sonnel might  helpfully  provide  is  not  a  part  of  its  activities,  contact  be- 
tween the  two  area  managers  can  facilitate  the  development  of  a  plan 
to  propose  in  complete  form  to  top  management.  Innovation  of  services 
helpful  to  the  whole  organization  is  often  accomplished  in  this  fashion 
without  the  need  for  top  management  to  spend  any  unreasonable  time 
until  approval  is  possible. 

I  would  like  also  to  have  the  manager  of  production  work  with  those 
responsible  for  the  internal  and  external  relations  of  the  company.  Co- 
operating to  furnish  newsworthy  information  outside  the  organization  is 
part  of  a  policy  in  any  good  company  to  impress  upon  the  general  public 
and  the  communities  of  which  it  is  a  part  that  the  company  is  a  citizen 
of  quality  and  a  good  neighbor.  It  is  important  that  each  employee  down 
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the  line  also  be  sold  on  this  same  principle,  because  he  is  additionally  a 
part  o£  the  public  and  of  the  community. 

REQUISITES  OF  A  PRODUCTION  MANAGER 

I£  I  were  a  production  manager  or  hoped  to  be  one,  I  would  make  a 
check  list  of  these  things  that  have  been  mentioned  and  try  to  orient  my 
attitude  positively  to  each  one.  I  would  note  that  cooperative  contact 
with  all  other  area  managers  and  with  top  management  would  not  onh 
make  my  task  easier  but  that  such  contact  would  help  each  to  function 
more  efficiently.  I  would  realize  that  withholding  facts  or  figtires  would 
neither  aid  me  personally  nor  assist  the  general  effort.  I  would  also  see 
that  relying  too  heavily  upon  others  in  matters  that  were  mv  responsibilitv 
would  reflect  upon  my  ability  to  manage,  no  matter  how  much  I  might 
know  technically  about  manufacturing  a  product. 

I  would  reflect  very  deeply  on  the  fact  that  as  a  manager  I  am  °ne  ot 
several  complements  to  the  chief  executive's  ability  and  that  he  c^epends 
on  me,  not  I  on  him,  to  work  as  he  does  in  getting  results  through  other 

'''My^title  in  production  would  give  me  the  obligation  to  manage  more 
tools  than  any  other  manager,  but  I  would  learn  I  must  first  manage 
the  people  who  operate  those  tools,  or  they  will  not  manufacture  rny 
product  economically  or  efficiently.  It  might  appear  that  I  had  t.vice  the 
responsibility  of  other  managers  because  I  manage  both  people  and  tools. 
This  I  would  regard  as  a  double  opportunity,  since  a  great  deal  of  the 
company's  productivity-and  therefore  its  growth,  profit,  and  ultimate 
success-would  depend  upon  me.  My  choice  could  hardlv  be  other  than 
to  develop  people  to  run  the  manufacturing  facilities  Avith  little  more 
than  my  guidance  and  counsel.  I  would  concentrate  on  managing  people 
by  making  the  gathering  of  facts,  planning,  decision,  and  persuasion  my 

Having  established  this  point  ot  view,  I  would  find  myself  in  verv  close 
harmony  with  top  management,  for  there  could  be  little  doubt  that  top 
management  was  following  the  same  procedure. 

Because  the  production  man  is  so  conspicuous  both  to  the  outside 
public  and  to  employees  in  the  other  internal  areas,  I  expect  him  to  be 
broadly  informed  on  matters  of  economics,  productivity,  and  people  and 
to  administer  his  duties  both  warmly  and  objectively.  I  trust  him  to 
provide  his  workers  with  facilities  that  will  relieve  them  of  all  possible 
drudgery  of  labor  and  to  probe  the  future  for  newer  machinerv  that  ^viU 
do  the  job  better  and  still  preserve  the  dignity  of  the  individuaMvork- 
man  The  workman,  like  management  which  relies  on  his  technological 
knowledge  and  managing  skill  to  create  and  produce,  wants  his  talents  to 
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be  advantageously  employed  at  a  reasonable  rate  and  to  feel  that  he  is 
a  true  part  of  a  continuing  accomplishment. 

On  the  other  hand,  I  expect  the  production  manager's  objective  ability 
to  be  such  that  the  quality  of  his  manufacture  will  rise  as  his  costs  decline 
and  the  company's  investments  in  plants  and  equipment  are  maintained. 
As  a  result,  we  in  top  management  are  provided  with  the  finances  to  plow 
back  into  the  innovations  and  improved  processes  our  manager  recom- 
mends. 

What  is  demanded  of  the  production  manager  may  seem  to  be  little 
short  of  lifting  himself  by  his  own  bootstraps.  But  top  management  is 
always  his  aide  in  coordinating  marketing,  research,  finance,  legal,  indus- 
trial and  public  relations,  and  other  activities,  in  support  of  what  he  does. 

CONCLUSION 

Each  area  manager  who  is  top  management's  duly  constituted  deputy 
receives  rewards,  not  only  in  pay  for  his  work  and  in  personal  satisfaction, 
but  in  the  regard  expressed  by  employees  and  the  public  according  to 
the  kind  of  an  organization  he  helps  build.  The  more  clearly  each 
contributes  to  and  interprets  top  management's  objectives,  the  greater 
will  be  the  internal  regard  for  management  as  a  whole,  the  greater  the 
effort  put  forth  by  subordinates  down  through  the  ranks,  the  wider  the 
acceptance  of  the  organization  and  its  products  as  public  benefactors. 
From  these  come  a  company's  growth. 

The  professional  manager  must  always  strive  for  that  perfection  that 
is  hard  to  attain  and  may  never  be  reached.  In  the  ranks  of  the  would-be 
managers  are  some  who  never  learn  how  to  do  the  best  that  can  be  done; 
some  who  do  learn  but  never  trouble  to  discipline  themselves  to  the  task; 
and  still  others  who  are  temperamentally  unsuited  to  the  demands  of 
managing  and  the  unity  of  thought  required  by  management  teamwork. 
These  are  some  of  the  reasons  for  the  scarcity  of  management  talent. 

Top  management  is  continually  searching  for  men  with  the  desire, 
drive,  and  determination  to  surpass  in  managing  excellence,  so  that  its 
teams  may  be  formed  in  depth  as  well  as  in  breadth  as  the  economy  grows. 

The  excellence  of  people  who  know  not  only  what  to  do  but  who 
sincerely  take  their  posts  on  a  management  team  to  think  as  one  toward 
goals  on  the  most  distant  horizon  will  give  any  organization  a  margin 
of  advantage  over  its  competition  that  is  worthy  of  the  highest  rewards 
and  satisfaction  to  all. 


/.  Keith  Louden 

EXECUTIVE  VICE  PRESIDENT 
.}/|         LEBANON  STEEL  FOUNDRY 
k^  LEBANON,   PENNSYLVANIA 


The  business  career  of  J.  Keith  Louden  ean  be  summarized  briefly  by 
saying  that  he  was  an  industrial  engineer  and  a  production  expert 
before  becoming  a  top-level  manager.  But  such  a  brief  summary  does 
not  do  justice  to  Mr.  Louden's  distinguished  career. 

Keith  Louden  graduated  from  Ohio  State  University  in  1928  icith  a 
BBA.  degree  and  then  joined  the  Fostoria  Glass  Company  in  Mounds- 
ville  West  Virginia.  He  became  a  superintendent  before  leaving  Fos- 
tona  Glass  in  m,  to  accept  an  industrial  engineering  position  with 
the  Buckeye  Steel  Castings  Company  ,n  Columbus,  Ohio.  Three  years 
later  in  m6,  Mr.  Louden  became  supervisor  of  the  Standards  Control 
Division  of  the  Owens-Illinois  Glass  Company  in  Toledo,  Ohio.  He 
served  in  that  capacity  until  19^0,  when  he  became  director  of  indus- 
trial engineering  for  the  National  Supply  Company  in  Pittsburgh, 
Pennsylvania.  Mr.  Louden  served  as  manager  of  glass  and  closure 
production  for  the  Armstrong  Cork  Company  from  1942  to  1948  and 
then  became  assistant  to  the  president  of  the  York  Corporation  in  iork 
Pennsylvania.  He  was  a  vice  president  and  a  director  of  the  i  ork 
Corporation  from  ^r  until  ml.  when  he  moved  to  Lebanon  Steel 
Foundry  as  vice  president,  chief  executive  officer,  and  a  director. 

Mr  Louden  has  written  and  lectured  extensively  on  a  variety  of 
engineering  and  management  subjects.  His  first  book.  ^Uge  Incentives. 
was  published  by  John  Wiley  ir  Sons  in  icjH-  I"  '9S9.  «  revised  veision 
of  the  book,  with  J.  W.  Deegan  as  coauthor,  was  published.  He  also 
collaborated  with  T.  G.  Nexvton  to  write  Job  Evaluation,  which  was 
published  by  Funk  t  Wagnalls.  In  addition,  he  is  a  contributor  to 
management  and  engineering  handbooks  and  has  had  a  number  of 
articles  published  in  technical  and  management  periodicals. 

In  great  demand  as  a  lecturer,  Mr.  Louden  has  spoken  before  man- 
agement  and  technical  society  groups  and  college  educational  forums 

Photo  by  Simon  Corporation,  York,  Pa. 


568 


in  both  the  United  States  and  Canada.  From  ip^c)  to  7952  he  served 
as  a  lecturer  in  the  Summer  Management  Courses  of  the  University 
of  loiva. 

Mr.  Louden  has  been  very  active  in  the  American  Management  Asso- 
ciation, having  served  on  their  board  of  directors,  their  executive 
committee,  their  division  planning  council,  and  as  a  vice  president.  He 
has  also  served  as  chairman  of  the  management  division  of  the  Ameri- 
can Society  of  Mechanical  Engineers  and  is  presently  a  member  of  the 
board  of  technology.  Mr.  Louden  was  president  of  the  Society  for 
Advancement  of  Management  in  1^42  and  is  an  honorary  life  member. 

For  his  outstanding  contributions  to  mMuagement,  Mr.  Louden  has 
been  awarded  the  Gilbreth  Medal  by  the  Society  for  Advancement  of 
Management  and  the  Worcester  Reed  Warner  Medal  by  the  American 
Society  of  Mechanical  Engineers. 

Keith  Louden  was  born  in  Duquesne,  Pennsylvania,  in  190^.  He  is 
married  and  the  father  of  one  child  and  now  makes  his  home  in 
Lancaster,  Pennsylvania. 

April,  i960 


CHAPTER    27 

Managing  the  Production  Activity 


The  responsibilities  of  the  production  activity  have  been  defined  as  de- 
veloping the  most  economical  methods  and  plans  for  manufacturing 
authorized  products;  coordinating  the  required  manpower;  securing  and 
coordinating  materials,  facilities,  tools,  and  utilities;  producing  products 
and  consigning  them  to  the  marketing  activity  or  the  customer.  The 
marketing  activity,  in  turn,  is  responsible  for  directing  and  encouraging 
the  flow  of  goods  from  producer  to  consumer  or  user.^ 

The  function  of  marketing  is  a  primary  contributor  to  profits.  Manage- 
ment, therefore,  must  recognize  that  every  element  of  the  corporate 
operation  must  be  oriented  toward  marketing.  Thus  the  production 
activity  may  be  considered  to  be  a  service  activity  to  marketing. 

The  marketing  activity  must  first  find  out  what  the  customers  want  and 
then,  based  on  this  determination,  gear  the  entire  corporate  organization 

^  Association  of  Consulting  Management  Engineers,  Inc.,  Association  Planning  Com- 
mittee, Common  Body  of  Knowledge  Required  by  Professional  Management  Consultdnts, 
ACME,  Inc.,  New  York,  1957. 
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toward  filling  this  want.  This  in  turn  requires  that  all  activity  areas- 
research  and  development,  production,  finance  and  control,  as  well  as 
marketing-must  work  closely  together.  The  highest  degree  o£  teamwork 
is  required;  it  must  not  be  left  to  chance.  Coordination  and  cooperation 
between  activity  areas  must  be  so  ingrained  that  they  become  automatic. 

Need  for  Broad  Corporate  Understanding 

With  the  foregoing  in  mind,  we  should  further  remember  that  manu- 
facturing or  the  producing  of  things  has  always  been  a  primary  activity 
since  the  beginning  of  time.  Production  has  provided  the  basis  for  the 
entire  world  economy,  and  the  production  activity  retains  its  importance 
regardless  of  the  outer  forms  of  the  economic  system.  Because  of  this,  too 
many  managers  of  production  are  so  immersed  in  the  concept  that  manu- 
facturing is  the  beginning  of  all  wealth  in  all  business  activity  that  they 
cannot  recognize  that  it  is  not  the  end  in  itself,  but  only  a  vital  part. 
They  have  evidenced  a  tendency,  therefore,  to  become,  and  to  remain, 
specialists  in  production.  But  in  today's  industrial  world,  the  individual 
who  desires  to  rise  to  a  top  position  in  a  business  must  become  more  than 
a  specialist  in  the  activity  in  which  he  is  basically  engaged.  He  will, 
undoubtedly,  be  a  specialist  through  a  good  portion  of  his  progress  in 
the  organization.  However,  if  he  recognizes  the  broader  aspect  of  his 
present  and  future  positions  and  has  an  understanding  and  concept  of  the 
whole  business  organization  and  its  future,  he  will  realize  that  he  must, 
through  education,  study,  and  experience,  become  a  generalist. 

This  obviously  requires  that  he  develop  a  personal  knowledge  of  the 
business  much  broader  than  that  concerned  with  his  particular  activity 
area.  He  must  either  be  naturally  sensitive  or  acquire  a  sensitivitv  to 
economic,  social,  and  political  trends;  and  he  must  be  fully  aware  of  their 
implications  for  and  upon  the  people  with  whom  he  works  and  ^vho  make 
up  his  organization.  He  must  learn  how  to  motivate  people.  He  must 
learn  how  to  communicate  with  people.  He  must  learn  that  the  essence 
of  good  management  is  to  be  a  leader. 

Planned  Approach  Required.  It  is  always  appealing  to  think  back  to  the 
good  old  days-to  the  days  when  the  production  head  was  not  onlv  often 
heavy-fisted  but  also  capable  of  performing  most  of  the  operations  in 
the  plant  for  which  he  was  responsible.  His  was  an  intuitive  approach. 
He  managed  "by  the  seat  of  his  pants"  and,  by  sheer  determination  and 
aggressiveness,  accomplished  a  reasonably  satisfactory  job-a  job  which 
laid  the  foundation  stone  of  our  great  industrial  society. 

But  the  present-day  production  manager,  while  possessing  manv  of 
the  characteristics  of  his  forefathers,  must  keep  ever  before  him  the  fact 
that  in  today's  industrial  society  there  is  far  less  room  for  errors  in  busi- 
ness. He  must  work  on  narrower  profit  margins  and  face  higher  taxes, 
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complex  government  regulations,  higher  labor  costs,  and  complex  labor 
contracts  which  complicate  his  job  to  a  very  large  degree. 

Today's  production  manager  is  forced,  therefore,  to  take  a  planned, 
organized  approach  to  the  total  job.  This  does  not  mean  that  it  is  all 
spelled  out  for  him  and  that  once  the  plan  is  laid  it  is  a  mere  matter  of 
carrying  it  through.  In  fact,  today's  manager  requires  great  imagination, 
energy,  and  verve  in  carrying  out  his  job.  The  need  for  dynamic  imagi- 
nation and  creative  thought  is  still  present  in  the  execution  of  the 
program.  The  manager  must  constantly  seek  improvement  and  constantly 
motivate  his  entire  organization  to  participate  in  the  execution  of  the 
program  in  order  to  meet  the  requirements  of  his  job  and  to  fulfill  his 
important  function  in  the  total  corporate  picture.  He  must  ever  be  on 
the  alert  to  keep  administrative  expenses  to  a  minimum.  He  must  not 
confuse  multiplicity  of  controls  with  good  management,  but  must  recog- 
nize that  while  controls  are  needed,  they  should  be  kept  as  simple  and  as 
few  as  possible. 

Changing  Nature  of  Manufacturing  Processes  ■ 

With  the  advent  of  mass  production,  utilizing  to  an  ever-increasing 
degree  machinery  rather  than  labor,  the  production  manager  was  forced 
to  reorient  his  thinking  and  concept  of  his  responsibility.  The  accelera- 
tion of  this  change  from  labor  to  machinery  in  the  last  few  years  has 
brought  home  sharply  to  the  production  manager  that  he  is  now  con- 
fronted with  a  whole  new  set  of  rules,  measuring  sticks,  and  problems 
differing  from  those  that  existed  when  manpower  rather  than  machinery 
was  the  base  of  the  manufacturing  operation. 

A  machine  represents  a  permanent  investment.  It  cannot  be  laid  off. 
It  cannot  be  placed  on  short  hours.  It  cannot  be  trained  to  perform 
widely  different  tasks.  It  represents  an  investment  that  must  be  utilized 
if  costs  are  to  be  kept  in  line.  It  is  vital  to  make  certain  that  a  machine 
is  truly  needed,  that  it  will  serve  its  intended  purpose,  and  that  it  will 
be  needed  during  its  entire  economic  life. 

This  directional  change  in  emphasis  to  machines  forces  a  shift  in 
emphasis  to  plant  maintenance,  utilization  of  materials,  movement  of 
materials,  and  machine  utilization.  Further,  the  need  to  control  material 
and  overhead  costs,  product  design,  and  quality  forces  the  production 
manager  to  broaden  his  outlook.  If  he  is  to  be  successful,  he  must  become 
a  generalist,  recognizing  completely  the  integration  of  his  own  operation 
and  the  other  basic  activity  areas  of  the  business. 

Interactivity  Area  Relationships 

Before  discussing  the  production  function  itself,  it  is  important  that  we 
take  a  further  look  at  interactivity  area  relationships.  This  interdepend- 
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ence  requires  that  the  heads  of  the  four  primary  activity  areas  of  a  business 
-production,  marketing,  finance  and  control,  and  research  and  develop- 
ment-should not  only  work  closely  together,  but  should  also  participate 
in  the  planning  function  of  each  other's  areas  of  responsibility.  It  has 
been  my  experience  that  one  of  the  basic  requirements  for  the  needed 
high  degree  of  cooperation  and  coordination  is  the  inclusion  on  the  plan- 
ning committee  of  each  activity  area  of  the  heads  of  the  other  basic  ac- 
tivity areas.  For  example,  the  production  planning  committee  should 
include  in  its  membership  the  heads  of  marketing,  research  and  develop- 
ment, and  finance.  In  this  way  the  marketing  manager  (as  well  as  the 
other  activity  area  managers)  is  not  only  able  to  contribute  to  the  deci- 
sions reached  and  the  plans  made  for  the  production  activity,  but  he  is 
also  able  to  recognize  the  contributions  and  decisions  he  must  make  and 
the  plans  he  must  lay  if  the  production  activity  is  to  perform  satisfactorih 
and  in  line  with  corporate  objectives. 

Does  this  sound  like  a  time-consuming  affair?  It  is.  But  I  cannot  think 
of  a  more  important  allocation  of  time. 

Much  of  the  interdependence  of  the  production  and  marketing  activi- 
ties is  obvious.  If  we  keep  in  mind,  however,  that  the  production  activitv 
is  basically  a  service  function  for  marketing,  the  relationship  tends  to 
come  into  sharper  focus.  It  should  be  recognized  that  although  the  head 
of  the  production  activity  is  usually  responsible  for  spending  more  monev 
than  any  other  activity  area  manager,  he  spends  it  only  to  meet  the  needs 
of  marketing. 

The  sales  forecast  is  the  energizer  of  the  entire  manufacturing  cvcle. 
It  is  on  the  basis  of  this  forecast  that  equipment  is  purchased,  people 
are  hired  and  trained,  products  are  designed  and  manufactured,  and 
inventories  are  invested  in  and  carried.  To  the  production  manager,  the 
sales  forecast  is  a  commitment.  It  is  vital,  therefore,  that  those  responsible 
for  the  execution  of  this  commitment  work  closely  together.  There  can 
be  no  sacred  areas,  no  defensive  functional  false  pride,  no  "you  run  vour 
end  of  the  business  and  I'll  run  mine"  attitudes  or  practices  in  todav's 
successful  company. 

Accepting  the  fact  that  accuracy  in  a  sales  forecast  is  vital,  we  must 
keep  in  mind  the  realities  of  forecasting  and  recognize  that  it  must  be 
flexible,  constantly  audited,  and  constantly  adjusted  to  face  changing 
conditions  and  that  adjustments  to  reflect  these  changes  should  be  made 
as  early  as  possible.  Furthermore,  when  we  look  beyond  the  current  pro- 
duction schedules  and  inventory  problems,  the  planning  for  ne.v  facilities 
and  new  equipment  requires  a  long-range  forecast,  which  in  itself  must 
be  in  rather  narrow  ranges  of  accuracy  and  truly  reflect  future  product 

needs. 

I  can  recall  only  too  well  the  sales  head  who,  aided  and  abetted  bv  the 
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goal-setting  president,  always  came  up  with  an  overly  optimistic  sales 
forecast  and,  amid  much  fanfare,  committed  the  rest  of  the  organization 
to  a  program  that  created  havoc  for  them.  A  stubborn  refusal  to  reduce 
the  forecast  to  realistic  proportions  resulted  in  excess  inventories,  year- 
end  fire  sales,  and  endless  confusion. 

The  problem  was  finally  solved  by  establishing  two  forecasts— one  the 
sales  target  for  the  dream  world  of  the  sales  manager  and  the  president 
and  one  labeled  financial  and  manufacturing  forecast,  which  was  geared 
to  realities.  Unrealistic  sales  targets  must  not  be  used  as  a  basis  for  the 
operational  program  of  the  company. 

Both  research  and  development  and  production  are  influenced  by 
marketing's  concept  of  styling  and  other  features  which  marketing  thinks 
will  entice  the  customer  to  buy.  The  marketing  manager  must  be  fully 
aware  of  the  cost  of  solving  intricate  design  problems  and  recognize  and 
be  able  to  evaluate  the  true  relationship  between  customer  appeal,  cost, 
and  selling  price.  The  production  and  research  and  development  heads 
must  take  a  tough  approach  with  the  marketing  manager  on  each  cost- 
increasing  proposal  or  design,  not  from  the  standpoint  of  being  obstinate 
or  negative,  but  to  help  marketing  prove  the  need  or  value  of  a  proposed 
change.  Once  the  need  is  established,  they  must  accept  the  challenge  to 
carry  out  the  change  at  the  lowest  conceivable  cost. 

Because  the  design  of  a  product  has  such  a  major  efiiect  on  the  facilities, 
processes,  and  the  like,  required  for  its  manufacture,  there  is  an  important 
need  for  close  cooperation  between  research  and  development  and  the 
production  activity.  Close  contact  should  be  maintained  between  these 
activities  on  each  product,  beginning  with  the  early  design  stages  and 
continuing  through  the  entire  production  life. 

The  importance  of  integrating  the  three  basic  activity  areas  of  market- 
ing, production,  and  research  and  development  with  the  financial  activity 
may  not  be  as  obvious  as  are  the  others.  But  the  financial  function  must 
obtain  the  money  needed  to  carry  out  the  production  program.  It  must 
disburse  the  money,  account  for  it,  and  audit  the  success  of  its  use.  Thus 
the  importance  of  the  financial  function  in  the  total  picture  becomes 
apparent. 

It  is  not  sufficient  to  have  coordination  of  marketing,  production,  re- 
search and  development,  and  finance  solely  at  the  top.  Provisions  must 
be  made  for  the  same  type  of  cooperation  and  coordination  down  through 
the  organization  of  each  activity  so  that  there  is  a  maximum  of  coordi- 
nated and  effective  effort  at  all  levels  in  the  battle  for  volume,  better 
products,  lower  costs,  and  satisfactory  profits. 

People.  One  cannot  leave  this  discussion  of  the  interrelationships  be- 
tween the  various  basic  activity  areas  of  the  business  without  discussing  the 
effect  of  the  successful  execution  of  these  relationships  on  people.  One  of 
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the  most  serious  problems  the  production  organization  has  to  cope  with  in 
successfully  executing  its  function  is  that  of  fluctuating  production  levels. 
Fluctuating  work  loads  not  only  create  serious  morale  problems  in  the 
shop,  but  have  a  marked  impact  on  costs  because  of  problems  of  hiring, 
laying  off,  and  retraining.  The  lack  of  a  sense  of  job  security  on  the  part 
of  the  employees  also  creates  an  unsatisfactory  climate  for  good  labor 
relations.  Major  shifts  in  employment  levels,  with  the  resultant  hirings, 
layoffs,  bumping,  and  fear  of  loss  of  jobs  that  they  cause,  create  a  wave 
of  grievances,  slowdowns,  and  other  problems,  which  not  only  result  in 
an  unfavorable  cost  picture,  but  also  take  much  of  the  manufacturing 
staff's  attention  away  from  their  basic  job  of  reducing  costs  and  producing 
better  goods. 

Therefore  it  should  be  the  basic  assignment  of  those  responsible  for 
the  primary  activity  areas  of  the  business  to  keep  ever  before  them  the 
need  to  work  out  ways  and  means  of  maintaining  a  leveled  rate  of  pro- 
duction within  practical  limits.  This  includes  consideration  of  inventory 
levels,  marketing  activities,  product  diversification,  and  other  factors  that 
can  and  should  be  considered  in  solving  such  problems. 

THE  PRODUCTION  ACTIVITY 

In  a  manufacturing  organization,  the  production  activity  is  normallv 
comprised  of  six  major  functions;  namely,  plant  engineering,  industrial 
engineering,  purchasing,  production  planning  and  control,  manufactur- 
ing, and  quality  control.  These  are  recognizable  and  accepted  terms  for 
the  key  functions  involved.  The  problem  exists  in  understanding  the 
scope  of  their  responsibilities,  authority,  and  interdependence. 

Plant  Engineering 

The  plant  engineering  function  is  responsible  for  specifying  or  approv- 
ing, installing,  maintaining,  and  occasionally  constructing  the  buildings, 
utility  services,  and  facilities  required  for  production.  This  function  is 
belatedly  coming  into  its  own  and  is  finally  receiving  the  recognition  that 
it  requires  properly  to  perform  its  duties  and  responsibilities. 

This  recognition  has  been  forced  upon  top  management  largelv  by 
the  shift  away  from  hand  labor  to  machine  labor  which  ^se  discussed 
earlier.  As  investment  in  plant  and  equipment  arises,  the  necessitv  for 
high-quality,  low-cost  maintenance  of  equipment  becomes  more  clearly 
recognized. 

Another  factor  which  forces  recognition  of  the  importance  of  this 
function  is  the  need  for  the  application  of  sound  management  principles 
to  its  operation.  It  was  the  rapid  increase  in  maintenance  costs  following 
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World  War  II  and  the  related  problem  of  properly  maintaining  equip- 
ment so  as  to  minimize  production  stoppages  and  interruptions  and 
maximize  quality  that  brought  this  about. 

Because  the  plant  engineering  function  is  basically  responsible  for 
installing  equipment  and  maintaining  it  in  good  condition,  it  should 
play  a  major  role  in  the  selection  of  any  equipment  that  is  to  be  pur- 
chased. Keeping  equipment  in  good  operating  condition  not  only  avoids 
production  losses  and  breakdowns,  with  resultant  poor  customer  service 
and  increased  costs,  but  also  keeps  to  a  minimum  cash  outlays  for  new 
capital  equipment.  Furthermore,  it  is  only  through  proper  maintenance 
of  capital  equipment  that  its  full  life  expectancy  can  be  realized  and 
product  quality  and  material  utilization  maintained  at  established  stand- 
ards. 

Proper  Maintenance  a  Way  of  Life.  The  work  of  keeping  equipment  in 
good  operating  condition  cannot  be  relegated  solely  to  the  plant  engineer- 
ing function.  Proper  maintenance  of  equipment  is  a  way  of  life.  It  must 
be  instilled  into  every  member  of  the  supervisory  force  and  every  work- 
man. This  requires  training  on  the  part  of  all  those  who  will  use  or 
supervise  the  use  of  such  equipment,  not  only  in  how  to  operate  it  but 
how  it  operates,  what  it  can  and  cannot  do,  and  how  it  must  be  main- 
tained and  serviced  on  a  day-to-day  basis.  A  number  of  companies,  in  an 
effort  to  drive  home  the  value  of  equipment,  post  the  cost  of  each  piece 
of  equipment  right  on  it.  They  also  post  the  cost  of  making  a  major 
repair  on  the  equipment  if  a  breakdown  was  caused  by  carelessness. 

The  same  is  true  of  plant  utility  services.  The  plant  engineering  de- 
partment is  responsible  not  only  for  their  proper  maintenance,  but  for 
their  ability  to  provide  uninterrupted  service.  Therefore  plant  engineer- 
ing must  not  only  participate  in  the  determination  of  the  facilities  and 
services,  but  it  must  take  the  basic  responsibility  for  their  selection  and 
installation  as  well  as  maintenance.  In  doing  so,  they  work  closely  with 
industrial  engineering  and  often  also  with  research  and  development. 

Another  way  of  looking  at  the  maintenance  or  plant  engineering  func- 
tion is  that  it  is  charged  with  keeping  the  plant  running  and  running 
economically.  This  requires  the  application  of  good  management  in  all 
phases  of  the  utilization  of  staff  services  available  to  it,  particularly  from 
a  control  and  measurement  standpoint. 

The  plant  engineering  department  must  maintain  proper  records  of 
each  piece  of  equipment,  including  cost,  condition,  schedule  for  pre- 
ventive maintenance,  and  spare  parts  needed.  These  records  should  also 
provide  a  running  account  of  maintenance  costs,  their  nature,  and 
corrective  measures  taken.  Records  of  this  kind  are  particularly  important 
when   additional  equipment  is  being  considered   for   purchase   or   new 
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equipment  is  about  to  be  designed.  They  provide  a  rich  source  of  infor- 
mation to  the  machine  designer,  plant  layout  man,  and  others  responsible 
for  equipment  selection. 

Basis  for  Relationship  with  Line  Personnel.  Because  maintenance  costs  are 
usually  charged  to  the  operating  department  where  the  work  is  done, 
there  is  often  a  conflict  between  the  plant  engineering  group  and  the 
department  heads  who  feel  that  they  must  keep  maintenance  to  a  mini- 
mum in  order  to  meet  or  beat  their  budgets.  This  reflects  several  fallacies, 
not  the  least  of  which  may  be  improper  budgets.  There  may  also  be  lack 
of  understanding  on  the  part  of  the  operating  department  head  of  all  the 
side  effects  and  added  costs  that  improperly  maintained  equipment  can 
bring  about,  as,  for  example,  unsafe  working  conditions.  Nevertheless, 
the  head  of  the  operating  department  should  approve  maintenance  work 
in  his  department,  not  only  so  that  he  accepts  responsibility  for  it,  but 
so  that  it  drives  home  to  him  just  what  it  costs  to  keep  his  equipment  in 
condition.  This  will  encourage  him  and  his  associates  to  do  everything  in 
their  power  to  prevent  excessive  or  reckless  use  of  the  equipment.  If  a 
conflict  of  opinions  on  work  to  be  done  should  arise,  it  should  be  re- 
solved by  the  manager  of  the  production  activity. 

Planned  versus  Emergency  Maintenance.  The  plant  engineering  function 
is  faced  with  two  types  of  operation,  one  planned  and  scheduled,  the 
other  of  an  emergency  nature.  The  number  of  emergency  jobs  will  depend 
to  a  large  part  on  how  successfully  the  preventive  maintenance  program 
has  been  developed  in  the  shop  and  how  carefully  the  operating  personnel 
have  been  trained  in  proper  usage  of  the  equipment  assigned  to  them. 

The  planning  and  scheduling  function  in  the  maintenance  operation 
not  only  calls  for  the  timing  of  a  job  to  be  performed,  but  the  detailed 
planning  of  its  execution,  particularly  when  different  crafts  are  involved, 
so  that  manpower  is  effectively  utilized.  Adequate  prejob  preparation  is 
very  important.  All  materials,  tools,  and  equipment  which  will  be  re- 
quired should  be  on  hand  and  organized  in  the  maintenance  storeroom 
so  that  when  the  maintenance  workers  go  to  the  job  they  can  take  with 
them  everything  they  will  need. 

It  has  been  my  practice  to  insist  that  the  plant  engineering  department 
sees  to  it  that  on  all  planned  maintenance  jobs,  the  maintenance  store- 
room has  all  the  needed  equipment,  tools,  and  materials  loaded  and 
ready  on  hand  trucks  or  on  other  transporting  means  for  the  maintenance 
crew.  Through  this  practice  alone  substantial  savings  are  realized  as  a 
result  of  getting  maintenance  jobs  started  promptly  and  ^vith  all  needed 
equipment  and  materials  on  hand  and  in  good  condition.  The  same  can 
also  be  done  in  the  case  of  major  repairs  of  an  emergency  nature. 

The  industrial  engineering  department  can  be  of  considerable  help 
to  plant  engineering  in  organizing  the  planning  and  scheduling  function. 
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This  calls  for  making  work-measurement  studies  for  incentive  applica- 
tion as  well  as  for  methods  improvements,  budget  allowances,  and  sched- 
uling data. 

The  maintaining  of  adequate  stores  by  the  plant  engineering  function, 
including  tools,  spare  parts,  and  supplies,  is  very  important,  not  only 
from  the  standpoint  of  having  what  might  be  needed,  but  for  making 
certain  that  the  stored  items  are  geared  to  the  replacement  program  of 
equipment  to  which  they  apply.  This  prevents  obsolescence  and  wastage 
in  this  area. 

The  plant  engineering  function  must  be  tied  in  closely  with  the  long- 
range  planning  of  the  manufacturing  department  so  that  it  can  properly 
plan  its  work  and  make  certain  that  all  specified  facilities  and  equipment 
are  geared  to  production  forecasts. 

Maintenance  and  plant  engineering  costs  are  all  too  often  considered 
to  be  necessary  evils  which  must  be  endured.  The  plant  engineering 
function  makes  its  contribution  to  the  over-all  end  result  just  as  does  any 
other  department  or  function.  Therefore  it  requires  and  deserves  the 
same  careful  thought  and  managerial  skill  as  does  any  other  function  of 
the  business.  It  must  strive  for  better  work  control  to  keep  unnecessary 
work  at  a  minimum.  This  is  brought  about  by  better  work  planning; 
preventive  maintenance  to  reduce  to  a  minimum  emergency  repair  jobs, 
overtime,  and  rush  jobs;  having  proper  inventories  of  spare  parts  and 
supplies;  and  having  good  cost  information  that  will  enable  the  func- 
tional head  to  make  decisions  which  will  obtain  the  maximum  use  of  the 
plant  engineering  dollar. 

A  properly  maintained  and  equipped  plant  that  provides  equipment  in 
good  order,  good  housekeeping,  and  safe  working  conditions  is  one  of  the 
best  contributions  to  worker  and  supervisory  morale  that  can  be  had. 

Industrial  Engineering 

The  industrial  engineering  function  bears  the  responsibility  for  plan- 
ning the  utilization  of  men,  facilities,  tools,  jigs,  and  fixtures  to  obtain  the 
desired  quantity  and  quality  of  output  at  minimum  cost.  The  techniques 
and  procedures  used  by  this  function  apply  not  only  to  the  production 
activity,  but  equally  well  to  all  phases  of  the  corporate  business. 

The  industrial  engineering  approach  to  a  problem,  which  includes 
study,  analysis,  and  evaluation,  has  universal  application  to  business.  It 
can  be  utilized  by  the  chief  executive  to  make  certain  that  all  functions 
of  the  business  are  at  least  approaching  the  most  economical  and  effective 
way  of  conducting  their  work.  The  industrial  engineering  department, 
outside  of  its  direct  responsibilities,  is  a  staff  service.  It  is  important  that 
this  be  kept  in  mind;  otherwise  conflict  can  result  which  is  not  only  lui- 
necessary,  but  harmful  to  the  successful  operation  of  the  function. 
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Industrial  engineering  has  had  a  rather  hard  row  to  hoe  as  it  has 
matured  and  developed  into  a  major  element  in  business  and  a  major 
contributor  to  successful  growth  and  development. 

The  chief  obstacle  that  industrial  engineering  has  had  to  overcome  has 
been  the  lack  on  the  part  of  top  management  of  an  understanding  of  its 
nature,  use,  and  approach  to  problems.  Being  a  factual,  analytical  ap- 
proach, it  many  times  upsets  situations  that  have  existed  for  a  long  time, 
and  this  is  as  it  should  be.  Management,  however,  has  been  slow  to  recog- 
nize the  full  value  of  this  function. 

The  proper  use  and  acceptance  of  industrial  engineering  require 
understanding,  which  can  only  come  through  training  and  explanation, 
but  most  of  all  this  must  stem  from  the  top  levels  of  the  organization. 
Having  been  directly  involved  in  the  development  of  the  industrial  engi- 
neering function  to  its  present  scope,  I  can  recall  only  too  well  the  un- 
favorable climate  often  developed  by  the  failure  of  the  engineers  them- 
selves to  understand  the  nature  of  staff  work,  but  more  often  by  the  same 
failure  on  the  part  of  top  management. 

Being  an  analytical  function,  it  naturally  exposes  unsatisfactorv  con- 
ditions and  recommends  corrective  action.  If  the  need  for  this  is  not 
understood  and  accepted  by  all  levels  of  management,  industrial  engi- 
neering quickly  falls  into  disfavor  and  suspicion.  The  greatest  responsi- 
bility for  its  proper  acceptance  rests  with  members  of  top  management. 
They  must  not  use  it  as  a  club  or  as  a  private  Gestapo.  Until  this  under- 
standing is  gained,  the  function  will  not  perform  to  its  ultimate  potential. 
It  is  well  to  have  industrial  engineering  services  centralized  rather  than 
to  have  various  department  heads  acquire  staff  assistants  to  perform  this 
work  in  whole  or  in  part.  In  my  experience,  decentralization  tends  to 
weaken  the  whole  effort  because  it  will  not  be  coordinated.  Furthermore, 
the  dilution  of  responsibility  and  effort  does  not  permit  maximum  utiliza- 
tion of  manpower  or  the  maintenance  of  a  high  level  of  competency. 

Relationship  with  Other  Functions.  The  industrial  engineering  depart- 
ment, particularly  in  its  work  having  to  do  with  measurement  and  evalua- 
tion, must  work  closely  with  the  cost  accounting  and  budget  groups  of 
the  financial  activity.  It  provides  data  for  the  use  of  these  two  groups 
particularly.  By  close  cooperation  and  collaboration  between  industrial 
engineering  and  the  cost  people,  much  important  and  valuable  informa- 
tion and  data  can  be  developed  that  are  of  great  help  to  the  production 
manager  in  developing  programs  of  profit  improvement  and  more  effec- 
tive operation.  I  use  the  industrial  engineering  and  controller  groups 
as  basic  members  of  an  evaluation  team  for  all  proposals  involving  the 
performance  of  the  manufacturing  function. 

The  industrial  engineering  group  is  also  closely  involved  in  equipment 
selection  and  evaluation  of  the  expected  end  results.  In  this  connection. 
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it  is  important  that  there  be  established  in  the  financial  group,  perhaps 
in  the  internal  audit  section,  a  procedure  for  following  up  forecast  savings 
to  make  certain  they  are  achieved. 

Determination  of  need  for  additional  facilities  and  their  nature  basi- 
cally is  a  duty  of  the  industrial  engineering  function  working  closely  with 
plant  engineering,  production  planning  and  control,  manufacturing,  and 
research  and  development  and  utilizing  information  furnished  in  the 
sales  forecast.  One  of  the  important  elements  that  is  often  overlooked, 
surprisingly  enough,  is  that  forecast  savings  or  profit  improvement  can  be 
realized  only  if  new  processes  and  new  equipment  are  utilized  to  the 
proper  degree.  Lower  unit  costs  might  be  forecast,  but  unless  there  is  need 
for  sufficient  units  to  justify  the  equipment,  the  lower  unit  cost  does  not 
become  a  reality.  It  has  been  my  experience  that  unless  there  is  estab- 
lished a  systematic  follow-up  of  forecast  savings  to  make  certain  they  are 
achieved,  all  too  often  the  necessary  steps  are  not  taken  to  make  them  a 
reality.  Furthermore,  the  fact  that  there  will  be  an  audit  tends  to  make 
such  forecasts  more  realistic. 

Close  cooperation  and  coordination  between  industrial  engineering 
and  research  and  development  is  very  important.  A  procedure  should  be 
established  whereby  the  industrial  engineering  group  works  with  the 
research  and  development  design  engineers  from  the  inception  of  a  prod- 
uct idea.  Such  a  procedure  permits  the  industrial  engineer  to  contribute 
ideas  that  will  reduce  manufacturing  costs  as  the  design  develops.  All  too 
often,  unfortunately,  the  industrial  engineer  only  gets  to  look  at  a 
product  after  it  has  approached  the  "frozen"  design  stage.  Anything  he 
sees  at  that  time  which  could  be  changed  to  reduce  tooling  costs  and 
make  for  easier  manufacturing  meets  resistance  from  the  design  engineer 
because  he  does  not  want  to  redesign  his  product.  This  not  only  results 
in  conflict  and  generally  unsatisfactory  relationships,  but  also  in  higher 
manufacturing  costs.  Therefore  I  think  it  important  that  a  person  from 
the  industrial  engineering  department  skilled  in  tooling  and  work 
processing  should  be  a  part  of  the  design  team  in  the  research  and  de- 
velopment group  from  the  conception  of  a  product  idea. 

Impact  on  People.  So  much  of  the  work  of  the  industrial  engineer 
directly  affects  people,  their  w^ork  habits  and  methods,  their  output,  and 
their  rewards,  that  it  is  essential  that  the  industrial  engineering  group  be 
staffed  with  competent  people  who  have  a  well-developed  understanding 
of  people— empathy,  if  you  will— and  at  the  same  time  a  dedication  to 
their  profession.  This  again  requires  that  top  management  have  an 
understanding  of  what  is  involved  in  such  relationships  in  order  to  pro- 
vide policies  that  will  not  only  support  this  vital  work  but  will  condition 
its  impact  upon  the  individual.  I  have  always  insisted  that  policies  gov- 
erning the  results  of  this  work  be  fully  worked  out  before  the  function  is 
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activated  and  that  the  policies  be  properly  maintained  thereafter.  It  is 
only  through  total  understanding  on  the  part  of  all  levels  of  management 
and  total  support  by  policy,  practice,  and  word  that  the  full  value  of 
the  industrial  engineering  function  can  be  gained. 

A  number  of  us  learned  the  hard  way  that  the  people  involved  and 
affected  by  a  specific  program  must  be  tied  in,  kept  informed,  and  made 
participants  to  the  maximum  practical  extent.  Even  then  the  results  are 
sometimes  of  sufficient  impact  so  that  strong  resistance  is  met  at  the  time 
the  program  is  installed. 

I  can  recall  quite  vividly  an  installation  in  a  glass  decorating  depart- 
ment involving  several  hundred  women  employees.  Changes  in  methods, 
layout,  and  processing  were  so  radical  that  the  new  standards  bore  no 
relation  to  the  old  standards.  In  spite  of  our  best  efforts  at  explanation, 
the  reaction  to  the  new  standards  was  so  violent  that  a  hard  core  of 
operators  took  over  and  by  strong  measures  forced  all  operators  to  main- 
tain a  level  of  output  at  or  near  the  old  levels. 

After  days  of  fruitless  effort,  we  finally  evolved  the  idea  of  building  a 
miniature  ladder  for  each  shift  with  the  names  of  the  operators  hung  on 
each  rung  in  the  order  of  their  productivity.  Low  as  performance  was,  one 
girl  did  somewhat  better  than  the  rest.  We  then  had  the  president  of  the 
company  visit  the  department  on  each  shift,  obviously  study  the  results 
on  the  ladder,  and  then  chat  with  and  congratulate  the  top  three  girls. 
After  several  days  of  this  recognition,  the  competition  to  get  to  the  top 
broke  out  into  the  open,  with  the  result  that  this  department  became  a 
blue-ribbon  department  with  high  morale  and  good  earnings.  People 
need  and  respond  to  recognition. 

Continuing  Nature  of  Industrial  Engineering  Work.  I  cannot  leave  the 
function  of  industrial  engineering  without  emphasizing  strongly  the  fact 
that  the  work  of  the  industrial  engineer  is  of  a  continuing  nature.  This  is 
particularly  true  in  the  field  of  work  measurement  and  methods  study. 
Much  of  the  dissatisfaction  which  has  arisen  from  the  work  of  industrial 
engineers  in  the  past,  particularly  in  these  two  areas,  has  rested  first  in 
the  lack  of  recognition  of  the  support  required  on  the  part  of  top  man- 
agement, and  second,  the  lack  of  top  management  recognition  that  this 
work  must  be  constantly  and  effectively  maintained  to  reflect  changing 
conditions,  materials,  and  processes  if  it  is  going  to  remain  a  satisfactory, 
effective  tool.  This  is  particularly  true  in  the  field  of  labor  relations, 
where  lack  of  proper  maintenance  of  standards  has  led  to  wide  distortions 
of  earnings  and  work  loads,  which  create  a  real  problem  when  the  time 
for  correction  finally  arrives. 

Industrial  engineering,  because  of  its  impact  on  people  and  costs, 
should  either  be  understood  completely  and  used  properly  or  be  left 
alone. 
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Purchasing 

The  purchasing  function,  which  is  charged  with  securing  at  the  time 
required  and  at  minimum  cost  the  quantity  and  quahty  of  materials, 
suppUes,  service,  and  equipment  needed  to  operate  the  company,  is  also 
a  vital  function  in  a  successful  business  operation. 

I  think  the  phrase  "at  minimum  cost"  must  be  expanded  to  include 
the  statement  "while  maintaining  sound  vendor  relations."  If  the  mem- 
bers of  the  purchasing  department,  particularly  those  who  contact  and 
work  with  vendors'  representatives,  are  to  be  successful  in  the  perform- 
ance of  their  duties  and  work  for  the  company's  best  interests,  they  must 
be  a  far  different  type  from  the  old  hard-bitten  purchasing  agent  who 
instilled  fear  in  the  hearts  of  vendor  salesmen  and  whose  chief  claim  to 
glory  was  the  fact  that  he  could  always  get  a  lower  price.  Fortunately, 
the  idea  that  the  successful  purchasing  agent  has  to  be  a  hard,  shrewd 
price  negotiator  is  rapidly  passing  from  the  industrial  scene. 

Today  it  is  recognized  that  the  purchasing  people  must  truly  be  sales- 
men for  their  company.  They  must  sell  their  company,  its  products,  its 
philosophy,  and  its  policies  to  the  vendors  if  sound  vendor  relations  are 
to  result. 

It  is  highly  important  that  top  management  understand  this  relation- 
ship and  its  delicate  nature.  Too  often,  particularly  in  periods  of  stress 
and  recession,  top  management  will  put  pressure  on  the  purchasing  de- 
partment to  obtain  lower  prices  to  the  point  where  the  purchasing  agent, 
if  he  is  to  survive,  must  adopt  the  attitude  of  "Never  mind  what  you  did 
for  me  yesterday;  what  will  you  do  for  me  today?"  He  finds  that  he  must 
virtually  auction  what  business  he  has  to  place  to  the  lowest  bidder.  Such 
an  attitude  can  destroy  sound  vendor  relations  quickly  and  can  cost  the 
company  dearly  in  the  light  of  what  the  vendor  could  do  for  the 
company. 

Maintaining  Sound  Vendor  Relations.  The  first  step  in  the  establishment 
of  sound  vendor  relations  is  to  determine  just  what  it  is  you  need  and 
want  from  your  vendors.  Obviously  you  want  a  material,  a  part,  or  a 
component— but  is  that  all?  If  you  feel  that  it  is,  there  is  a  good  chance 
that  you  are  unaware  of  your  true  needs  and,  more  importantly,  of  just 
what  a  vendor  can  do  for  you.  There  are  few  organizations  today  that 
can  justify  conducting  the  purchasing  function  on  a  routine  price  basis. 

Once  you  have  determined  your  short-  and  long-range  needs,  you 
should  then  become  fully  acquainted  with  the  vendors  who  supply  the 
materials  and  components  you  require.  You  should  get  to  know  their 
organizations,  their  history,  their  experience,  and  their  reputation  with 
other  customers.  I  would  suggest  that  you  request  the  vendor,  either 
actual  or  potential,  to  hold  a  seminar  for  your  key  people,  not  only  in 
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purchasing  but  in  engineering,  manufacturing,  and  sales.  During  the 
seminar  the  vendor  can  expose  his  organization  to  your  group  and  pre- 
sent to  you  what  it  is  they  can  do,  what  services  they  can  render,  what 
controls  they  have  over  their  processing  and  quality,  and  other  pertinent 
information  applicable  to  your  particular  problem  or  problems.  ^Ve  who 
are  ourselves  vendors  of  high-grade  steel  castings  have  found  this  device 
particularly  helpful  and  effective  with  our  customers.  Our  seminar  groups 
include  representatives  of  quality  control,  plant  engineering,  industrial 
engineering,  production  control,  and  sales  departments,  in  addition  to 
the  purchasing  people. 

With  complete  information  of  the  vendor's  capabilities  at  hand,  you 
are  in  a  position  to  evaluate  just  how  he  can  fit  into  your  long-range 
plans,  what  he  can  contribute,  and  what  services  you  can  expect  from 
him.  Such  a  program  should  be  worked  out  jointly,  of  course,  with  the 
vendor  having  the  same  opportunity  to  become  familiar  with  your  or- 
ganization and  your  problems  through  seminars  at  your  plant.  In  this 
way  the  vendor  knows  what  it  is  you  need  and  can  generate  ideas  for 
helping  you  meet  those  needs.  He  can  conduct  research  and  development 
for  you,  either  alone  or  in  cooperation  with  you,  and  he  can  be  ever  on 
the  alert  to  increase  the  scope  of  his  services  to  you. 

Obviously,  it  costs  the  vendor  money  to  provide  this  service.  To  afford 
it,  he  must  make  a  profit  that  will  support  such  service.  And  at  the 
same  time,  his  selling  price  must  be  competitive  to  those  vendors  who  are 
not  in  a  position  to  provide  such  service,  keeping  in  mind  the  added 
value  that  this  service  warrants. 

The  user  cannot  give  to  the  vendor  who  is  capable  of  rendering  the 
kind  of  services  I  have  described  only  that  work  which  requires  develop- 
ment, experimentation,  or  specific  technical  knowledge.  If  he  gives  all 
the  bread-and-butter  work  to  a  vendor  incapable  of  rendering  the  special 
service  the  user  needs  just  because  he  has  a  somewhat  lower  price  for 
routine  work,  the  competent  vendor  will  soon  either  withdraw  his  services 
or  charge  for  them  commensurate  with  service  rendered.  At  best,  the 
relationships  become  strained  and  much  of  value  is  lost. 

In  addition  to  the  regular  contacts  with  a  specific  vendor  on  mutual 
problems  and  interests,  it  is  well  to  hold  a  meeting  with  all  key  vendors- 
competitors  and  noncompetitors-not  less  than  once  a  year.  At  these 
meetings  company  officials  should  review  with  the  vendors  the  company's 
plans,  programs,  forecasts,  and  needs.  This  is  a  time-saving  device  which 
makes  certain  that  all  key  vendors  receive  the  same  story  from  the  top 
executives  of  the  company.  It  also  provides  an  excellent  background  for 
constructive  relationships  between  each  vendor  and  the  purchasing  de- 
partment of  the  company. 

But  words  must  be  followed  by  deeds,  I  know  of  one  company  that 
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holds  meetings  with  all  vendors  to  inform  them  of  the  company's  posi- 
tion, needs,  and  policies.  On  the  surface,  this  is  good,  but  the  pressure 
on  the  purchasing  department  is  such  that  vendor  relations  at  the  buyer 
level  are  dangerously  poor.  The  policy  of  working  cooperatively  with 
vendors  must  have  meaning  in  depth  or  it  is  valueless. 

It  is  a  growing  practice  for  vendors  to  meet  with  a  customer's  forecasting 
group  to  obtain  a  specific  feel  of  what  the  customer  expects  to  do  and 
how  it  will  affect  the  vendor.  This  enables  him  to  forecast  his  own  pro- 
duction more  intelligently,  and  he  can  do  his  own  market  planning  on  a 
sounder  basis.  The  anticipation  of  needs,  when  made  known  to  a  vendor, 
often  enables  him  to  avoid  placing  himself  in  a  position  where  he  cannot 
meet  those  needs  on  short  notice.  Again  this  builds  up  the  image  of  a 
partnership,  which  is  essential  if  maximum  benefits  are  to  be  gained  by 
both  vendor  and  user.  In  our  company,  since  we  do  not  have  an  end 
product,  we  must  gear  ourselves  to  our  customers'  sales  forecasts  if  we 
are  to  achieve  reasonable  accuracy  in  our  own. 

Intracompany  Relationships.  Turning  inward,  an  important  relationship 
within  a  company  that  can  be  delicate  is  the  relationship  between  the 
purchasing  function  and  the  research  and  development  activity. 

To  my  mind,  it  is  essential  that  the  head  of  the  purchasing  function  be 
kept  fully  informed  of  the  programs  and  progress  of  the  research  and 
development  activity.  He  must  know  what  they  are  doing,  what  materials 
and  components  they  are  planning  to  use,  and  what  is  needed  in  either  a 
proved  component  or  a  wholly  new  one,  so  that  he  is  in  a  position  to 
represent  intelligently  the  work  of  the  research  and  development  group 
to  vendors. 

This  is  an  area  that  often  results  in  conflict.  It  is  natural  for  those  en- 
.  gaged  in  research  and  development  to  want  to  seek  out  their  own  vendors 
so  that  they  may  have  direct  contact  with  not  only  sales  representatives 
but  engineers  and  technical  people  from  the  vendors'  organizations.  This 
is  understandably  good,  and  arrangements  should  be  made  so  that  it  can 
be  accomplished.  It  is  best  handled,  however,  in  my  opinion,  either 
directly  through  the  purchasing  department  or  with  their  full  knowledge, 
cooperation,  and  participation. 

This  course  is  essential  because  research  and  development  people  are 
for  the  most  part  interested  only  in  obtaining  material  or  components 
satisfactory  from  an  engineering  standpoint.  They  are  unlikely  to  con- 
sider the  ability  of  the  vendor  to  produce  the  quantities  and  quality 
needed  or  his  ability  to  continue  to  offer  the  services  that  will  be  needed 
for  a  satisfactory,  enduring  relationship. 

Thus  the  matter  of  vendor  selection,  together  with  price,  delivery,  and 
terms,  should  remain  solely  in  the  hands  of  purchasing,  even  though 
product  or  component  selection  and  specification  may  be  in  the  hands  of 
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the  research  and  development  group.  This  calls  for  close  cooperation,  the 
understanding  of  each  other's  function  and  responsibility,  and  a  deter- 
mination to  work  together  toward  established  company  objectives.  I 
would  like  to  emphasize  that  an  alert  purchasing  group  can  be  of  great 
value  to  the  research  and  development  group  in  making  known  to  them 
new  facts  about  materials,  components,  and  the  like.  Quite  often,  as  well, 
the  purchasing  group,  because  of  their  more  intimate  and  detailed 
knowledge  of  the  vendor's  facilities  and  abilities,  can  make  suggestions 
both  to  the  vendor  and  to  the  research  and  development  personnel  that 
will  either  solve  or  improve  a  situation. 

The  purchasing  department  must  maintain  a  good  working  relation- 
ship with  the  financial  function  and  must  supply  forecasts  of  prices,  terms, 
and  similar  information  essential  for  the  financial  planning  of  the  com- 
pany. 

It  is  top  management's  responsibility  to  provide  the  policies  and  mech- 
anisms that  will  ensure  these  proper  and  necessary  relationships. 

Production  Planning  and  Control 

The  production  planning  and  control  function  is  responsible  for  pre- 
paring, issuing,  and  encouraging  compliance  with  schedules  of  the  men, 
materials,  facilities,  and  instructions  required  to  manufacture  orders  so 
that  they  will  be  available  when  and  where  required.  It  is  responsible  for 
meeting  sales  needs  as  to  quantity  and  variety  exactly  when  needed,  while 
at  the  same  time  maintaining  a  production  schedule  in  the  factory  Avhich 
permits  economy  in  manufacture  as  well  as  the  lowest  possible  inventory 
investment. 

Obviously  the  three  objectives  are  not  w^holly  compatible.  Therefore 
production  planning  and  control  must  work  out  schedules  ^vhich  satisfy 
as  well  as  possible  the  divergent  views  and  interests  of  marketing,  manu- 
facturing, and  finance. 

In  matters  directly  related  to  his  function,  particularly  scheduling 
production  and  maintaining  inventories,  the  head  of  the  production 
planning  and  control  function  must  have  full  authority  delegated  to  him 
by  his  immediate  superior.  Nothing  can  be  more  confusing  than  ai'bitrary 
schedule  changes  by  the  manufacturing  group  or  by  the  sales  activity.  All 
revisions  of  schedules,  purchase  orders,  and  the  like,  must  be  made  only 
by  the  production  planning  and  control  function. 

Accurate  sales  forecasting  and  its  proper  updating  to  reflect  changing 
conditions  enable  the  production  planning  and  control  department  to 
meet  customer  needs  without  building  up  excess  inventories.  Obsolete 
parts  in  work  in  process  and  in  inventory  can  be  avoided  if  last-minute 
and  unanticipated  changes  in  sales  forecasts  are  not  made. 

Again  it  must  be  repeated  that  the  importance  of  leveled  production 
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from  a  cost  and  morale  standpoint  warrants  the  best  thinking  and  effort 
on  the  part  of  all  concerned. 

The  production  planning  and  control  manager  can  make  a  major 
contribution  to  marketing  by  supplying  full  information  on  the  ability  of 
the  factory  to  produce  and  its  ability  to  adjust  quickly  to  meet  changing 
conditions.  The  head  of  this  function  should  be  a  member  of  the  fore- 
casting committee  of  the  marketing  group. 

Flow  of  Materials.  It  is  the  ambition  of  every  production  planning  and 
control  manager  to  so  schedule  the  flow  of  materials  into  the  plant  that 
he  "assembles  off  the  tail  gate"  of  incoming  trucks  and  cars.  The  extent 
to  which  this  can  be  accomplished  is  important  from  a  cost-reduction 
standpoint  because  it  saves  multiple  handling  in  and  out  of  stores.  The 
degree  to  which  it  can  be  accomplished  will  depend  on  the  stability  of 
production  schedules,  the  relationships  and  caliber  of  vendors,  and  the 
complexity  and  variety  of  the  products  involved.  Bulky  materials  for 
fabrication  operations  lend  themselves  particularly  to  this  tail-gate  type 
of  operation.  There  are  also  many  instances  where  components  such  as 
motors  can  move  from  the  trucks  and  cars  directly  to  the  assembly  line. 

One  key  feature  that  permits  this,  particularly  where  components  are 
concerned,  is  quality  control  in  the  vendor's  plant  to  make  certain  that 
when  the  components  arrive  at  the  manufacturing  site  they  will  meet 
specifications.  There  is  no  time  for  inspection  and  change  under  this  type 
of  program.  The  practice  of  having  resident  inspectors  in  a  vendor's  plant 
is  growing,  but  I  believe  properly  spelled-out  specifications  and  inspection 
procedures  to  be  used  by  the  vendor's  own  people  will  suffice  in  the 
majority  of  cases. 

Relationship  with  the  Purchasing  Function.  The  need  for  close  contact 
between  the  purchasing  group  and  production  planning  and  control  is 
obvious,  yet  many  times  a  failure  to  understand  this  has  resulted  in 
unnecessary  excess  costs.  These  result  from  failure  to  determine  properly 
economic  lot  sizes  for  purchasing.  The  weighing  of  the  economies  to  be 
gained  by  purchasing  larger  quantities  than  actually  needed  versus  stor- 
age costs,  danger  of  obsolescence,  and  the  like,  requires  constant  analysis 
and  the  application  of  good  judgment. 

One  area  of  conflict  that  often  exists  between  purchasing  and  produc- 
tion planning  and  control  is  the  vendor  expediting  function.  It  has  been 
my  experience  that  this  is  a  purchasing  function.  It  can  be  most  success- 
fully carried  out  if  the  purchasing  group  is  given  the  responsibility  for 
expediting  the  vendors.  It  is  undesirable  to  have  someone  from  the  pro- 
duction planning  and  control  group  also  contacting  the  vendors.  In 
every  instance  in  my  experience  where  this  has  been  the  case,  there  has 
been  confusion,  conflicting  orders,  and  a  working  at  cross-purposes  that 
is  not  in  the  best  interests  of  the  company. 
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It  is  well  to  emphasize  again  that  contracts  with  vendors  should  be 
made  through  the  purchasing  department  regardless  of  where  they  orig- 
inate. Only  in  this  way  can  the  effectiveness  of  the  purchasing  department 
function  be  properly  maintained.  Since  they  are  vested  with  full  re- 
sponsibility for  all  vendor  relationships,  they  can  have  no  excuse  for 
failure  to  perform  in  all  areas  of  their  responsibility. 

The  contribution  that  the  production  planning  and  control  function 
can  make  in  the  matter  of  engineering  specifications  and  bills  of  material 
is  often  overlooked.  Their  intimate  knowledge  of  materials  used  in  manu- 
facture and  the  way  those  materials  are  utilized  plus  their  knowledge  of 
machine  capabilities  places  them  in  a  unique  position  to  render  im- 
portant assistance  in  matters  of  design,  specifications,  and  bills  of  mate- 
rial. 

Manufacturing 

The  manufacturing  function  bears  the  responsibility  for  making  prod- 
ucts for  sale  by  changing  the  shape,  composition,  or  combination  of 
materials,  parts,  or  subassemblies.  This  means  it  is  directly  involved  with 
men,  materials,  and  machines.  We  have  discussed  machines  and  materials 
under  other  functional  headings,  so  it  may  be  well  to  emphasize  men 
in  particular  as  we  consider  manufacturing. 

In  other  chapters  of  this  Handbook,  motivation,  communications,  team- 
work, and  all  other  phases  of  sound  human  relations  in  the  operation  of 
an  enterprise  are  discussed.  The  area  that  I  would  like  to  discuss  at  this 
time  is  the  relationship  between  top  manufacturing  people  and  the  direct 
supervision  of  the  men  and  women  in  the  manufacturing  areas. 

Personal  Contact.  One  of  the  greatest  fallacies  believed  by  men  in  top 
managerial  positions  is  that  they  are  so  busy  that  they  haven't  time  reallv 
to  get  to  know  the  people  in  the  lower  levels  of  the  organization,  par- 
ticularly in  the  hourly  ranks.  They  tend  to  feel  that  they  must  depend  on 
information  fed  to  them  second-  and  third-hand  for  the  picture  thev 
receive  of  what  is  going  on  at  those  levels,  what  the  thinking  is,  and  what 
attitudes  exist.  The  same  holds  true  for  the  reverse  flow  of  communica- 
tions. People  at  the  work  level  receive  communications  on  policv  and 
other  information  second-  and  third-hand  and  often  are  not  able  even  to 
visualize  the  appearance  of  the  individual  who  initiates  the  communica- 
tion. 

True,  top  management  people  are  busy  and  have  many  demands  upon 
their  time.  They  should  not  permit  themselves,  however,  to  become  so 
busy  that  they  cannot  maintain  a  satisfactory  personal  relationship 
throughout  the  entire  organization,  regardless  of  its  size.  Aly  experience 
has  shown  that  they  can  do  this  if  they  understand  its  importance  and 
have  a  real  desire  to  do  so. 
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For  example,  I  have  always  made  it  a  practice  when  taking  over  a  new 
job  to  take  time  out  immediately  to  meet,  shake  hands,  and  talk  at  least 
briefly  with  each  employee  on  the  payroll  for  whom  I  am  to  be  re- 
sponsible. This  introduction  of  yourself  to  your  people,  your  expression 
of  interest  in  knowing  them,  your  expression  of  enthusiasm  for  your  job, 
and  what  you  want  the  relationship  between  you  to  be  will  do  more  to 
make  you  known  as  a  person,  instead  of  a  name  and  a  title,  than  any- 
thing else  that  can  be  done.  It  may  take  days  or  weeks,  depending  on  the 
size  of  the  organization,  to  do  this.  It  is  conceivable  that  in  some  huge 
organizations  it  may  not  be  possible  personally  to  meet  everyone.  But  for 
every  instance  where  such  an  approach  is  not  practical,  there  are  thou- 
sands where  it  is,  if  the  manager  has  the  desire  to  do  it. 

I  have  found  that  it  is  not  sufficient  to  make  this  a  one-time  greeting. 
The  manager  cannot  afford  to  retire  to  his  inner  sanctum,  forgetting  all 
the  people  that  he  met  and  talked  with.  It  may  not  be  necessary  to  talk 
to  every  individual  frequently,  but  it  is  important  that  never  a  week  go 
by  that  you  don't  take  at  least  a  trip  through  the  plant  so  that  you  are 
again  seen.  You  can  talk  to  a  few  people  and  by  your  attitude,  interest, 
and  enthusiasm  regenerate  the  friendliness  that  resulted  from  your  first 
trip. 

Thus  in  this  manner  is  built  a  climate,  an  image,  an  impression,  so  that 
any  actions  you  must  take,  any  communications  you  must  give  either 
verbally  or  in  writing,  will  be  better  understood.  A  favorable  image 
creates  a  favorable  background  for  the  reception  of  what  it  is  you  are 
trying  to  do,  even  though  it  may  not  be  wholly  palatable  to  those  affected. 

I  do  not  wish  to  detract  from  the  various  other  forms  of  communica- 
tions, such  as  publications,  letters,  films,  or  closed-circuit  TV,  but  without 
personal  contact  they  and  the  impressions  that  you  create  that  are  favor- 
able lose  much  of  their  value. 

It  is  true  that  in  a  growing,  busy  company  personal  contact  is  difficult 
to  maintain.  However,  if  you  have  the  desire  to  establish  personal  con- 
tact and  make  a  real  effort  to  do  so,  it  will  be  known,  recognized,  appre- 
ciated, and  accepted.  And  the  impression  you  create  on  the  people  who 
report  to  you  is  also  most  important.  A  man  always  reflects  the  attitudes 
of  his  superior,  to  a  degree  at  least.  Therefore,  as  you  set  the  pattern, 
there  is  a  natural  tendency  for  those  under  you  to  follow  and  imitate  and 
believe  in  what  you  believe. 

People  resent  those  above  them  coming  to  them  only  when  they  want 
something  or  have  news  that  is  not  palatable.  They  want  them  to  come 
when  they  have  good  news  or  when  they  have  nothing  more  than  a 
friendly  word  to  impart.  In  this  way,  a  pattern  of  wholeness  is  established 
which  puts  them  in  a  position  psychologically  to  accept  unfavorable  news 
or  decisions  that  may  affect  them. 
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Pride  of  Product.  Instilling  in  all  those  connected  with  the  manufactur- 
ing operation  a  pride  of  product  and  accomplishment  and  the  sense  that 
their  future  depends  on  the  quality  of  product  they  produce  is  vital  to 
the  success  of  any  company.  It  is  important  to  impress  upon  them  the 
fact  that  each  product  or  component  that  is  shipped  to  a  customer  mav 
be  the  only  one  that  customer  buys  at  that  time.  Averages  mean  nothing; 
the  impression  they  have  of  the  company,  of  its  people,  and  of  its  products 
will  be  formed  by  the  performance  of  that  one  product.  As  the  recogni- 
tion of  the  importance  of  each  unit  becomes  known  and  accepted,  the 
result  will  be  greater  care  and  interest  on  the  part  of  all  concerned. 

A  superintendent  in  a  domestic  appliance  factory  got  this  point  across 
very  well  by  constantly  asking  his  people  if,  about  to  buy  one  of  the 
appliances  upon  which  they  worked,  they  would  be  willing  to  take  any 
one  at  random  as  it  came  off  the  assembly  line. 

Quality  Control 

The  quality-control  function  has  the  responsibility  for  establishing 
acceptable  limits  of  variation  in  the  attributes  of  a  product  and  reporting 
the  status  of  maintaining  the  product  in  respect  to  those  limits. 

Quality  control  is  one  of  the  newer  functions  in  manufacturing  in  the 
sense  that  it  is  only  in  the  last  few  years  that  its  potential  and  scope  have 
come  to  be  completely  understood.  As  Dr.  J.  M.  Juran  states  it: 

"There  is  an  emphasis  on  the  shift  of  quality  control  programs  from 
the  recent  one-track  emphasis  on  the  statistical  tools  to  a  balanced 
program  including  organization  for  quality,  measurement,  selection  and 
training  of  personnel,  vendor  relations,  psychology  of  qualitv-mindedness. 
and  co-ordinate  action  for  defect  prevention.  ...  to  this  should  be  added 
the  design  problems  of  products  which  are  free  from  maintenance.  This 
applies  to  producers  goods  as  well  as  consumers  goods." 

All  of  us  are  only  too  aware  of  the  statistical  approach  to  qualitv 
control  whereby  we  sit  down  at  the  end  of  a  given  period  and  listen  to 
a  long  dissertation  on  percentages  of  defects  and  other  data  ^diich  are 
of  interest  only  if  a  program  of  corrective  action  is  instituted.  Ouahty 
control  must  become  a  way  of  life  for  any  organization.  Therefore  our 
understanding  of  what  is  meant  by  quality,  through  understanding  of 
specifications  not  only  in  our  own  plant  but  in  the  vendors'  plants,  is 
essential  if  a  quality  product  is  to  be  produced  at  minimum  cost. 

Quality  control  influences  every  function  of  the  business  affecting  the 
product,  including  research  and  development,  purchasing,  the  vendor, 
manufacturing,  stores,  and  shipping.  And  last  but  not  least,  because 
of  its  effect  on  the  performance  of  the  product  in  the  field,  the  qualitv- 
control  function  has  a  profound  influence  on  customer  relations. 

Like  so  many  other  programs  of  this  nature,  quality  control  is  not 
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something  that  can  be  instituted  and  just  left  to  drift.  It  requires  constant 
follow-up,  emphasis,  and  programming  for  accomplishment.  It  is  of  such 
importance  that  it  should  report  to  the  head  of  the  production  activity 
so  that  those  with  lesser  understanding  of  its  value  cannot  harm  its  effec- 
tiveness. 


SUMMARY 

In  reviewing  my  personal  experiences  as  one  responsible  for  the 
production  activity,  I  am  once  again  impressed  by  the  importance  of  the 
understanding  of  and  the  ability  to  motivate  people. 

The  pace  and  complexity  of  today's  business  are  such  that  the  indi- 
vidual responsible  for  a  basic  activity  of  a  business,  such  as  production, 
must  not  only  be  skilled  and  knowledgeable  in  that  field  in  a  broad 
sense,  but  must  also  have  a  thorough  understanding  of  what  constitutes 
balanced,  proper  performance  of  each  function  within  the  activity.  The 
matter  of  balance  between  functions  is  important  so  that  each  is  strong 
and  does  its  job  with  a  minimum  of  interference  and  a  maximum  of 
effective  team  play.  This  cannot  be  accomplished  overnight  or  in  a 
casual  manner.  It  calls  for  sound  knowledge,  incisive  action,  and  constant 
follow-up. 

Today's  successful  manager  also  requires  broad  vision.  He  must  recog- 
nize his  responsibility  to  the  chief  executive  of  the  company  and  to  his 
fellow  executives.  He  must  make  certain  that  his  activity  properly 
supports  them  and  that  a  high  degree  of  cooperation  and  coordination 
exists  between  his  activity  and  the  activity  areas  of  the  other  top  man- 
agers. It  is  only  in  this  way  that  a  company  can  reach  its  total  effective- 
ness and  realize  its  full  potential.  It  is  a  stimulating  challenge.  And 
the  satisfactions  are  great  for  a  job  well  done. 


Edwin  R.  Broden 


PRESIDENT  AND  CHAIRMAN  OF  THE  BOARD 
SKF  INDUSTRIES,  INC. 
PHILADELPHIA,   PENNSYLVANIA 


Known  as  an  administrative  executive,  E.  R.  Broden  ably  combines 
the  engineer's  logic  with  a  broad  managerial  background-and  then 
adds  the  helmsman's  unobtrusive  but  steady  hand  to  the  corporate  ship. 
He  was  born  in  Cleveland,  Ohio.  He  attended  Carnegie  Institute 
of  Technology,  where  he  studied  both  mechanical  and  management 
engineering. 

He  spent  five  years  with  United  Natural  Gas  Company  in  Oil  City, 
Pennsylvania,  as  an  industrial  engineer  and  consultant.  Mr.  Broden 
joined  the  Blaw-Knox  Company,  Pittsburgh,  in  sales  engineering, 
serving  as  assistant  chief  engineer,  later  becoming  assistant  division 
manager.  He  then  served  as  division  manager  of  the  firm's  Special 
Ordnance  Division  in  York,  Pennsylvania. 

Following  Blaw-Knox,  Mr.  Broden  became  vice  president,  then 
executive  vice-president,  of  the  Carborundum  Company  in  Niagara 
Falls,  New  York,  in  charge  of  its  operations. 

In  ic,^^,  he  became  associated  with  SKF  Industries,  Inc.,  as  execu- 
tive vice  president,  and  less  than  one  year  later  was  elected  president 
and  a  member  of  the  board  of  directors.  He  later  was  elected  chairman 
of  the  board. 

His  professional  and  civic  pursuits  are  as  varied  as  his  broad  mafiage- 
ment  experience.  He  is  a  member  of  the  executive  committee  of  the 
Chamber  of  Commerce  of  Greater  Philadelphia,  a  member  of  the 
executive  committee  of  the  Metal  Manufacturers'  Association  of 
Philadelphia,  and  a  member  of  the  executive  committee  of  the  Ma- 
chinery and  Allied  Products  Institute,  Washington,  D.C.  He  is  a 
member  of  the  board  of  directors  of  Junior  Achievement  of  Delaware 
Valley,  Inc.,  and  an  executive  board  member  at  large.  Philadelphia 
Council,  Boy  Scouts  of  America. 

In  addition,  Mr.  Broden   is  a  member  of  the  American  Iron  and 
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Steel  Institute,  American  Society  of  Mechanical  Engineers,  American 
Society  of  Sales  Executives,  American  Society  for  Testing  Materials, 
American  Welding  Society,  Engineers  Society  of  Western  Pennsylvania, 
and  the  Society  of  Automotive  Engineers. 

Yachting  ranks  foremost  among  his  hobbies.  On  the  week  ends 
and  holidays,  when  free  of  his  heavy  schedule,  he  may  be  found 
cruising.  For  many  years  he  has  captained  his  craft  on  the  Great  Lakes 
and  the  Atlantic.  His  home  port  is  Annapolis,  Maryland,  where  he  is  a 
member  of  the  Annapolis  Yacht  Club.  He  is  also  a  member  of  the 
Royal  Canadian  Yacht  Club  and  Key  Largo  Anglers'  Club. 

Among  his  other  club  affiliations  are  the  Buffalo  Club,  the  Niagara 
Club,  Detroit  Athletic  Club,  Pittsburgh  Athletic  Association,  Union 
League  of  Philadelphia,  and  the  Lafayette  Club  of  York,  Pennsylvania. 

Married  and  the  father  of  a  son  and  daughter,  Mr.  Broden  makes 
his  home  in  Philadelphia. 

March,  i960 


CHAPTER     28 


Top  Management  and  the 
Marketing  Activity 


Establishment  of  a  marketing  department  will  create  serious  problems 
if  there  is  not  complete  understanding  of  the  term  "marketing." 

Often  we  take  a  word  that  becomes  the  fashion  and  use  it  indiscrimi- 
nately to  cover  only  part  of  what  it  means  or  to  describe  a  vast  subject 
without  regard  to  what  it  includes. 

"Marketing"  is  such  a  word. 

To  most  of  us  the  meaning  of  marketing  has  become  clouded.  Some 
people  believe  marketing  means  creation  of  a  profitable  product  to 
satisfy  a  consumer's  needs;  others  believe  it  means  selling. 

The  interpretation  being  used  increasingly— and  which  I  want  to 
emphasize— is  the  broad  one:  marketing  includes  all  the  policies,  plans, 
and  operations  of  the  business  which  move  goods  or  services  into  the 
hands  of  the  customers. 

When  this  concept  of  marketing  is  introduced  into  a  company,  it  is 
helpful  to  point  out  to  the  management  team  that  the  objective  is  the 
fully  coordinated  functioning  of  these  policies,  plans,  and  operations. 
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If  a  marketing  department  is  simultaneously  established,  its  position  and 
its  range  of  responsibilities  should  be  clearly  outlined.  If  this  is  not  done, 
the  broad  nature  of  the  term  marketing  may  lead  some  persons  to  fear 
that  the  new  department  is  going  to  "take  over"  very  broad  parts  of 
company  operations. 

Effective  marketing  means  the  coordinated  carrying  out  of  the  follow- 
ing work: 

1.  Determining  and  influencing  customers'  needs 

2.  Coordinating  product  design  to  provide  a  competitive  product 

3.  Providing  adequate  product  availability 

4.  Creating  the  proper  company  image  for  the  customer  through 
company  actions  as  well  as  advertising  and  promotion 

5.  Establishing  sales  objectives  and  creating  the  plans  to  achieve  them 

6.  Creating  commercial  policies  and  an  effective  pricing  philosophy 

7.  Minimizing  commercial  risks 

Recognition  and  proper  execution  of  each  operation  is  the  meaning  of 
marketing.  When  a  company  follows  the  "marketing  concept"  (a  term 
being  used  rather  widely  these  days),  it  can  be  characterized  as  one  ^vhich 
has  a  chief  executive  who  not  only  believes  in  the  broad  meaning  of 
marketing,  but  who  wants  to  see  good  marketing  thinking  carried  out 
within  his  company.  He  supports  such  thinking  with  sympathetic  under- 
standing and  a  proper  budget. 

This  is  the  heart  of  the  matter.  I  am  convinced  that  good  marketing 
starts  at  the  top.  I  cannot  emphasize  too  strongly  my  conviction  that  the 
major  pitfall  in  marketing  efforts  is  failure  to  recognize  this  fundamental 
and  proven  fact. 

THE  CHIEF  executive's  ROLE 

'  There  are  many  very  fine  detailed  explanations  of  specific  marketing 
functions  and  techniques.  The  approach  used  here  is  a  departure  from 
the  ordinary  presentation  of  marketing.  I  have  done  this  deliberately. 
My  purpose  is  to  look  at  marketing  from  a  top  management  vie^w 

It  is  important  for  company  presidents  and  other  members  of  top 
management  to  reexamine  their  marketing  thinking.  More  and  more 
attention  must  be  devoted  to  it.  The  great  interest  in  marketing  is  due 
to  management  recognition  of  need  to  cope  with  intensifying  problems 
in  four  areas.  At  SKF,  our  approach  to  marketing  is  directed  toward 
adapting  our  company  to  these  areas. 

1.  Company  growth  in  size  and  complexity.  Specializ,ation  makes  it 
difficult  to  coordinate  the  various  departments  required  into  the  inte- 
grated type  of  organization  effectively  satisfying  customer  needs. 
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This  area  spotlights  difficulties  resulting  from  poor  communications 
and  no  common  understanding  of  objectives  and  policies. 

We  have  found  that  correcting  this  does  not  necessarily  mean  setting 
up  a  marketing  department.  It  does  require  that  facts  be  developed  and 
communications  improved  so  that  all  persons  involved  understand  com- 
pany-wide marketing  objectives  and  policies.  And  this  is  a  top  manage- 
ment responsibility. 

2.  The  rapid  changes  in  the  economic  growth  of  both  the  United 
States  and  world-ivide  markets.  Relatively  quick  evolutions  in  the  tech- 
nical, economic,  social,  and  political  fields  create  for  business  an  increas- 
ingly complex  and  shifting  environment. 

Some  are  relatively  simple,  for  example,  increased  personal  income, 
which  makes  available  larger  markets.  Others  are  more  complex,  such  as 
government  expenditures  and  local  taxation. 

Other  rapidly  changing  factors  in  the  market  place  are  raw-material 
supplies,  increased  labor  costs,  the  nature  and  size  of  military  needs,  and 
the  shortage  of  trained  personnel,  particularly  in  the  fields  of  manage- 
ment and  sales.  These  affect  the  acceptability  of  a  company's  products 
and  services  by  the  consumer. 

3.  The  increased  cost  of  marketing  and  the  declining  percentage  of 
profit.  Marketing  costs  include,  in  addition  to  selling  expense,  costs  of 
inventory,  traffic,  product  development,  quality,  market  research,  and 
the  handling  of  the  customer's  order  and  invoice. 

Although  there  are  ways  to  perform  these  functions  more  efficiently, 
this  is  not  the  sole  objective.  It  is  necessary,  under  today's  conditions,  to 
coordinate  their  activities  and  direct  them  toward  a  common  goal.  Then 
money,  time,  and  talent  are  not  dissipated. 

.  4.  The  lack  of  creative  selling.  No  business  can  exist  without  orders. 
The  first  entry  on  a  profit  and  loss  statement  is  gross  sales.  Without  this 
there  is  nothing  from  which  to  deduct  the  cost  of  operating  a  busi- 
ness. 

With  increased  growth  in  size  and  the  complexity  of  the  business,  a 
creative  salesman  becomes  separated  from  other  company  activities.  He  no 
longer  has  the  ear  of  the  chief  executive  or  of  top  management  so  that 
the  complex  and  rapid  movements  of  the  company  needed  to  follow 
through  on  his  work  may  not  occur.  He  needs  a  coordinating  and  friendly 
influence  in  the  home  office  through  which  he  can  make  himself  heard. 

In  a  small  enterprise,  the  good  salesman  usually  understands  and  often 
brings  about  the  required  marketing  coordination.  In  a  large  company, 
he  may  be  so  specialized  that  all  his  problems  seem  to  be  sales  problems. 
Of  course,  they're  not. 

It  is  the  responsibility  of  the  chief  executive  to  see  that  all  steps  of  the 
whole  marketing  process  are  coordinated.  They  must  mesh  smoothly  as 
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the  company  moves  toward  its  stated  goals  and  as  the  company's  direction 
shifts  with  the  changing  requirements  of  the  market.  The  degree  to 
which  these  various  responsibilities  should  be  grouped  or  centralized 
under  a  marketing  manager  will  naturally  vary. 

In  some  companies  all  marketing  functions,  including  sales  manage- 
ment, could  be  under  one  executive.  I  have  seen  firms  where  only  the 
planning  functions  are  under  this  executive  and  all  sales  management 
functions  are  under  a  sales  manager  or  director  of  sales  occupying  a  paral- 
lel position  in  the  corporate  structure.  The  type  of  customer,  the  nature 
of  the  product,  the  range  of  profit,  and  the  people  available  dictate 
the  type  of  organization  required. 

For  a  company  to  succeed,  its  marketing  activities  must  be  dynamic, 
creative,  well  coordinated,  receptive  to  customer  requirements,  consistent 
with  the  products  and  the  talents  of  the  company,  efficient,  and  strongly 
directed  toward  both  short-term  and  long-range  objectives.  Admittedly, 
these  are  ideal  conditions.  They  result  only  from  realistic  appraisal  of 
the  orderly  facts  that  are  collected  concerning  the  company  and  its 
markets. 

Now  let's  break  down  the  role  of  the  chief  executive  in  marketing. 
Fifteen  years  of  observing  the  increasing  use  of  the  marketing  concept  in 
management  leads  me  to  the  belief  that  these  are  the  important  facets: 

Getting  marketing  objectives  established 

Converting  objectives  into  company  action 

Coordinating  marketing  with  other  corporate  activities 

Sensing  external  situations 

Stimulating  imagination  and  innovation 

Making  sales  calls 

Backing  the  marketing  manager 

Getting  Marketing  Objectives  Established 

All  companies  have  objectives  whether  they  are  formally  stated  or  not. 
Over  a  period  of  time,  supervisory  and  executive  personnel  absorb  the 
philosophy  of  operations  to  which  they  have  been  exposed.  Their  activities 
are  then  subconsciously  guided  by  a  set  of  "policies"  which  often  consist 
entirely  of  remembered  actions  and  decisions.  So  objectives  are  often  set 
internally  and  independently.  This  creates  one  of  the  knottiest  manage- 
ment problems. 

There  are  dangers  in  setting  objectives  in  an  internal  manner,  es- 
pecially when  the  objectives  relate  to  marketing.  Results  of  such  action, 
when  not  related  to  external  facts  of  the  market,  often  result  in  dispro- 
portionate  costs,   misuse   or   nonuse    of   technical,    product,    and   basic 
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research,  an  unmanageable  product  line,  and  worst  of  all,  ineffective  use 
of  manufacturing  facilities  and  personnel  talents. 

Therefore,  one  of  the  key  roles  of  the  chief  executive  is  to  see  that  his 
company  has  sound  objectives  and  that  these  objectives  have  been 
arrived  at  properly. 

It  is  equally  desirable  that  objectives  represent  a  synthesis  of  the 
thinking  of  divisional  managers.  The  establishment  of  objectives  is  an 
act  of  leadership  and  a  function  in  which  many  managers  must  be 
trained.  The  degree  to  which  the  chief  executive  must  act  and  direct  in 
establishing  objectives  will  vary  from  company  to  company.  It  is,  how- 
ever, necessary  that  he  insist  and  persist  in  seeing  that  objectives  are 
established  and  that  they  are  consistent  with  his  prime  responsibilities  of 
conserving   investment,   maximizing   profit,   and   minimizing  risk. 

To  state  it  simply:  A  principal  purpose  of  establishing  marketing 
objectives  is  to  create  for  the  company  an  "extroverted  personality." 
The  desired  result  is  to  be  market-oriented  rather  than  product-  or  plant- 
oriented.  The  word  "introverted"  more  clearly  describes  the  company 
which  does  otherwise,  that  is,  the  poor  selling  company  which  pursues 
its  way  without  regard  for  its  market  until  finally  its  customers  desert  it. 

In  properly  setting  and  resetting  marketing  objectives,  a  company  must 
examine  itself  through  the  eyes  of  its  present  and  potential  customers. 
It  must  also  look  at  itself  coldly  as  a  part  of  a  broad  economic  complex. 
If  this  is  done  candidly,  the  results  alone  are  sufficient  to  warrant  the 
time  and  money  required  to  set  objectives.  Nothing  is  more  surprisingly 
educational  than  a  really  honest  look  in  the  mirror.  It  means  executive 
growth  and  company  growth. 

But  there  are  further  important  gains:  the  recurrent  statement  by  top 
management  of  desired  results  and  the  ability  of  top  management  to 
measure  actual  results  against  desired  objectives  periodically.  I  have 
found  that  realistic,  factually  based  marketing  objectives  are  essential 
to  the  chief  executive's  control  over  marketing  operations  and  marketing 
personnel  and  therefore  over  the  entire  company. 

Characteristics  of  Marketing  Objectives.  Marketing  objectives,  to  be 
effective,  have  some  definable  characteristics:  they  must  be  complete  and 
realistic;  they  must  lead  to  formation  of  broad  plans  or  programs;  and 
they  must  have  the  chief  executive's  approval,  be  carefully  presented, 
and  be  frequently  reviewed.  Further,  they  should  be  established  for  both 
the  short  run  and  the  long  run.  A  description  of  each  characteristic 
follows. 

Objectives  Must  Be  Complete.  As  a  minimum,  they  should  establish 
goals  in  quantity,  in  performance,  and  in  time  for  each  major  part  of 
the  marketing  process  over  which  the  chief  executive  desires  to  exercise 
control. 
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These  goals  should  be  statements  of  quantities,  such  as  sales  by  product, 
share  of  the  market  or  industry,  net  profit  contribution  by  sales  territories, 
or  ratios  of  commercial  expense. 

They  should  also  be  statements  of  qualities,  such  as  the  desired 
"corporate  image";  desired  rate  of  improvement  in  order-handling  time; 
raising  the  quality  level  of  the  product;  or  diversification  into  markets 
to  even  out  manufacturing  cycles. 

Further,  they  might  also  include  upgrading  of  personnel  and  a  revised 
set  of  training  programs,  or  they  might  set  terminal  dates  for  the  com- 
pletion of  study  projects. 

Objectives  Must  Be  Limited  and  Realistic.  To  establish  such  objectives, 
certain  facts  must  be  known,  such  as: 

Past  and  present  marketing  costs  allocated  to  each  division  of  product, 
territory,  or  organization  for  which  objectives  are  to  be  set 

Capabilities  of  existing  production  facilities  and  their  degree  of  utiliza- 
tion 

Profitability  of  the  parts  of  the  product  line  and  the  degree  to  which 
upward  and  downward  movements  in  volume  affect  profitability 
Degree  of  utilization  of  existing  marketing  personnel 
Historical  and  present  areas  of  company  strength  in  the  market 
Ability  of  managerial  personnel  to  absorb  additional  or  different  re- 
sponsibilities 

Past  and  present  position  of  the  company  in  its  market,  plus  the  prob- 
able growth  or  decline  of  the  different  parts  of  the  market 

Technical   and  marketing  changes   in   process   or   anticipated   in   the 
industries  or  groups  of  customers  served 
Marketing  difficulties  or  weaknesses 

Desired  size  of  the  company  in  relation  to  available  capital  and  its 
profitable  use 

The  corporate  image  of  the  company:  how  do  we  appear  to  our  cus- 
tomers and  to  the  public? 

Options  of  action  in  the  future  and  their  relative  costs,  advantages, 
and  disadvantages 

Position  and  activities  of  competition 

Appraisal  by  qualified  persons  of  the  probable  economic,  social,  and 
political  atmosphere  in  the  period  for  which  objectives  are  set 

Appraisal  of  product  developments  ready  to  go  into  the  market  or  in 
hand 

The  "spread  of  market  base"  or  stability  ofiiered  by  the  existing  sales 
pattern  and  its  probable  future  trend 

Desires  and  problems  of  customers  and  prospects 
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It  may  not  be  possible  or  practicable  to  consider  each  of  these  inten- 
sively. Also,  their  relative  importance  will  vary  among  types  of  businesses. 
However,  the  chief  executive  and  his  marketing  manager  should  be 
continuously  alert  for  knowledge  and  changes  in  these  areas. 

Objectives  Must  Be  Convertible  into  a  Marketing  Plan.  There  is  just 
no  point  in  making  objectives  and  then  not  faithfully  pursuing  them. 
In  order  to  do  this,  there  must  be  a  plan.  The  plan  must  consist  of 
actual  steps  to  be  taken  during  a  period  of  time  and  a  budget  showing 
costs  for  all  steps.  This  sets  performance  standards.  Then  actual  per- 
formance can  be  measured.  Otherwise,  the  objectives  are  largely  a  func- 
tion of  self-education.  If  there  is  insufficient  knowledge  or  technical 
ability  available  to  set  a  complete  objective,  or  if  a  plan  of  operation 
cannot  be  set  up  to  obtain  a  goal,  the  li?nited  or  effective  immediate 
objective  is  gathering  the  knowledge  and  laying  out  the  plan.  In  this 
situation,  the  goal  is  not  an  objective.  It  is,  instead,  a  goal  which,  after 
further  study,  may  become  an  objective;  completion  of  the  study,  then, 
is  the  objective. 

Objectives  Must  Have  the  Chief  Executive's  Approval.  In  addition  to 
the  chief  executive's  approval,  they  should  have  the  support  of  all  major 
department  or  division  heads.  A  united  front  among  executive  personnel 
is  a  strong  first  step  forward  in  objective  attainment. 

To  gain  this,  objectives  must  be  carefully  presented  and  "taught." 
Since  achievement  usually  requires  total  corporate  cooperation,  it  is 
important  that  managerial  personnel  understand  them  thoroughly.  This 
understanding  is  not  accomplished  by  one-sitting  exposures  to  well- 
designed  charts  or  thick  volumes  of  statistics.  Formal  presentations  serve 
valuable  purposes,  but  comprehension  of  marketing  objectives  is  some- 
thing that  comes  only  with  time.  In  communicating  marketing  objectives, 
I  find  that  I  must  know  my  managers  well. 

Objectives  Must  Be  Frequently  Reviewed.  Don't  be  afraid  to  revise 
objectives  when  the  facts  warrant.  Progress  evaluation  is  an  important 
preliminary  to  the  revision.  Since  revisions  are  actually  constant,  rather 
than  periodic,  care  must  be  taken  to  communicate  revisions  effectively; 
otherwise  progiess  will  stop. 

Objectives  for  Both  Short  and  Long  Term  Are  Required.  The  exact 
timing  should  have  a  relationship  to  the  specific  problems  of  your  busi- 
ness. Some  objectives  can  be  accomplished  with  a  simple  decision;  others 
take  longer.  For  example,  attainment  of  some  objectives  may  be  tied  in 
with  national  economic  growth.  Attainment  of  others  may  depend  on 
completion  of  product-development  projects. 

As  a  matter  of  fact,  one  of  my  major  responsibilities  as  chief  executive 
is  to  encourage  long-range  thinking.  If  this  is  not  done  consistently,  but 
only  on  those  annual  or  semiannual  occasions  when  objectives  and  plans 
are  thoroughly  and  formally  reviewed,  such  thinking  as  is  done  will  not 
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have   behind   it   the   comprehension   and  depth  necessary   for  company 
personnel  to  do  a  sound  job. 

In  the  marketing  department,  we  have  a  well-defined  responsibility 
for  continued  evaluation  of  possible  future  developments  in  the  com- 
pany's products,  their  uses,  and  changes  among  the  customers  that  the 
company  serves.  We  feel  that  there  must  also  be,  at  some  point  in  the 
company,  a  responsibility  for  the  continued  evaluation  of  developments 
in  the  economy  as  a  whole  and  for  weighing  the  effect  of  these  develop- 
ments upon  the  company's  marketing  operations. 

Converting  Objectives  into  Company  Action 

Objectives  can  be  converted  into  action  only  through  the  development 
of  market  plans  which  can  be  carried  out.  This  is  called  "marketing 
planning." 

Just  as  marketing  objectives  should  be  complete,  so  should  marketing 
plans,  whether  large  or  small.  Minimizing  risk,  a  basic  responsibility  of 
the  chief  executive,  requires  that  complete  plans  be  established,  for  these 
reasons: 

The  total  cost  of  a  marketing  plan  cannot  be  estimated  unless  costs  can 
be  allocated  to  its  various  parts.  High  marketing  expense  quickly  elimi- 
nates profit. 

The  practicability  of  a  program  can  be  at  least  pretested  by  requiring 
that  plans  for  its  achievement  be  laid  out  in  detail.  Such  exposure  is 
helpful  in  finding  defects  in  the  plans. 

The  ability  of  the  organization  to  carry  out  a  plan  and  the  addition 
of  people  or  new  talent  cannot  be  appraised  in  the  absence  of  a  complete 
plan. 

And  without  a  complete  plan,  the  necessary  coordination  of  many 
corporate  functions  and  people  cannot  be  accomplished.  The  effect  of 
failure  to  coordinate  personnel  and  timing  is  usually  wasted  money. 

I  have  found  no  universal  rule  for  the  degree  of  detail  required  in 
planning  and  control.  This  means  that  the  president  must  ask:  "To  what 
point  of  detail  should  I  insist  that  plans  be  submitted  to  me  or  be 
discussed  between  my  division  heads  and  me?"  From  my  experience,  I 
believe  the  following  are  generally  true: 

If  the  organization-in  its  present  form  and  with  present  personnel- 
has  remained  intact  and  has  been  effective  over  a  long  period,  detail  at 
the  executive  level  may  be  needed  only  when  the  marketing  plan  is  in  a 
new   direction— one   in  which   the  executives   are   not  experienced. 

If  the  situation  is  reversed,  it  may  be  necessary  for  the  president  him- 


TOP  MANAGEMENT  AND  THE  MARKETING  ACTIVITY  599 

self,  or  for  an  able  assistant,  to  review  plans  in  detail  to  ensure  that  they 
are  coordinated,  practical,  directed  to  objectives,  and  within  policy. 
Marketing  situations  always  involve: 

Customers  and  prospects 
Products  and/or  services 
Prices  and  costs 
People  and  organization 

The  planning  phase  itself  is  best  based  on  comprehension  of  the 
stated  concepts  of  the  company's  customers,  products,  prices,  costs,  peo- 
ple, and  organization. 

Customers  and  Prospects.  The  business  health  of  any  company  depends 
upon  the  business  health  of  its  customers.  Whatever  part  of  the  total 
capacity  of  a  company  is  devoted  to  the  needs  of  one  customer  cannot 
be  devoted  to  the  needs  of  another. 

The  needs,  habits,  and  buying  practices  of  different  groups  of  indi- 
viduals and  industries  vary  so  greatly  as  to  require  different  facilities, 
talents,  and  organization  to  serve  them,  even  with  the  same  product  or 
service.  We  speak,  and  with  good  reason,  of  an  executive  having  a  "feel" 
for  his  business  or  of  his  being  a  "hard  goods"  or  "soft  goods"  man. 

A  company  cannot  possibly  be  "all  things  to  all  people."  The  reason 
is  that  strongly  directed,  specialized  competition  will  continue  to  nibble 
away  at  its  business  by  meeting  needs  of  some  customers  in  better  ways. 

Research  and  development,  particularly  in  the  "application"  type  of 
problem,  is  more  easily  directed  when  working  on  the  solution  of  prob- 
lems of  specific  customers. 

These  factors  incline  in  favor  of  serving  narrow  markets,  but  we  all 
know  that  stability  of  a  business  requires  having  a  wide  range  of  different 
types  of  customers,  whose  incomes  are  derived  from  a  wide  range  of 
sources. 

This  is  another  complex  problem,  especially  when  you  have  no  really 
new  product.  Consider,  for  instance,  a  chemical  company  with  a  practical 
ceiling  of  $50  million  annual  output.  Should  it  restrict  itself  to  serving 
two  or  three  industries,  or  should  it  spread  its  resources  over  smaller  parts 
of  the  needs  of  fifteen  or  twenty  industries? 

In  the  first  case,  it  may  be  very  competitive  in  serving  the  market,  but 
the  high  concentration  of  its  sales  in  a  few  industries  may  entail  serious 
risks.  In  the  second  case,  it  may  run  less  risk  of  loss  of  market,  but  its 
ability  to  serve  customer  needs  may  not  be  fully  competitive.  Even  a 
large  concern,  with  its  great  need  for  stability,  must  restrict  diversification 
within  limits  where  it  can  apply  specialized  customer  service  and  product 
development  in  depth. 
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In  summary,  then,  the  company  must  be  "extroverted":  effective 
marketing  begins  with  understanding  the  needs  of  the  market,  and  attain- 
ment of  objectives  rests  upon  planning  the  procedures  and  organization 
best  geared  to  those  needs. 

A  "company  can  select  what  kind  of  customers  it  wants  to  serve,  but 
under  today's  conditions,  we  cannot  serve  them  in  any  other  than  the 
best  possible  way.  Effective  marketing  planning  accomplishes  this  and 
7nakes  good  coordinated  customer  service  less  costly  than  uncoordinated 
bad  customer  service. 

Products  and  Services.  For  effective  product  planning  I,  as  the  chief 
executive,  must  be  able  to  answer  two  questions:  "What  is  our  product?" 
"What  business  or  businesses  are  we  really  in?"  The  product  of  am 
company  is  not  what  it  makes  and  sells.  It  is  what  its  customers  buy. 
The  more  closely  allied  a  company's  understanding  of  its  product  is  with 
the  customers'  desires,  the  better  the  company's  marketing  effort. 

In  our  own  field  of  antifriction  bearings,  there  are  many  able,  resource- 
ful companies  in  a  position  to  manufacture  and  sell  bearings  of  manv 
kinds  and  sizes.  Why  does  a  customer  buy  from  one  rather  than  from 
others,  or  buy  more  from  one  than  others? 

Often,  the  area  of  competition  for  any  one  manufacturer  is  not  just 
the  bearing,  because  the  customer  is  buying  much  more  than  that.  He 
buys  the  bearing  aiid: 

Availability  of  the  bearing 

Reliability  and  acceptability  of  the  manufacturer 

Packaging 

Product  marking 

Application  engineering  service 

Credit  terms 

Method  of  shipment 

Ease  of  replacement 

Level  of  quality 

Adjustment-return  policy 

Invoicing  procedure 

In  addition,  he  is  buying  the  effectiveness  with  which  knowledge  of 
this  ''composite  product"  has  been  presented  to  him  by  means  of  the 
manufacturer's  salesman,  advertising,  public  relations,  and  other  contacts 
with  the  customer.  In  summation,  your  entire  company  sells! 

The  second  question,  "What  business  or  businesses  are  we  really  in?" 
is  one  that  we  must  squarely  face  in  laying  product  plans.  It  is  easv  to 
confuse  the  product  with  its  use. 

For  example,   a  kitchen  coal  stove  was  a  device  to  cook  food.   But 
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some  manufacturers  of  stoves  were  also  producing  other  kinds  of  devices 
to  cook  food,  so  that  those  who  continued  mentally  to  stay  only  in  the 
kitchen-coal-stove  business  eventually  found  themselves  out  of  the  cook- 
ing-device business. 

Business  history  is  full  of  similar  examples  of  technological  advance. 
When  Walter  S.  Gilford  said  of  the  telephone  company,  "Service  is  our 
business,"  he  did  more  than  coin  a  phrase.  Product  plans  and  product- 
development  plans  which  are  "introverted'-based  on  facilities  or  adapta- 
tion instead  of  use  or  need— stultify  an  industry  and  a  business. 

So,  with  respect  to  product  plans,  it  is  clear  that  they  should  be  based 
on  good  communication  of  customer  needs  and  on  accurate  understanding 
of  products  in  the  market. 

Prices  and  Costs.  After  all  is  said  and  done  about  prices,  there  remain 
two  truths;  over  a  period  of  time,  we  cannot  sell  our  products  if  either 
of  two  conditions  exist: 

Our  price  is  higher  than  customers  are  able  and  willing  to  pay. 

Our  price  is  lower  than  our  costs  of  manufacture,  marketing,  and 
operations. 

Within  the  spread  covered  by  these  two  limits  there  are  innumerable 
combinations  of  conditions. 

In  considering  prices  and  costs  from  a  marketing  standpoint  and  in 
planning  for  them,  I  have  found  the  following  points  to  be  of  sig- 
nificance: 

If  a  market  is  expandable  by  price,  that  is,  if  lower  prices  will  increase 
volume,  then  price  is  a  marketing  tool  to  be  used  in  obtaining  volume 
and  size  objectives.  If  a  market  is  only  slightly  or  not  at  all  expandable 
by  price  reduction,  then  price  is  a  competitive  tool  only. 

The  profit  or  loss  in  producing  and  in  marketing  a  product-using 
the  word  "product"  in  its  composite  sense— may  or  may  not  have  bearing 
on  the  decision  whether  or  not  to  make  a  particular  product.  The 
maintenance  of  a  competitive  line,  the  satisfaction  of  a  particular  cus- 
tomer, or  the  meeting  of  replacement  obligations  may  make  uneconomic 
decisions  occasionally  necessary. 

With  respect  to  costs,  the  allocation  of  company  money  to  the  various 
parts  of  the  marketing  process  should  be  carefully  weighed  in  planning 
to  make  sure  that  there  is  some  reasonable  relationship  between  market- 
ing expenditures  and  potential  volume  and  profit  in  each  territory, 
product  division,  or  other  organizational  segment. 

People  and  Organization.  At  SKF,  when  we  plan  personnel  and  organiza- 
tion structure  in  marketing,  we  begin,  consistently,  with  the  marketing 
objectives  and  the  general  characteristics  of  the  market. 
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Naturally,  we  also  consider  the  nature  of  our  product.  This  means  that 
planning  here  begins  at  the  basic  point  where  the  work  is  done,  instead 
of  by  first  setting  down  a  master  organization  plan. 

The  proper  design  of  a  machine  tool  begins  at  the  point  where  the 
work  piece  is  held  against  the  tool,  not  with  the  design  of  the  frame  or 
the  motor.  Likewise,  good  planning  for  people  and  organization  in 
marketing  begins  at  the  point  where  the  product  is  presented  to  the 
customer  or  the  prospect. 

If  effective  selling  requires  the  salesman  to  be  a  qualified  engineer 
and  highly  experienced  in  the  customer's  industry,  this  spells  out  part 
of  the  organization  plan. 

If  proper  presentation  requires  strong  advance  advertising  and  direct 
mail,  this  has  obvious  inferences  in  organization. 

Thus,  attainment  of  objectives  in  the  marketing  organization  begins 
with  firm  understanding  of  what  is  needed  when  the  product  is  presented 
for  sale  to  the  prospect. 

We  have  all  seen  and  possibly  experienced  situations  where  the  follo^v- 
through  did  not  back  up  the  selling.  This  is  simple  evidence  of  money 
wasted. 

Coordinating  Marketing  with  Other  Corporate  Activities 

The  nature  of  the  marketing  process  requires  careful  coordination 
between  other  company  divisions  and  marketing.  This  is  too  important 
to  leave  full  responsibility  for  it  solely  in  the  hands  of  the  chief  mai'ket- 
ing  executive  and  his  subordinates. 

Other  division  heads  may  refuse  to  accept  his  leadership,  while  they 
simultaneously  exhort  him  to  "tell  us  how  much  you  want  or  need." 

If  the  marketing  manager  is  outstandingly  effective,  there  is  always  the 
chance  that  he  may  "run  with  the  ball";  however,  it  is  important  that 
the  chief  executive  determine  the  degree  of  coordination  needed  and 
direct  his  subordinates  in  achieving  it. 

It  may  help  in  our  understanding  of  coordination  to  look  at  the 
distilled  results  of  my  experience  in  directing  this  type  of  integrated 
action. 

Marketing  and  Research  and  Development.  Executive  direction  and  co- 
ordination of  the  relationships  of  marketing  and  research  and  develop- 
ment can  pay  big  dividends  in  increased  sales,  profit,  market  position, 

and  prestige. 

Improperly  handled,  the  relationships  can  be  a  source  of  constant 
irritation  in  the  company.  Worst  of  all,  they  can  create  serious  setbacks 
in  the  company's  abilities  to  meet  customer  needs. 

In  looking  for  guidance,  the  question  to  ask  is,  "Why  do  Ave  have 
a  research  and  development  department?"  Don't  be  misled  by  academic 
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distinction  between  different  kinds  of  research  and  development.  Bear 
in  mind  that  the  kind  of  research  and  development  should  be  appropri- 
ate to  the  business  and  that  the  department  has  two  basic  reasons  for 
existence: 

To  carry  on  research  in  the  areas  of  use  of  the  company's  products 
with  the  purpose  of  developing  improved  products,  lower-cost  products, 
or  products  of  wider  or  greater  utility. 

To  carry  on  research  into  customer  or  market  product-use  problems  for 
the  purpose  of  developing  products  or  changing  existing  products  to 
solve  these  problems. 

The  first  type  of  function  starts  in  research  and  development.  As 
research  projects  reach  points  where  some  evaluation  is  possible,  their 
further  development  must  be  closely  coordinated  with  marketing. 

The  second  type  of  function  starts  with  the  identification  of  customer 
or  market  problems  by  marketing.  Then  they  are  communicated  to 
research  and  development. 

Both  departments  must  function  within  the  framework  of  company 
policies,  objectives,  and  financial  limitations.  Since  the  development  of 
new  products  and  modifications  of  existing  products  affect  other  corporate 
activities,  notably  finance,  manufacturing,  and  legal,  it  is  necessary  to 
consider  more  than  just  research  and  development  and  marketing  when 
taking  action  beyond  the  investigation  stage. 

Of  course,  marketing  and  research  and  development  should  each  carry 
out  their  individual  and  coordinate  functions.  But  research  projects  and 
by-products  of  research  projects  should  be  reviewed  by  marketing  for 
commercial  possibilities.  Also,  the  procedures  of  marketing  should  pro- 
vide for  the  consistent  flow  of  customer  and  market-use  problems  into 
research  and  development.  This  is  sometimes  very  difficult,  and  under- 
standing is  more  productive  than  procedure. 

If  there  is  a  lack  of  commercially  interesting  information  coming  from 
research  and  development,  it  is  indicative  of  introversion  of  research 
and  development  in  its  own  affairs;  and  the  chief  executive  has  to  find 
ways  of  stimulating  commercial  imagination. 

If  there  is  not  a  reasonable  flow  of  product-use  problems  coming  from 
marketing  into  research  and  development,  then  the  chief  executive  has 
the  task  of  stimulating  the  marketing  executive  to  become  more  sensitive 
to  the  company's  product  situation  with  customers. 

New  product  development  is  one  of  the  most  difficult  things  a  company 
must  do.  A  major  problem  usually  arises  when  a  project  gets  to  the 
point  where  it  shows  promise,  and  substantial  investment  will  be  required 
for  its  further  investigation  and  exploitation. 

The    regular   procedures    and    structures    of   some   companies    do    not 
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ordinarily  lend  themselves  to  this,  and  product  developments  have  a  way 
of  hanging  fire  and  becoming  the  personal  battles  of  individuals. 

In  summary,  the  fruits  of  coordination  of  marketing  and  research  and 
development  will  not  ripen  unless  the  chief  executive  insists  that  there 
is  a  procedure  whereby  developments  requiring  total  company  inter- 
departmental planning  and  evaluation  are  carried  through  to  rational 

conclusions. 

Marketing  and  Production.  We  have  all  heard  many  humorous  stories 
about  the  lack  of  understanding  between  marketing  and  production,  and 
some  have  a  sound  basis  in  fact.  With  today's  high  cost  of  carr^dng  inven- 
tory and  with  the  importance  of  fully  competitive  product  quality  and 
availability,  we  just  don't  have  room  for  any  lack  of  understanding  in  this 
important  relationship. 

It's  surprising  how  many  "personal"  problems  turn  out  to  be  procedure 
problems.  Proper  coordination  between  marketing  and  production  can  be 
attained,  if  there  are: 

A  system  of  sales  forecasting  and  inventory  control  understood  and 
agreed  to  by  both 

An  accurate  and  mutually  agreed-upon  statement  of  product-availa- 
bility policy 

Designation  of  the  points  of  contact  between  the  two  departments  and 
the  breadth  of  decisions  which  can  be  made  at  these  points 

Insistence  that  communication  at  all  levels  between  the  functions  be 
adequate,  clear,  and  accurate 

A  policy  with  regard  to  product-quality  level  which  is  consistent  ^dth 
customer  needs 

Acceptance  by  production  of  the  concept  that  marketing  has  responsi- 
bility for  customer  relations 

A  customer-service  and  production-control  system  which  is  reliable  as 
to  product  deliveries 

Development  of  procedures  affecting  interdepartment  relations  to 
which  the  department  managers  must  adhere 

Achievement  of  this  stems  from  broadening  the  viewpoints  of  the 
persons  involved  to  the  point  where  "company"  vie.vpoints  replace 
"department"  viewpoints.  I  have  found  that  "market  orientation"  of  the 
company  as  a  whole  will  greatly  aid  in  eliminating  problems. 

Marketing  and  Finance.  There  are  two  fundamentals  in  the  relation- 
ship of  marketing  and  finance.  First,  the  marketing  plan  for  am  period 
must  include  a  statement  in  adequate  detail  of  the  expenditures  and 
receipts  expected.  The  sales  objective  and  the  marketing  plan  are  the 
basis  for  the  total  corporate  financial  plan  for  the  period  covered.   Bv 
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reason  of  this,  the  company  (and  the  finance  department  in  particular) 
must  receive  a  reahstic  set  of  goals  acceptable  to  other  departments, 
including  production.  These  goals  should  be  established  by  sound  and 
careful  methods,  and  they  should  be  followed  up  periodically. 

The  second  fundamental  is  that  marketing,  in  view  of  its  close  relation 
with  customers  and  prospects,  should  be  so  organized  that  anticipated 
changes  in  business  conditions,  losses  of  expected  large  orders,  and  other 
financially  important  data  are  all  promptly  reported  to  aid  financial  man- 
agement. 

The  chief  executive,  by  retaining  his  ultimate  authority  to  make  major 
marketing  decisions,  can  place  himself  in  position  to  see  that  marketing 
is  actually  following  this  practice. 

A  frequent  point  of  contention  in  this  relationship  is  the  maintenance 
of  statistical  records  and  their  interpretation.  It's  only  human  to  com- 
plain about  reports.  The  president  should  make  sure  that  records  of 
performance  are  set  up  acceptably  to  both  departments.  Otherwise,  he  will 
perpetually  be  in  the  position  of  being  unable  to  measure  performance 
and  get  any  acceptance  of  his  measurement. 

Marketing  and  Personnel.  The  marketing  manager  will  have  under  his 
supervision  personnel  of  widely  varying  types.  He  might  direct,  for  ex- 
ample, an  advertising  and  sales  promotion  manager,  several  product 
managers,  a  marketing  research  manager,  an  order  department  manager, 
and,  as  stated  previously,  perhaps  even  a  director  of  sales  (who  has  report- 
ing to  him  all  field  supervisors  and  salesmen). 

The  nature  of  the  marketing  manager's  position  dictates  that  he  spend 
a  large  portion  of  his  time  in  analytical  study,  outside  visits,  and  in  time- 
consuming  interdepartmental  discussions  as  he  recommends  or  works  out 
changes  in  the  marketing  course  of  the  company.  His  effectiveness 
will  depend  upon  his  ability  to  give  promising  men  in  his  department 
the  variety  of  experience  and  depth  of  training  producing  the  well- 
rounded  individual  needed  in  today's  coordinated  marketing  programs. 

This  executive  will  usually  have  risen  to  his  position  in  a  single  type 
of  experience.  He  may  have  come  up  through  field  sales,  advertising  and 
promotion,  product  management,  or  marketing  research.  His  attitudes 
on  personal  characteristics  are  likely  to  be  influenced  strongly  by  his  own 
background.  Extremely  strong  motivation  and  incisiveness  may  appeal 
to  him  if  he  had  been  an  experienced  salesman.  On  the  other  hand, 
background  as  a  product  manager  might  lead  him  to  regard  most  highly 
men  who  possess  extremely  orderly,  analytical,  and  well-disciplined  minds. 

In  planning  personnel,  I  try  to  make  sure  that  a  close  relationship  is 
built  between  the  marketing  and  the  personnel  managers  and  that  both 
are  of  such  stature  that  full  utilization  is  made  of  the  personnel  depart- 
ment's  specialized    skills.    This   permits   candid    discussion    and    aids    in 
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eliminating  blocks  in  communication  between  the  marketing  manager 
and  his  subordinates. 

Training  is  important  in  all  parts  of  the  business,  but  nowhere  is  it 
more  important  than  in  marketing.  The  training  of  marketing  planning 
or  analytical  personnel  as  contrasted  with  field  sales  personnel  is  vital. 
Training  of  field  sales  personnel  is  important,  to  be  sure,  but  this  subject 
has  received  much  attention.  The  people  who  meet  customers  represent 
the  side  of  the  company  which  customers  see  and  hear.  Field  personnel 
should  not  only  know  product  lines  and  company  policies,  but  should 
also  "be  the  company."  This  happens  only  when  training  is  applied  to 
the  type  of  people  who  can  absorb  it. 

It's  been  said  that  "Those  who  can,  do.  Those  who  can't,  teach."  The 
reverse  is  true  just  about  as  frequently.  Men  who  are  "doers"  frequentlv 
make  poor  teachers.  The  complexity  of  modern  business  makes  it  almost 
impossible  to  learn  merely  by  experience  all  that  is  necessary  for  most 
marketing  work.  There  simply  is  not  enough  time  in  a  man's  life  to 
acquire  such  experience;  therefore  training  in  marketing  is  extremelv 
important. 

In  marketing,  salary  evaluation  presents  peculiar  problems.  Salesmen, 
for  example,  are  paid  under  a  variety  of  systems.  Good  salesmen  are 
strongly  money-motivated,  and  the  methods  of  computing  their  incomes 
and  the  relative  size  of  their  incomes  are  of  constant  personal  importance 
to  them.  The  field  man's  constant  siipei-visor  is  his  own  personal  drive 
and  enthusiasm. 

A  marketing  man,  however,  may  have  equal  management  potential, 
but  his  motivation  may  be  entirely  different  from  that  of  the  field  sales- 
man. He  may  also  be  much  less  effective  and  much  more  diffident  m 
making  his  demands.  Yet  drive  and  enthusiasm  are  likewise  important. 
To  sum  up,  adequate  personnel  handling  in  marketing  requires  close 
cooperation  between  personnel  and  marketing  particularly  with  respect 
to: 

Handling  and  directing  specialized  personnel 
Training  for  sales  and  marketing  management 
Salary  policy  and  personnel  evaluation 

I  have  found  that  the  chief  executive  makes  his  best  contribution  in 
promoting  and  securing  close  cooperation  between  these  t.vo  functions  bv: 
Making  sure  he  has  properly  evaluated  the  aptitudes  and  .weaknesses 
of  his  marketing  manager 

Making  sure   that  professional   assistance   is   available   to  bolster   the 
weaknesses  and  that  it  is  used 

Consistently  studying  the  morale  of  marketing  personnel 
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Making  sure  that  personnel  and  organization  are  planned  toward 
corporate  objectives 

Marketing  and  External  Relations.  Knowing  that  good  external  or  public 
relations  are  important  to  all  companies,  we  try  to  deserve  them.  But 
this  is  not  enough.  In  our  business,  the  "honor  and  integrity"  of  the 
manufacturer,  which  is  the  "priceless  ingredient"  made  famous  by  E.  R. 
Squibb  and  Company,  is  vital  to  our  sales.  That  is  why  we  have  insisted 
on  close  relationships  between  marketing  and  public  relations. 

Some  companies  never  contact  the  ultimate  consumers  of  their  product, 
and  yet  these  consumers  make  the  final  purchasing  decisions.  A  similar 
situation  exists  where  designers  specify  components  but  are  not  usually 
contacted  in  any  way  by  the  components'  producers.  Advertising  is  not 
the  complete  solution  in  this  circumstance.  The  purchase  or  specifying 
decision  may  well  be  made  on  the  basis  of  the  corporate  image  of  the 
competing  products.  This  corporate  image  should  be  one  of  reliability, 
progressiveness,  success,  and  high  product  quality.  It  should  also  be  an 
image  which  is  appropriate  to  the  product  and  application. 

The  strong  engineering  image  of  SKF  Industries,  an  excellent  and 
deserved  asset  in  marketing  bearings,  would  not  help  in  the  sale  of  some 
other  products.  SKF  facial  soap  would  hardly  appeal  to  the  suburban 
housewife. 

Through  public  relations,  marketing  should  consistently  obtain  an 
accurate  picture  of  the  corporate  image,  and  in  cooperation  with  public 
relations,  it  should  work  to  keep  that  image  consistent  with  company 
objectives  and  plans. 

When  new  products  or  new  markets  are  under  consideration,  the 
company's  external  relations  program  may  have  to  be  modified  to  provide 
a  proper  background  for  success.  It  sometimes  happens  that  marketing 
expansion,  which  appears  logical  and  ideal,  must  be  abandoned  because 
the  proper  type  of  external  relations  situation  cannot  be  established. 

At  SKF,  we  ask  that  our  marketing  executive  make  sure  that  all  his 
people  who  contact  the  public  be  familiar  with  the  company's  position 
and  plans  and  how  these  are  to  be  presented.  Obviously,  inconsistency 
before  the  public  is  to  be  deplored. 

Lastly,  we  have  found  that  the  prestige  of  a  company  is  aided  by 
the  consistent  appearance  of  its  personnel  before  professional  and  trade 
groups,  with  presentations  confirming  our  forward-looking  and  customer- 
oriented  attitude. 

Marketing  and  Legal  We  operate  plants  in  several  states  and  have  sales 
offices  and  warehouses  in  many  principal  cities.  The  number  and  com- 
plexity of  laws  and  taxes  affecting  our  marketing  are  almost  beyond  be- 
lief. As  these  laws  and  taxes  continue  to  increase  in  number,  the  costs 
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and  risks  involved  require  us  to  maintain  increasingly  close  liaison 
between  marketing  and  our  general  counsel. 

The  legal  department,  or  general  counsel,  should  keep  informed  on  tax 
and  legal  changes  and  decisions  affecting  current  marketing  operations 
and  see  that  the  marketing  executive  is  adequately  informed  as  to  needed 
changes  in  compliance  and  probable  effects  of  changes  upon  the  com- 
pany's marketing  objectives  and  plans. 

Planned  changes  in  marketing,  such  as  new  locations,  price  policv, 
new  product  ideas,  and  trademark  ideas,  should  be  cleared  legally  before 
complete  and  expensive  programs  get  under  way. 

Sensing  External  Situations 

The  president's  position  is  an  excellent  vantage  point  from  which  to 
sense  external  situations  leading  to  sales  and  profits  and  to  insist  upon 
and  stimulate  long-range  thinking.  His  associations  and  sources  of  outside 
information  provide  him  with  viewpoints  not  available  to  his  people. 

The  chief  executive  may  frequently  become  a^vare  of  such  matters  as 
pending  mergers,  expansion  plans  or  new-product  plans,  or  management 
changes  within  customer  or  prospect  companies  before  his  subordinates. 
Because  he  talks  frequently  with  financial,  manufacturing,  legal,  per- 
sonnel, and  other  company  executives,  he  may  often  be  able  to  see 
opportunities  for,  and  needs  for,  new  products  and  services  which  market- 
ing personnel  themselves  do  not  see. 

In  presenting  suggestions  to  the  marketing  executive,  the  chief  execu- 
tive should  take  care  that  he  does  not  "issue  an  instruction"  ^shen  he 
means  only  to  raise  a  question. 

One  of  the  most  interesting  problems  in  business  management  is  lack 
of  courage  on  the  part  of  subordinates  and  the  usual  desire  of  subordi- 
nates to  please  the  chief  executive  at  all  costs.  So,  in  order  for  the  com- 
pany to  take  advantage  of  the  chief  executive's  abiHty  to  sense  situations, 
either  he  must  use  careful  strategy  in  presenting  his  ideas  or  he  must 
have  created  a  situation  in  which  his  proposals  will  be  honestly  examined. 
One  word  of  caution  needs  emphasis.  I  have  learned  that  the  chief 
executive  must  be  careful  in  following  up  on  any  suggestions  he  makes. 
Unless  he  does  this  skillfully,  he  may  create  a  feeling  that  he  has  great 
personal  interest  in  the  suggestion,  sometimes  to  the  point  of  having 
personnel  give  it  first  priority.  This  might  harm  higher-priority  projects. 

Stimulating  Imagination  and  Innovation 

Imagination  and  innovation  in  the  creation  of  new  marketing  ideas 
cannot  be  accomplished  unless  the  entire  marketing  process  is  well  co- 
ordinated. 

The  marketing  executive  and  his  subordinates,  as  well  as  the  chief 
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executive,  face  a  staggering  amount  of  interdepartmental  coordination 
in  carrying  out  marketing  plans,  in  establishing  marketing  objectives,  and 
in  the  day-to-day  functioning  of  the  company. 

If  there  is  no  orderly  body  of  procedure,  suitable  organization,  common 
corporate  comprehension  of  objectives  and  plans— and  a  full  under- 
standing of  each  executive's  coordinating  responsibilities— the  marketing 
executive  (as  do  many  of  his  subordinates)  becomes  a  "putter-out"  of 
fires.  This  means  he  is  unable  to  spend  the  time  in  study  and  thought 
necessary  for  creative  imagination. 

The  chief  executive's  first  step  in  stimulating  marketing  imagination 
and  innovation  is  to  work  with  his  managers  to  fashion  a  situation  in 
which  marketing  relationships  with  other  departments  are  well  organized 
and  mainly  handled  in  the  lower  levels  of  the  organization. 

A  second  step  is  reduction  of  the  chief  executive's  demands  upon  the 
marketing  executive  for  specific  programs  and  improvements.  This  should 
go  to  the  point  where  the  latter  has  sufficient  time  to  exercise  his  own 
creativity. 

Assuming  that  the  marketing  executive  and  his  subordinates  have 
sufficient  time  and  energy  available  for  creative  work,  the  chief  executive 
must  then  create  situations  in  which  these  ideas  can  honestly  be  ex- 
plored. 

A  definite  corporate  procedure  should  provide  for  adequate  formula- 
tion of  plans  to  carry  out  approved  ideas.  It  should  also  provide  for  a 
definite  answer  to  the  innovator  on  ideas  which  cannot  profitably  be 
carried  out. 

If  creative  thinking  is  not  encouraged  and  rewarded,  we  will  find 
ourselves  expanding  only  as  we  copy  competition  or  reluctantly  give  in  to 
customer  demands.  We  would  become  "a  slave  to  the  economic  index." 
We  would  grow  only  with  the  economy,  decline  with  the  economy,  and 
expand  only  by  continuous  extension  of  our  existing  products. 

We  have  found  at  SKF  that  by  having  marketing  objectives  and 
adequate  marketing  plans  established,  understood,  and  accepted  by  the 
whole  company,  innovation  and  imagination  are  almost  automatically 
directed  toward  and  consistent  with  the  corporate  goals. 

If  the  objectives  and  plans  of  the  company  are  not  clear  and  under- 
stood, innovation  and  imagination  may  occur  along  unpredictable  lines 
not  always  in  the  best  interest  of  the  company. 

Making  Sales  Calls 

In  analyzing  his  position  as  a  salesman,  the  chief  executive  faces  these 
considerations:  first,  "Under  what  conditions  and  to  what  degree  should 
I  participate  in  this  activity?"  second,  "What  percentage  of  my  time 
should  I  devote  to  direct  sales  activity?" 


51Q  ACTIVITY  AREA  MANAGEMENT 

I  believe  that  there  are  some  fundamentals  to  be  observed.  Once  having 
decided  that  a  man  is  in  charge  of  the  relationships  between  the  company 
and  any  individual  customer,  it  is  the  worst  kind  of  judgment  for  other 
relationships  to  be  carried  on  which  diminish  his  stature. 

This  is  the  exact  opposite  of  what  we  are  after  in  having  the  chief 
executive  make  sales  calls.  Among  other  things,  such  calls  should  increase 
the  stature  of  the  sales  representative  in  the  customer's  eyes.  During 
chief  executive  sales  calls,  decisions  should  not  be  made  in  front  of  the 
customer,  particularly  when  the  salesman  has  not  before  been  able  to 
get  a  decision  from  the  chief  executive. 

Ordinarily,  the  salesman  should  be  the  one  to  state  and  transmit  the 
decision  so  that  his  stature  is  made  clear  to  the  customer.  If  the  salesman 
is  present  during  the  chief  executive's  call,  it  is  best  for  the  chief  executive 
to  defer  to  him.  This  leaves  the  customer  with  the  impression  that  the 
chief  executive  is  present  at  the  salesman's  request  in  order  that  the 
customer  might  best  be  served. 

There  is  a  reverse  angle  to  this:  if  any  part  of  the  customer-companv 
relationship  is  removed  from  the  salesman  by  the  chief  executive,  it's 
impossible  to  hold  the  salesman  responsible  for  any  future  adverse  results. 

Generally  speaking,  I  restrict  making  sales  calls  to  occasions  when 
the  field  asks  me.  I  make  them  under  arrangements  set  up  by  the  men 
directly  responsible  for  the  account. 

Sometimes  I  suggest  that  I  attend  discussions  which  might  result  in  far- 
reaching  consequences.  This  holds  true  in  major  price  negotiations, 
long-term  merchandising  plans  with  distributors,  and  discussions  involv 
ing  substantial  investment. 

Casual  contacts  with  members  of  top  management  of  customer  com- 
panies should  not  be  regarded  as  sales  calls  unless  this  is  the  customary 
way  in  which  sales  are  handled  in  the  particular  industry. 

The  chief  executive  may,  in  reviewing  relationships  ^\'ith  key  customers 
or  prospects,  together  with  the  marketing  manager,  find  it  desirable  to 
offer  his  services  as  a  salesman.  Sometimes  it  is  difficult  to  take  a  broad 
view  when  the  offer  is  declined,  but  there  are  times  ^vhen  chief  executive 
sales  calls  are  not  at  all  desirable.  He  may  have  to  study  the  situation 
to  find  out  what  should  be  done  so  that  the  prestige  of  his  position  will 
be  used  as  a  selling  tool.  Calls  are  important  not  only  to  the  company, 
but  also  to  him,  in  furnishing  information  enabling  him  to  carry  out  his 
marketing  role  and  giving  him  a  better  "feel"  of  the  customer  rela- 
tionships. 

Effective  handling  of  sales  calls  by  the  chief  executive  requires  candid 
relations  between  the  chief  executive  and  the  marketing  personnel.  It 
calls  for  personal  courage  on  the  part  of  the  latter,  so  that  they  can 
adequately  instruct  and  brief  the  chief  executive  before  any  calls.  Inci- 
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dentally,   a  good  salesman   always  briefs  himself  thoroughly  before  he 
makes  a  call. 

As  a  minimum,  the  president  should  devote  enough  time  to  sales 
activity  so  that  he  has  sufficient  grasp  of  the  company's  marketing  prob- 
lems to  make  those  marketing  decisions  which  remain  his  responsibility. 
These  calls  additionally  permit  him  to  sense  the  situation  of  his  company 
in  the  market.  Then  he  can  more  effectively  evaluate  his  marketing  man- 
ager's work  and  suggest  constructive  action. 

Backing  the  Marketing  Manager 

Backing  the  marketing  executive  requires  a  two-pronged  approach.  I 
feel  that  I  must  establish  a  sound  working  relationship  and  assess  his 
performance  periodically  so  that  we  both  gain  in  the  process. 

Working  Relationship.  Characterizing  this  relation  is  the  experience  of 
each  man.  Ordinarily,  the  marketing  executive  will  have  spent  most  of 
his  business  life  in  one  or  two  major  fields.  These  might  include  field 
sales,  sales  management,  product  management,  marketing  services  man- 
agement, or  market  research.  His  active  work  experience  may  not  include 
the  parts  of  the  company  with  which  his  coordination  is  most  important, 
such  as  research  and  development,  finance,  manufacturing,  personnel, 
legal,  and  public  relations. 

The  chances  are,  likewise,  that  the  chief  executive,  with  a  much  wider 
coordinating  responsibility  than  the  marketing  man,  may  have  risen  to  his 
position  with  limited  actual  experience  in  many  of  the  important  phases 
of  the  company. 

Most  of  us  look  at  company  operations  through  the  eyes  of  our  experi- 
ence. We  must  guard  against  attaching  disproportionate  importance  to 
the  parts  of  the  company  in  which  we  have  had  direct  experience. 

It  is  often  difficult  for  the  aggressive  individual  who  becomes  the 
marketing  executive  to  go  through  delicate  negotiations  with  other  com- 
pany divisions. 

From  his  vantage  point,  and  because  of  his  continuous  supervisory 
contact  with  other  department  heads,  the  chief  executive  is  normally  able 
to  spot  areas  in  which  his  coordinating  influence  is  needed.  He  educates 
the  marketing  executive  to  the  full  performance  of  his  responsibilities 
and  assists  him  in  obtaining  coordination  when  the  latter  cannot  obtain 
it  through  his  own  unsupported  efforts. 

I  take  care  to  avoid  driving  the  marketing  manager.  It  is  very  easy  to 
place  upon  him  too  much  direct  responsibility  for  corporate  operations 
and  to  insist  upon  too  many  corporate  programs.  The  point  of  saturation 
will  vary  among  different  companies  and  individuals,  but  if  he  is  to 
devote  adequate  time  to  planning,  coordinating,  long-term  thinking, 
establishment  of  objectives,  evaluations  of  the  company's  position,  and, 
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most  important,  to  leadership  and  training  of  other  marketing  men,  he 
cannot  at  the  same  time  have  too  many  operating  projects. 

It  is  easy  to  forget  that  internal  company  matters  can  be  changed  but 
that  customers  and  markets  are  all  too  often  unresponsive  to  instructions. 
The  top  entry  on  the  profit  and  loss  statement  is  still  "gross  sales." 

Assessing  Performance.  Basically,  I  want  the  marketing  manager  to  plan 
the  company's  position  in  the  market.  His  correct  evaluation  of  this  and 
his  interpretation  of  market  trends  are  important  to  the  company's  suc- 
cess. The  chief  executive  evaluates  performance  carefully  and  period- 
ically. In  this  way,  poor  performance  can  be  caught  before  serious  damage 
is  done. 

Some  failures  in  marketing  programs  appear  to  reveal  faultv  policies. 
Searching  examination  often  discloses  the  core  of  the  problem:  absence 
of  a  coordinated,  effectively  administered  plan.  Consequently,  in  assess- 
ing performance,  I  consider  the  nature  of  the  reports  on  the  market 
which  the  marketing  manager  turns  in.  Such  questions  as  these  are 
pertinent: 

Do  reports  of  product  inadequacy,  product  quality,  noncompetitive 
prices,  or  poor  customer  service  represent  an  analvtical  observation  of 
the  situation  with  recommendations  for  reahstic  action,  or  are  thev  just 
complaints? 

Is  he  maintaining  the  information-getting  sources  and  clear  channels 
to  permit  broad  and  unbiased  study  of  the  company's  marketing  prob- 
lems? 

Another  practical  criterion  by  which  to  assess  performance  is  ^vhether 
or  not  the  marketing  manager  has  grasped  the  broad  and  corporate  nature 
of  his  function.  A  good  question  to  ask  and  answer  is: 

Does  he  discern  the  types  of  problems  which  are  purely  selling  problems 
and  the  types  which  represent  weaknesses  in  the  total  marketing  approach 
of  the  company?  If  he  does,  these  latter  problems  can  be  presented  to  top 
management  for  correction.  Failing  this,  the  company  may  never  solve 
its  marketing  problems. 

Another  yardstick  is  whether  or  not  he  maintains  the  proper  tools  of 
marketing  and  sales  control.  Does  he  always  know  his  position  in  the 
market  geographically  and  by  product,  the  rate  of  progress  being  made 
toward  objectives,  the  ratios  of  commercial  expense,  and  all  the  other 
factors  for  which  he  is  responsible? 

There  are  still  other  criteria.  For  example,  is  he  able  to  carry  on  his 
relationships  with  other  divisions  with  minimum  friction?  Is  he  assuring 
himself  of  the  full  cooperation  of  other  members  of  management?  Does 
he  recognize  the  areas  in  which  he  is  weak,  and  has  he  bolstered  himself 
by  appointing  subordinates  whom  he  can  control  but  ^vho,  at  the  same 
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time,  are  sufficiently  aggressive  so  that  the  marketing  department  has 
a  balanced  and  well-oriented  direction? 

Finally,  are  his  activities  successful,  and  can  he  concretely  prove  this 
by  pointing  to  maintenance  of  company  position,  continued  profit,  in- 
creasing acceptance  of  the  product  line,  low  commercial-expense  ratios, 
effective  disposition  of  field  sales  personnel,  reasonable  investment  in 
inventory,  and  reasonable  growth  in  sales  in  the  directions  in  which  the 
corporation  has  set  its  objectives? 

Affirmative  answers  prove  existence  of  a  sound,  well-directed  operation. 

One  note  of  caution:  installation  of  the  marketing  concept  does  not 
occur  overnight.  In  its  infancy,  careful  care  and  feeding  are  prescribed 
by  most  experienced  practitioners. 


CONCLUSION 

If  good  marketing  thinking  is  to  be  done  in  any  company  and  if  the 
results  of  such  thinking  are  to  bear  fruit  in  cold,  hard  sales  dollars  and 
profits,  it  is  not  enough  merely  to  hire  good  marketing  people  or  to 
draw  organization  charts  showing  where  they  fit  into  the  company  or  to 
write  position  descriptions  describing  their  responsibilities.  These  are 
fine  and  necessary  things,  to  be  sure,  but  they  are  not  the  key  to  good 
marketing. 

The  chief  executive  holds  the  key— in  the  attitude  he  takes  toward 
viewing  marketing  in  its  broadest  sense  and  in  the  backing  he  will  give 
his  marketing  people  at  all  stages  of  the  marketing  process.  Thus  good 
marketing  starts  at  the  very  top. 

Fundamentally,  the  chief  executive  sets  the  tone  for  the  type  of 
marketing  thinking  in  any  company  and  for  the  way  in  which  it  is  carried 
out.  Now  this  statement  sounds  simple;  it  is  nothing  new  or  extraordi- 
nary. But  the  plain  facts  are  that  too  few  chief  executives  recognize  this 
situation.  This  is  the  reason  why  so  few  companies  have  good  marketing 
today.  It  is  important  in  this  country  that  if  we  are  to  grow  faster,  each 
individual  company  must  grow  faster.  Marketing  is  the  foundation  for 
growth  planning  and  for  growth. 

So  the  chief  executive  must  step  up  to  the  marketing  challenge  that 
faces  his  company  externally  and  to  the  marketing  job  that  his  company 
must  do  internally.  By  reason  of  his  position  and  the  fact  that  he  has 
perspective  on  matters  both  internal  and  external,  he  must  exercise 
every  single  one  of  a  series  of  many  roles. 

As  already  mentioned,  he  must  do  the  obvious  things  of  recruiting  a 
marketing  manager,  building  him  properly  into  the  organization  struc- 
ture, and  laying  out  his  widespread  responsibilities  as  carefully  as  pos- 
sible. 
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Further,  he  must  see  that  marketing  objectives  are  established;  that 
these  objectives  are  converted  into  action  by  means  of  plans  and  pro- 
grams; that  marketing  is  coordinated  with  other  corporate  functions; 
that  external  situations  are  properly  sensed  and  provided  for;  that  imagi- 
nation is  stimulated;  that  executive  selling  is  used  and  fully  exploited; 
and  that  the  marketing  executive  is  backed  with  understanding,  money, 
and  "teeth"  at  every  stage. 

This  is  asking  a  great  deal  of  a  chief  executive  who  already  mav  be 
seriously  overburdened.  But  no  company  management  can  ignore  the 
importance  of  marketing  in  its  future.  No  board  of  directors  controlling 
the  destiny  of  an  enterprise  can  settle  for  anything  less. 


Leslie  C.  Overlook 

VICE  PRESIDENT,  MARKETING 
SMITH-CORONA  MARCHANT  INC. 
SYRACUSE,  NEW  YORK 


Early  in  his  business  career,  Leslie  Overlock  decided  that  his  future 
was  in  selling.  At  the  time  he  held  a  position  as  assistant  to  the  pres- 
ident of  a  Chicago  tool  and  machine  company,  which  he  had  joined 
in  ic,4y. 

Being  a  thoroughly  practical  man,  he  realized  that  in  order  to  suc- 
ceed in  the  highly  competitive  selling  field  he  would  need  some 
down-to-earth,  personal  selling  experience.  So  he  resigned  his  position 
and  went  out  and  tried  his  hand  at  selling  industrial  synthetic  rubber, 
automobiles,  life  insurance,  and  finally  office  equipment. 

He  did  so  well  as  a  salesman  of  office  equipment  that  in  ic}^2  he 
was  invited  to  join  the  American  Photocopy  Equipment  Company, 
where  for  eight  years  he  played  a  key  role  in  building  a  large  and 
elective  selling  organization.  In  7957  ^^  became  national  sales  man- 
ager and  secretary  of  the  corporation.  He  also  served  on  the  executive 
policy  committee.  During  Mr.  Overlock's  eight-year  career  at  American 
Photocopy,  sales  rose  from  less  than  $1  million  to  $2^  million  in  19^9. 

This  record  brought  him  to  the  attention  of  Smith-Corona  Marchant, 
which  in  19^9  was  in  the  process  of  streamlining  and  coordinating  its 
marketing  organization.  He  joined  SCM  in  July  of  19^9  as  sales 
manager,  Special  Products  Division,  and  three  months  later  he  was 
elevated  to  his  present  position  of  corporate  vice  president  of  market- 
ing. 

Mr.  Overlock  is  responsible  for  all  marketing  operations  of  the 
Smith-Corona  Marchant  organization,  including  sales  of  the  company's 
domestic  divisions  and  subsidiaries.  He  is  also  responsible  for  over-all 
direction  of  advertising,  sales  promotion,  and  market  research. 

Prior  to  19^6,  Smith-Corona  was  known  throughout  the  world  as 
primarily  a  manufacturer  of  typewriters,  though  the  company  also 
produced  adding  machines,  cash  registers,  and  typewriter  supplies. 
Since    that    time,    through    acquisitions,    mergers,    and    research    and 
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product  development,  the  company  has  added  to  its  line  high-speed 
printed-communications  equipment,  calculators,  photocopy  machines, 
and  accounting  machines  and  systems.  As  a  result,  SCM  is  a  major  fac- 
tor in  the  office  machine  and  equipment  field. 

Mr.  Overlock  is  a  graduate  of  Dartmouth  College,  class  of  1941, 
where  he  majored  in  English  and  economics.  He  then  did  postgraduate 
work  in  law  at  Northwestern  University  Law  School,  hut  as  happened 
to  so  many  young  men  at  that  time.  World  War  II  interrupted  his 
civil  career,  and  he  enlisted  in  the  U.S.  Army  Air  Force  in  January, 
10,42. 

During  the  war,  he  served  for  three  years  in  China  as  executive 
officer  of  a  photo-reconnaissance  squadron  under  the  command  of 
General  Claire  Chennault. 

Mr.  Overlock  is  married  and  the  father  of  three  small  children.  He 
and  his  family  live  in  Syracuse.  He  is  active  in  sales  management  clubs 
and  is  a  golfing  and  skiing  enthusiast. 

March,  i960 


CHAPTER    29 

Managing  the  Marketing  Activity 


Marketing  is  generally  recognized  as  a  major  tool  of  corporate  growth. 
The  development  o£  effective  methods  of  managing  the  marketing  activity 
is  therefore  a  top-priority  item  with  most  corporations. 

A  number  of  factors  contribute  to  the  growing  importance  of  market- 
ing in  today's  industrial  society.  Mass  production  and  mass  markets  have 
reduced  the  ability  of  the  manufacturer  to  maintain  a  close  personal 
relationship  with  his  customers.  No  longer  is  it  possible  for  the  proprietor 
of  a  company  to  be  his  own  production  man,  researcher,  salesman,  and 
treasurer.  Specialists  are  required  to  manage  these  and  other  essential 
corporate  activities. 

As  a  company  grows,  it  must  sharpen  its  awareness  of  the  customer-his 
likes,  dislikes,  income  available  for  purchase  of  the  companv's  products, 
mode  of  living,  age,  occupation,  and  similar  factors.  This  is  one  of  the 
functions  of  the  marketing  specialist. 

The  average  United  States  family  now  has  almost  three  times  as  much 
income  as  in  pre-World  War  II  days.  This  means,  among  other  things. 
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that  there  is  available  more  "discretionary  income"  for  the  purchase  of 
work-saving,  leisure-time  products. 

The  American  market  is  fluid,  mobile,  and  always  changing.  The  per- 
centage of  people  in  each  age  and  income  group  is  constantly  changing. 
The  alert  manufacturer,  through  his  marketing  organization,  keeps 
abreast  of  these  developments  and  plans  his  production,  research,  sales, 
and  advertising  strategy  accordingly.  Products  are  tailored  for  special  age 
and  income  groups,  that  is,  for  children,  teen-agers,  family  men,  house- 
wives, working  wives,  and  students.  Thanks  to  the  advances  in  medicine, 
people  are  living  longer,  so  there  is  a  growing  market  of  retired  and 
elderly  people  to  serve. 

Consumer  attitudes  and  preference  trends  must  be  watched  closely, 
and  products  designed  accordingly.  In  fact,  it  is  the  responsibility  of  the 
marketing  organization  to  anticipate  these  trends,  so  that  the  company 
will  be  prepared  with  the  right  product  at  the  right  time.  This  requires 
close  coordination  between  marketing,  on  the  one  hand,  and  research  and 
product  development,  on  the  other. 

Spurred  by  the  growth  in  the  size  and  available  income  of  the  market, 
American  industry  has  improved  and  intensified  its  techniques  of  mass 
production.  As  a  result,  it  is  estimated  that  the  United  States  gross 
national  product  (the  value  of  all  goods  and  services)  will  reach  a  rate  of 
$560  billion  to  $600  billion  by  1965. 

In  this  increasingly  competitive,  fluid,  and  specialized  market  place, 
there  is  no  room  for  complacency  if  a  company  is  to  survive  and  grow. 
Alert,  forward-looking  companies  are  conducting  extensive  research  and 
development  programs  for  new  products  and  are  constantly  seeking  new 
ways  and  means  of  obtaining  larger  shares  of  the  growing  market.  Busi- 
nesses which  in  the  past  have  concentrated  in  one  field  are  branching 
out  into  entirely  different  areas  of  operation.  There  is  a  strong  trend 
toward  mergers  and  acquisitions  as  a  means  of  gaining  a  greater  com- 
petitive advantage.  Product  lines  are  being  broadened  to  strengthen 
defenses  and  to  prepare  offenses  in  the  marketing  warfare. 

Marketing  Defined 

With  some  of  the  reasons  examined  for  the  increased  emphasis  placed 
on  marketing  today,  some  definitions  and  an  analysis  of  the  marketing 
concept  would  seem  to  be  in  order.  Marketing  management  may,  of 
course,  vary  from  company  to  company  because  of  the  nature  of  the 
products  or  services  to  be  sold.  However,  the  experience  of  Smith-Corona 
Marchant  indicates  that  everyone  concerned  with  management  can  bene- 
fit by  a  clear  understanding  of  what  marketing  is  and  why  it  is  so  essen- 
tial today. 

Marketing  is  not  a  new  system  of  selling,  a  better  method  of  distribu- 
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tion,  or  more  effective  merchandising;  it  is  a  concept  which  embraces 
these  three  elements  and  more.  Marketing  can  be  defined  as  the  coordi- 
nation of  all  the  processes  that  contribute  to  the  sale  of  a  product.  These 
functions  include  sales,  sales  planning  and  administration,  product  serv- 
ices, marketing  administration,  advertising,  market  research,  product 
planning,  and  sales  promotion. 

Marketing  has  also  been  referred  to  as  a  "fundamental  business  philos- 
ophy-the  recognition  and  acceptance  of  a  consumer-oriented  way  of 
doing  business."  ^ 

Marketing  embraces  all  the  functions  concerned  with  determining  the 
customers'  needs,  embodying  them  in  the  product,  and  transacting  sales 
at  economical  cost. 

Marketing  focuses  company  effort  behind  one  department  whose  function  is  to 
understand,  motivate,  and  reach  the  customers.  In  the  new  way  of  thinking, 
marketing  permeates  all  the  areas  of  business  and  must  be  integrated  mto  each 

one.2 

A  new  scientific  marketing  mix  places  reliance  on  five  prime  ingredients- 
money,  merchandise,  manpower,  markets,  and  marketing.  Marketing's  leaders 
today  are  men  who  show  no  favor  to  the  sales  force,  or  to  advertising,  or  to 
packaging.  Instead  they  view  all  elements  in  the  sales  mix  with  objectivitv.  and 
their  one  goal  is  to  blend  all  these  elements  into  an  effective  marketing  force.3 

Therefore,  if  you're  making  a  product  to  sell  at  a  profit,  you're  aheadv 
marketing.  The  more  you  understand  marketing  and  practice  its  funda- 
mentals, the  more  successful  you're  likely  to  be.  Recognition  of  the  market- 
ing concept  and  strict  adherence  to  its  principles  may  mean  the  difference 
between  profit  and  loss. 

MARKETING  MANAGEMENT 

In  view  of  the  increased  importance  and  complexity  of  the  marketing 
activity  most  companies  have  found  it  wise  to  centralize  responsibility 
for  this  activity  in  a  top  executive  of  the  company.  This  is  m  recognition 
of  the  fact  that  marketing  has  come  into  its  own  as  a  top  management 
responsibility  and  function. 

This  development  is  similar  to  the  emergence  of  the  salesman  as  a  key 
figure  in  business,  following  the  industrial  revolution  of  the  nineteenth 
century.  At  that  time,  it  was  found  that  mass  production  and  the  result- 
ing competition  rendered  obsolete  the  old  saying  about  the  world  beating 
a  path  to  the  door  of  the  man  who  made  a  better  mousetrap.  The  ability 
to  mass-produce  would  have  been  of  little  avail  had  it  not  been  for  the 

1  General  Electric  Marketing  Information  Bulletin. 

2  Nation's  Business,  February,  1957. 

3  Sales  Management,  vol.  81,  no.  12,  Nov.  10,  1958. 
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salesman's  ability  to  create  desire  for  all  kinds  of  essential  and  nonessen- 
tial products.  Later  on,  the  salesman's  functions  were  supplemented  by 
advertising,  sales  promotion,  publicity,  and  similar  techniques,  all  of 
which  are  today  part  of  marketing  strategy. 

The  marketing  executive  assumes  functional  responsibility  for  all  mar- 
keting activities  throughout  the  company  and  is  the  president's  staff 
specialist  in  this  field.  He  plans  and  manages  all  aspects  of  the  marketing 
program,  recruits  and  maintains  a  spirited,  well-trained  organization, 
and  brings  the  techniques  of  marketing  to  bear  on  both  the  short-  and 
long-range  growth  objectives  of  the  company. 

The  functional  areas  for  which  the  marketing  officer  is  generally  re- 
sponsible include: 

1.  Sales  planning  and  policy  -  ^ 

2.  Sales  organization,  training,  and  compensation 

3.  Sales  forecasts,  quotas,  budgets,  and  controls 

4.  Selling  operations 

5.  Product  servicing 

6.  Industry  and  customer  relations 

7.  Pricing 

8.  Advertising  and  sales  promotion 

9.  Marketing  research 

The  marketing  man  must  be  alert  to  competitive  forces  affecting  his 
products.  He  must  constantly  appraise  current  competitor  action  and 
anticipate  future  competitor  moves.  He  must  advise  top  management  of 
competitive  thrusts  long  before  they  become  major  break-throughs.  He 
must  be  able  to  sense  a  competitor's  strengthening  of  position.  He  must 
determine  what  advantages  the  competition  may  have:  more  fully  in- 
tegrated, better  sales  staff;  lower  production  costs;  better  distribution; 
better  dealer  or  retailer  relationships  and  support;  better  product  or 
better  packaging;  more  effective  advertising  and  sales  promotion.  Once 
he  knows  the  competition's  strength  and  future  potential,  as  well  as  his 
weaknesses,  it  is  his  job  to  develop  a  program  of  countermeasures. 

Thus  it  is  necessary  for  the  marketing  man  to  keep  well  informed  on 
his  present  and  potential  competition  and  to  plan  his  marketing  strategy 
accordingly.  Competition  can  be  licked  even  before  it  starts  by  marketing 
consciousness,  which  builds  unique,  customer-desired  advantages  into  a 
product.  Therefore  the  marketing  executive  is  also  a  sort  of  professional 
customer.  It  is  his  job  to  see  the  product  as  the  customer  sees  it.  He  has 
to  keep  the  company-product  concept  in  mind,  but  he  must  also  realize 
that  the  customer  buys  a  product  for  an  entirely  different  reason.  The 
customer  buys  the  benefits  or  results,  not  what  a  product  is,  and  the 
marketing  executive  recognizes  this  fact. 
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The  Marketing  Organization 

Early  in  the  industrial  development  of  America,  the  functions  of 
marketing  were  assigned  to  various  parts  of  an  organization  purely 
through  convenience.  Thus  a  typical  organization  chart  would  show 
manufacturing,  product  development,  and  product  service  in  one  depart- 
ment under  production;  engineering  would  control  research  and  be 
under  staff  services  along  with  personnel  administration,  advertising,  and 
public  relations;  controls,  budget  accounting,  and  sales  forecasts  would 
be  under  finance.  What  are  today  considered  marketing  functions  were 
spread  across  the  entire  organization,  often  resulting  in  confusion  or 
lack  of  proper  coordination. 

Present-day  marketing  strategy  attempts  to  avoid  this  entanglement. 
Marketing,  which  was  not  even  a  part  of  the  older  organizational  setup, 
today  assumes  a  position  as  one  of  the  top  responsibilities  of  manage- 
ment. 

In  the  typical  marketing  organization,  the  marketing  executive  heads 
up  the  following  team  of  managers  and  departments:  sales,  advertising, 
marketing  research,  sales  promotion,  product  service,  and  marketing 
administration.  All  these  report  directly  to  the  marketing  head.  Most 
marketing  organizations  have  to  be  custom-fitted  to  the  individual  cor- 
poration. Thus  there  are  likely  to  be  variations  from  one  companv  to  the 
next.  For  example,  sales  promotion  may  be  a  function  of  sales  rather 
than  reporting  directly  to  the  marketing  executive.  In  some  corporations, 
the  marketing  executive  has  only  two  department  managers  reporting 
directly  to  him,  a  marketing  services  manager  and  the  sales  manager. 

In  this  situation,  the  sales  manager  directs  sales,  sales  planning  and 
administration,  and  product  service.  The  marketing  services  manager 
directs  marketing  administration,  advertising,  marketing  research,  and 
sales  promotion. 

Importance  of  Top  Management  Support 

Case  histories  show  that  effective  marketing  requires  understanding 
and  a  broad  acceptance  of  the  concept  by  top  management  as  ^vell  as  bv 
the  various  components  of  the  marketing  activity  area.  ^Vithout  proper 
understanding  and  support  from  management  and  the  board,  the  market- 
ing function  may  fail  or  be  ineffective.  Marketing  cannot  be  adopted 
like  a  new  fashion.  It  is  not  a  matter  of  using  marketing  phraseology. 
It  is  not  something  which  can  be  tested  like  a  new  advertising  campaign 
or  used  in  special  situations  like  motivational  research.  It  takes  more 
than  the  mere  appointment  of  a  marketing  executive. 

The  president  and  board  of  directors  should  be  familiar  with  marketing 
objectives  and  procedures.  The  function  of  marketing  has  become  so 
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important  that  boards,  committees,  and  presidents  will  find  it  increasingly 
difficult  to  operate  successfully  without  a  front-line  marketing  executive 
who  is  constantly  available. 


A  SPECIFIC  MARKETING  ORGANIZATION 

In  the  foregoing,  we  have  analyzed  what  marketing  is,  why  it  is  essen- 
tial, and  the  role  of  the  marketing  executive.  Now  I  would  like  to  draw 
upon  our  experience  at  Smith-Corona  Marchant  to  illustrate  how  we 
have  applied  these  concepts. 

First,  I  would  like  to  point  out  that  our  marketing  philosophy  has 
undergone  great  change  in  recent  years,  and  this  has  reflected  both  the 
addition  of  new  and  diversified  product  lines  and  also  the  thinking  of  a 
whole  group  of  new  executives  who  now  comprise  our  top  management 
team.  This  process  of  change  is  continuing  and  further  refinements  will 
occur  between  the  writing  and  publication  of  this  book. 

Our  structure  can  best  be  summed  up  by  saying  that  we  have  decen- 
tralized our  operations  and  centralized  marketing. 

Our  primary  manufacturing  operations  include  the  following  divisions: 
Smith-Corona,  Marchant,  Data  Processing  Systems,  and  Kleinschmidt.  A 
brief  summary  of  the  products  made  by  each  would  seem  to  be  in  order. 

Our  Smith-Corona  division  is  engaged  in  the  manufacture  and  sale  of 
portable,  electric,  and  standard  office  typewriters.  It  is  the  only  manu- 
facturer of  both  an  electric  portable  typewriter  and  a  compact  business 
electric  which  is  half  the  size  and  cost  of  standard  electrics.  This  division 
also  manufactures  photocopy  machines,  adding  machines,  cash  registers, 
and  typewriter  supplies. 

The  Marchant  division,  an  outgrowth  of  the  merger  of  Marchant 
Calculators  with  Smith-Corona  in  1958,  is  a  leading  producer  of  office 
calculators  and  adding  machines. 

The  Kleinschmidt  division,  acquired  in  1956,  produces  printed-com- 
munications  equipment,  such  as  teletypewriters,  reperforators,  page  print- 
ers, and  automatic  switching  systems  for  military  use.  It  is  prime  supplier 
of  this  equipment  to  the  U.S.  Army  Signal  Corps  and  the  Air  Forces.  It 
is  also  a  supplier  of  printed-communications  equipment  to  the  Australian 
government. 

The  Data  Processing  Systems  division,  which  was  established  in  1959, 
is  a  grouping  of  existing  products  in  the  data  processing  and  communica- 
tions field  as  well  as  a  number  of  new  products  under  development.  It  is 
responsible  for  the  commercial  sales  of  Kleinschmidt  equipment  which 
has  been  adapted  for  commercial  markets  and  for  a  number  of  new 
products  which  are  under  development. 

Each  of  these  operating  divisions  is  headed  by  a  vice  president  of  the 
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corporation  who  is  general  manager  of  the  division.  He  is  responsible 
directly  for  manufacturing  and  for  all  functions  relating  to  manufactur- 
ing and  for  the  profitable  operation  of  the  division.  ^Vith  regard  to 
sales,  this  is  the  responsibility  of  a  national  sales  manager  who  is  a 
member  of  the  division's  stafE  but  has  line  responsibility  to  the  corpora- 
tion's marketing  officer. 

Though  our  operations  are  on  a  decentralized  basis,  with  each  division 
headed  up  by  an  officer  of  the  corporation,  a  different  concept  of  man- 
agement has  been  applied  to  the  company's  marketing  organization.  In 
contrast,  our  marketing  organization  is  fully  centralized.  This  concept 
was  adopted  in  1959  and  was  an  outgrowth  of  the  Kleinschmidt  and 
Marchant  mergers  and  expansion  of  the  company's  product  line.  AVe  no^v 
have  a  vice  president  of  marketing  who  is  responsible  for  all  the  market- 
ing activities  of  the  corporation,  including  its  domestic  divisions  and 
subsidiaries,  and  for  staff  marketing  services  such  as  advertising,  market- 
ing research,  and  promotion.  He  reports  directly  to  the  executive  vice 
president,  and  reporting  to  him  are  the  divisional  sales  managers  of  the 
four  operating  divisions. 

The  relationship  of  the  vice  president  of  marketing  to  the  divisional 
sales  manager  and  the  divisional  general  manager  ^vorks  along  the 
following  general  lines.  The  general  manager  is  responsible  for  the 
development  of  an  over-all  plan  and  budget  for  his  division,  and  he  is 
accountable  to  the  executive  vice  president  for  their  implementation  and 
for  profit  or  loss.  The  development  of  the  plan  and  budget  involves  close 
cooperation  with  the  sales  manager  and  the  vice  president  of  marketing 
in  so  far  as  sales  are  concerned.  The  implementation  of  that  part  of  the 
plan  is  the  responsibility  of  the  sales  manager  and  the  vice  president  of 
marketing,  and  they  are  accountable  for  its  fulfillment  to  both  the  gen- 
eral manager  of  the  division  and  the  executive  vice  president. 

Though  this  approach  is  a  relatively  new  one  for  us  at  Smith-Corona 
Marchant,  we  are  confident  that  it  is  well  suited  in  the  case  of  a  companv 
with  multioperations  and  a  basic  similarity  and  compatibility  of  product 
lines.  There  are  differences,  of  course,  between  our  lines,  and  yet  thev 
all  deal  with  information  in  some  form-either  typing,  processing,  cal- 
culating, or  transmitting  information-and  generally  speaking,  they  all 
serve  the  same  market. 

The  concept  of  centralization  of  marketing  has  been  applied  in  other 
ways.  For  example,  we  have  developed  an  over-all  corporate  svmbol, 
SCM,  which  is  being  used  to  identify  all  our  products  and  is  being 
employed  in  our  advertising  and  sales  promotion  programs.  AVe  believe 
this  common  identification  helps  all  our  product  lines  and  gives  us  in- 
finitely greater  mileage  for  our  marketing  dollars. 

We  are  also  in  the  process  of  developing  a  "family  design"  for  all  our 
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products.  We  believe  that  similarity  of  appearance,  where  it  can  be 
applied,  along  with  similarity  of  identity  can  help  establish  a  favorable 
association  in  the  minds  of  customers  which  will  work  to  the  advantage 
of  all  products,  present  and  future. 

In  our  system  of  centralized  marketing,  the  sales  manager,  who  is  also 
a  vice  president  of  the  division,  is  an  extremely  important  executive.  He 
has  full  accountability  for  the  marketing  activities  of  his  division.  He  is 
responsible  for  directing  sales,  sales  planning,  and  sales-organization  man- 
agement and  servicing.  This  includes  sales  analysis  and  control;  sales 
training  and  recruiting;  distribution  plans  and  policies;  product  sales 
analyses;  product  development;  sales  and  distribution  channels,  methods, 
and  territories. 

r 
Organization  at  the  Division  Level 

The  size  of  the  sales  manager's  staff  varies  from  division  to  division, 
depending  on  the  complexity  of  its  product  lines  and  its  distribution 
system.  Divisions  are  organized  along  similar  lines,  however,  and  a  review 
here  of  the  Smith-Corona  organization  will  serve  to  illustrate  our  meth- 
ods of  organization  at  the  division  level. 

Reporting  to  the  national  sales  manager  of  the  Smith-Corona  division 
are  managers  of  advertising,  sales  statistics,  branch  sales-office  methods, 
and  product  service  and  the  product  managers  for  office  typewriters,  port- 
able typewriters,  adding  machines,  cash  registers,  dealer  products,  and 
supplies. 

The  advertising  manager  directs  the  planning  and  development  of  ad- 
vertising for  magazines,  newspapers,  TV  and  radio,  and  trade  papers. 
He  is  also  responsible  for  product  publicity,  advertising  production, 
preparation  of  sales  literature,  and  dealer  advertising  material. 

The  sales  promotion  manager  prepares  displays  and  convention  ex- 
hibits, point-of-sale  material,  sales  manuals,  and  bulletins— package  in- 
serts, direct  mail,  and  other  dealer  material.  He  also  prepares  sales  train- 
ing materials  including  selling  tips,  competitive  product  information, 
and  sales  contests. 

The  branch  sales-office  methods  manager  is  the  staff  man  for  branch 
office  administration.  This  includes  personnel,  salesmen's  applications, 
training  and  progress  reports,  salaries,  commissions,  territories,  and  con- 
tracts. His  responsibilities  also  include  branch-office  purchasing,  leasing, 
and  travel  allowances. 

The  sales  statistics  manager  compiles  and  maintains  all  sales  records. 
This  includes  a  daily  report  of  orders  taken  by  all  company  branch 
offices.  Billings  and  dealer  sales  are  computed  monthly.  He  issues  a 
monthly  report  on  salesmen's  standings  in  relation  to  sales  quotas. 

Product  managers  of  office  typewriters,  portables,  adding  machines  and 
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cash  registers,  supplies,  dealer  products,  and  product  services  have  the 
following  responsibilities.  Their  functional  responsibilities  include  the 
creation  and  development  of  product  and  sales  ideas  and  programs.  They 
are  concerned  with  packaging,  new-product  development,  pricing  dis- 
counts and  terms,  field  inventory  controls,  competitive-product  informa- 
tion and  company-product  literature,  package  inserts,  and  field  sales 
bulletins.  They  also  assist  in  the  development  of  advertising  and  sales- 
promotion  campaigns. 

The  regional  sales  managers  are  the  field  sales  and  product  service 
directors.  They  exercise  control  over  products  sold  through  company- 
owned  branches  as  well  as  by  franchised  dealers.  They  supervise  sales 
training  and  recruiting  in  individual  branch  offices  in  their  respective 
regions.  They  are  responsible  for  the  training  of  servicemen  and  the 
standardization  of  product  services  through  service  training  schools. 

Regional  sales  managers  also  act  as  the  national  sales  manager's  field 
liaison  men  and  report  on  the  effectiveness  of  company  sales,  advertising, 
sales  promotion,  and  merchandising  efforts  in  local  markets.  They  ap- 
praise retaliatory  or  new  competitive  activity  by  other  manufacturers 
in  the  field  and  report  on  product  improvements  and  new-product  intro- 
ductions. Much  of  this  information  is  obtained  through  their  supervisorv 
relationships  with  branch-office  managers  and  contacts  AOth  dealers. 

TOP  MANAGEMENT  CONTROL  OF  MARKETING 

So  much  for  the  marketing  organization  of  the  Smith-Corona  division. 
Now  let  us  examine  briefly  how  top  management  exercises  control  over 
the  marketing  area. 

Establishing  corporate  objectives,  budgets,  plans,  and  policies  is  die 
responsibility  of  the  executive  vice  president,  working  in  collaboration 
with  the  president.  He  has  available  to  him  the  advice  and  services  of  the 
top  executives  who  comprise  his  staff.  The  staff  includes  the  senior  vice 
president,  vice  presidents  for  marketing,  engineering,  research,  and 
finance,  and  the  director  of  product  planning. 

The  staff  meets  at  least  once  a  week  and  sometimes  on  a  more  frequent 
basis.  The  staff  meeting  is  employed  primarily  as  a  means  of  exchanging 
information  and  views.  A  two-way  exchange,  the  staff  meeting  enables 
the  executive  vice  president  to  take  advantage  of  the  thinking  of  his  staff 
in  making  top  management  decisions,  and  it  enables  members  of  the 
staff  to  benefit  from  his  views  in  their  areas  of  decision  making. 

Though  the  executive  vice  president,  in  collaboration  with  the  presi- 
dent, makes  final  decisions  on  all  matters  of  broad  corporate  interest,  the 
authority  and  responsibility  for  establishing  marketing  goals  and  for 
the  development  and  implementation  of  marketing  programs  are  dele- 
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gated  to  the  vice  president  of  marketing.  Nevertheless,  a  strong  line  of 
accountability  continues  between  the  marketing  vice  president  and  the 
executive  vice  president.  It  is  up  to  the  vice  president  of  marketing  to 
keep  the  executive  vice  president  fully  informed  of  marketing  perform- 
ance, and  it  is  up  to  the  executive  vice  president  periodically  to  evaluate 
both  marketing  objectives  and  marketing  performance. 

Within  this  framework,  the  marketing  vice  president  has  full  responsi- 
bility for  the  company's  marketing  operations,  as  we  have  already  noted. 
Reporting  to  him  are  the  national  sales  managers  of  all  the  company's 
domestic  divisions,  including  Smith-Corona,  Marchant,  Kleinschmidt, 
and  Data  Processing.  It  is  the  responsibility  of  the  vice  president  of  mar- 
keting to  be  sure  that  the  marketing  programs  of  the  divisions  reflect 
the  thinking  of  the  executive  vice  president,  as  well  as  his  own,  and  that 
they  are  in  line  with  the  operating  objectives  of  the  general  manager  of 
the  division.  In  a  sense,  he  is  a  catalyst.  He  receives  the  recommendations 
of  the  division  sales  manager,  which  have  been  worked  out  in  cooperation 
with  the  division's  general  manager,  and  he  receives  top  management 
decisions  on  over-all  policy  and  objectives  from  the  executive  vice  presi- 
dent. It  is  now  up  to  him  to  produce  the  spark  that  unites  the  thinking 
of  top  management  and  the  divisional  sales  management  and  from  this 
to  create  a  unified  marketing  program  for  the  division  and  the  cor- 
poration. 

The  vice  president  of  marketing  is  also  responsible  for  the  development 
of  a  long-range  marketing  plan.  This  is  prepared  in  collaboration  with 
the  executive  vice  president  and  with  the  counsel  of  the  board  of  direc- 
tors. A  unique  feature  of  the  way  in  which  the  company's  board  has  been 
organized  is  its  availability  as  expert  counsel  to  chief  executives  of  the 
company.  In  the  case  of  marketing,  for  example,  the  board  has  a  commit- 
tee on  marketing  which  is  headed  by  an  outstanding  marketing  man. 
Counsel  of  this  committee  and  its  chairman  is  available  to  management  in 
connection  with  the  development  of  the  long-range  plan  and  also  its 
implementation. 

The  Long-range  Plan 

A  few  words  about  the  long-range  plan  may  be  in  order.  Included  in 
the  plan  is  a  projection  of  sales  trends  in  the  market  areas  served  by  the 
company's  products  and  an  estimate  of  the  portion  of  the  markets  the 
company  may  reasonably  expect  to  obtain.  Admittedly,  marketing  is  not 
an  exact  science  such  as  physics,  mathematics,  or  chemistry.  Nevertheless, 
the  scientific  method  used  in  geographically  projecting  sales  and  sales 
trends  does  serve  to  reduce  the  incidence  of  error  in  planning  and  execut- 
ing the  marketing  program. 

The  corporate  plan  also  includes  an  analysis  of  the  long-range  industry 
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growth  potential,  future  competitive  estimates,  and  the  determination  of 
the  character  of  the  company's  future  business;  in  short,  where  the  com- 
pany should  be  going  and  how  it  plans  to  get  there.  This  part  of  the  plan 
is  coordinated  with  the  company's  long-range  plans  for  production,  re- 
search, product  development,  expansion,  and  finance. 

The  Annual  Plan 

Annual  plans  for  the  entire  Smith-Corona  Marchant  organization  are 
based  on  the  long-range  plan  previously  described.  In  so  far  as  the  mar- 
keting aspects  of  the  annual  plan  are  concerned,  it  reflects  our  analysis 
of  all  current  data.  The  plan  uncovers  weaknesses  in  our  current  market- 
ing picture,  points  out  opportunities,  defines  problems,  and  outlines 
solutions.  It  includes  a  product-by-product  sales  forecast  for  the  companv 
and  the  industry,  based  on  trends  indicated  by  sales  statistics  of  the 
previous  two  years.  It  also  includes  branch  service  sales  forecasts  and  a 
rental-income  forecast,  which  is  another  indication  of  its  comprehensive- 
ness. 

Products   are   classified  by  immediate  and  future   potential  and  are 

divided  into  three  categories: 

1.  Those  that  have  the  greatest  immediate  potential 

2.  Those  that  are  expected  to  hold  their  own 

3.  Those  adversely  affected  by  a  dwindling  market 

The  annual  plan  outlines  the  marketing  activities  which  are  to  be 
used  in  connection  with  the  various  products.  It  includes  a  step-bv-step, 
month-by-month  scheduling  of  sales  promotion,  advertising,  ne^v-product 
introductions,  and  other  activities.  Recommendations  for  the  tramnig 
and  expansion  of  the  sales  force  are  also  made. 

The  annual  plan  is  actually  a  blueprint  of  immediate  marketing 
activities.  It  originates  with  the  marketing  organization  and  is  approved 
by  management  and  reviewed  by  the  board. 

MARKETING  IN  ACTION 

In  the  foregoing,  we  have  seen  that  marketing  action  requires  con- 
siderable advance  planning,  both  short-  and  long-range,  and  proper  em- 
phasis on  an  organizational  setup  in  which  responsibilities  for  various 
marketing  activities  are  firmly  fixed.  It  also  requires  the  understanding, 
support,  and  over-all  direction  of  top  management  and  the  board  of 

directors.  u  •  r  i     1 

Now  let  us  put  procedure  and  organization  aside  and  take  a  briet  look 
at  the  way  in  which  these  concepts  have  been  put  into  practice.  A  par- 
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ticularly  interesting  case  history  can  be  found  in  our  program  to  expand 
the  market  for  portable  typewriters.  This  effort  has  involved  most  of  the 
activities  that  comprise  the  marketing  function  and  has  been  outstanding 
as  an  example  of  how  they  can  be  utilized  in  the  achievement  of  a 
corporate  objective. 

The  program  started  with  the  introduction  in  1957  of  Smith-Corona's 
electric  portable,  the  world's  first  electric  portable  typewriter.  This  prod- 
uct was  successful  from  the  very  start.  Within  a  very  short  period  of 
time,  we  found  that  it  was  making  substantial  progress  in  a  brand-new 
market  area.  The  combination  of  top  performance  and  low  price  made 
it  a  natural  for  professional  men,  such  as  physicians,  dentists,  attorneys, 
and  owners  of  small  businesses,  who  want  their  correspondence  to  have 
the  professional  appearance  of  an  electrically  typed  letter  but  who  cannot 
justify  the  investment  involved  in  purchasing  a  de  luxe  secretarial  elec- 
tric. The  new  product  also  enjoyed  success  in  the  more  conventional 
markets  for  portables,  and  this  suggested  an  active  and  creative  approach 
to  increasing  our  share  of  this  market. 

A  rather  unique  and,  I  think,  interesting  example  was  Smith-Corona's 
program  to  increase  the  school  market  for  electric  portables.  Marketing 
research  studies  had  shown  that  eight-  to  nine-year-old  children  have  a 
natural  curiosity  and  interest  in  typewriters.  However,  at  this  age  they 
lack  the  manual  dexterity  and  strength  to  manipulate  the  keys  of  a 
standard  portable  or  office  typewriter. 

At  the  same  time,  other  studies  showed  that  pupils  who  type  their 
homework  do  neater,  more  accurate  work  and  achieve  higher  scholastic 
grades.  As  a  result,  typing  courses  have  become  so  popular  at  the  high 
school  level  that  they  are  second  only  to  English  in  the  number  of 
students  taking  them.  '    ^    - 

It  was  felt  that  if  students  could  learn  to  touch-type  at  the  elementary 
grade  levels,  they  would  achieve  higher  marks  earlier  in  their  academic 
careers  and  the  time  now  spent  in  high  school  learning  how  to  type  could 
be  put  to  better  advantage  by  enrolling  in  more  basic  courses,  such  as 
science,  algebra,  chemistry,  history,  advanced  English  composition,  and 
foreign  languages. 

A  well-known  professor  and  typing  expert  advanced  the  theory  that 
eight-  to  nine-year-old  children  could  learn  touch  typing  on  electric 
portables  just  as  they  learn  to  play  the  piano,  since  the  manual  dexterity 
and  strength  required  is  practically  the  same.  After  considerable  investiga- 
tion of  this  theory  by  marketing  management,  it  was  decided  to  conduct 
a  pilot  project  under  the  direction  of  the  professor  referred  to  above. 
It  was  thought  that  research  of  this  type  would  be  timely  because  of  the 
great  national  interest  in  improving  our  schools  and  their  courses  of  study. 
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Identification  of  Smith-Corona's  electric  portable  with  such  an  educa- 
tional experiment  would  also  be  of  considerable  publicity  value  to  the 
company.  Thus  a  marketing  decision  was  reached  to  finance  the  experi- 
ment. 

Eventually  twenty-eight  children,  evenly  divided  between  boys  and  girls 
from  the  third  and  fourth  grades,  were  selected  to  participate  in  the 
experiment.  They  spent  a  total  of  thirty-four  working  hours  at  their 
typewriters  during  an  eight-week  period.  Progress  throughout  the  experi- 
ment was  as  good  as,  or  better  than,  that  usually  found  in  a  high  school 
typing  class.  At  the  end  of  the  eight  weeks,  the  average  speed  for  the  class 
was  thirty  words  per  minute.  Some  students  managed  a  consistent  sixtv 
words  in  special  speed  tests. 

The  typing  speed  achieved  was  only  one  facet  of  the  experiment.  More 
important  in  the  over-all  picture  was  the  fact  that  all  the  children  in  the 
course  improved  their  reading,  spelling,  punctuation,  and  other  writing 
skills.  Further,  because  the  typing  exercises  covered  such  subjects  as  his- 
tory, geography,  and  civics,  the  youngsters  gained  in  their  knoA\-ledge  of 
these  subjects  as  well.  Thus  there  was  a  definite  gain  in  supplementary 
learning. 

Marketing  Planning  and  Exploitation 

Planning  ahead,  which  the  marketing  approach  required,  resulted  in 
maximum  exploitation  of  the  educational  pilot  project.  The  storv  of  the 
experiment  was  carried  in  newspapers,  trade  papers,  and  magazines.  The 
relationship  of  the  electric  portable  to  the  traditional  "three  R"s"  was 
featured  prominently  in  wire-service  stories. 

Statements  were  obtained  from  the  educator  conducting  the  experi- 
ment, and  reports  were  sent  out  by  the  company  on  the  progress  of  the 
youngsters.  A  network  TV  program  made  a  documentary  film  of  the  class 
learning  to  type  on  electric  portables,  which  was  telecast  from  coast  to 
coast. 

Upon  completion  of  the  experiment,  the  results  became  national  ne^\-s. 
Not  only  was  the  experiment  a  success  but  millions  of  people-parents, 
teachers,  secretaries,  as  well  as  businessmen— heard  about  Smith-Corona's 
electric  portable  for  the  first  time. 

From  a  marketing  standpoint,  the  most  important  achievement  of  the 
study  was  the  possible  development  of  the  elementary  school  market  for 
electric  portables.  Educators  and  teachers  from  all  over  the  United  States 
wrote  to  the  company  for  copies  of  the  report  on  teaching  eight-  and 
nine-year-olds  how  to  type.  Arrangements  were  made  for  the  development 
of  a  typing  course  for  elementary  schools.  As  a  result,  typing  on  electric 
portables  seems  destined  for  eventual  acceptance  as  a  permanent  part  of 
the  daily  curriculum. 
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Home  Typing  Course 

The  foregoing  experiments  in  the  school  field  were  encouraging  and 
consistent  with  the  primary  objective  of  broadening  the  portable-type- 
writer market.  Marketing  management  then  conceived  another  plan  for 
more  immediate  action.  The  educational  study  had  proved  that  grade 
school  youngsters  could  learn  to  touch-type  on  the  electric  portable;  now 
the  idea  was  to  simplify  the  learning  of  touch  typing  for  teen-agers  and 
even  adults.  This  thinking  led  to  an  entirely  new  marketing  device  for 
all  portables,  standard  (manual)  and  electric. 

A  printed  text  used  in  combination  with  two  12-inch  long-playing 
records  was  developed  which  makes  it  possible  for  a  person  of  practically 
any  age  to  learn  touch  typing  in  ten  days.  This  new  audio-visual  method 
of  learning  was  developed  by  the  company's  educational  department.  The 
course  was  pretested  by  consumers,  market-tested  in  four  cities,  and  intro- 
duced nationally  some  three  months  later.  The  course  is  distributed  free 
with  every  portable  sold.  It  is  an  important  part  of  the  company's  port- 
able-typewriter merchandising. 

The  school  department  of  our  company  worked  with  prominent  edu- 
cators to  develop  the  course  (one  of  the  designers  of  the  course  is  a 
Smith-Corona  Marchant  employee  who  formerly  held  the  world  cham- 
pionship in  speed  typewriting).  We  also  used  motivational  research  and 
dealer  studies.  Costs  had  to  be  kept  low  because  we  wanted  to  give  the 
course  away  with  each  portable  sold  or  to  sell  it  separately  at  a  low  price. 
The  course  had  to  be  a  simplification  of  anything  currently  on  the 
market,  yet  an  improvement  in  ease  and  speed  of  learning.  It  had  to  teach 
touch-typing  fundamentals  in  no  more  than  two  weeks'  time,  preferably 
less.  Educational  studies  indicated  that  audio-visual  techniques  were 
ideally  suited  to  this  method  of  learning.  Hence,  after  months  of  prep- 
aration, testing,  and  constant  revision  of  material,  the  educational  divi- 
sion completed  a  printed  text  to  be  used  in  combination  with  12-inch 
records. 

Test-marketing  Plan.  Test  marketing  in  individual  cities  was  decided 
upon  as  the  next  step,  before  national  distribution  would  be  considered. 
A  plan  was  submitted  to  determine  the  effectiveness  of  the  course  as  a 
sales  incentive  and  to  test  the  advertising  media  to  be  used  for  its  intro- 
duction. The  marketing  committee  of  the  board  and  the  management 
operating  committee  gave  the  program  their  unanimous  endorsement. 

The  course  was  introduced  in  three  cities  supported  by  advertising. 
It  was  introduced  in  the  fourth  without  advertising  support.  In  each  city, 
the  record  course  was  offered  free  with  every  purchase  of  a  Smith-Corona 
portable  typewriter.  Various  media  were  tested  in  the  three  "advertising" 
cities. 
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During  the  test-market  period  dealer  portable  sales  showed  a  total 
increase  o£  244  per  cent  in  the  four  test  cities.  The  company  increased 
its  share  of  the  market  by  38  per  cent  and  in  the  control  (nonadvertising) 
market  by  3  per  cent.  Smith-Corona  was  the  only  manufacturer  to  get  an 
increased  share  of  the  market  in  all  test  cities. 

The  National  Introduction.  As  a  result  of  this  successful  experience  and 
following  a  further  evaluation  of  the  competitive  market,  the  company 
decided  to  "go  national"  with  the  record  course.  The  previous  test  mar- 
keting of  the  record  course  meant  that  advertising,  point-of-sales  displays, 
and  salesmen  and  dealer  presentation  material  were  readily  available. 

Hence  national  distribution  of  the  record  course  was  accomplished  in 
approximately  thirty  days.  The  publicity  effort  pretested  at  the  local 
level  enabled  us  to  supply  every  Smith-Corona  branch  office  (sixty  in  all) 
with  press  kits  containing  news  releases,  photos,  radio  and  TV  script,  and 
interview  material.  As  a  result,  newspaper,  radio,  and  TV  coverage  was 
set  up  in  advance  of  the  national  advertising  campaign.  An  advance  sup- 
ply of  records  was  sent  to  each  branch  manager  along  with  complete 
instructions  for  arranging  local  consumer  testing  similar  to  that  originallv 
accomplished  in  Syracuse.  Every  branch  officer  arranged  to  have  people 
who  pretested  the  course  available  for  press  interviews  on  the  day  it  was 
officially  announced.  This  created  a  local  interest  for  the  press  and  made 
the  national  introduction  more  successful  in  producing  publicitv  m 
branch-office  markets. 

The  new  touch-typing  course  was  very  favorably  received  by  dealers 
and  the  public.  Dealers  were  pleased  that  something  was  being  done  to 
help  them  sell  more  portables;  Smith-Corona  made  definite  gains  in 
prestige  with  the  trade  as  well  as  in  sales.  The  record  course  thus  became 
an  important  factor  in  the  company's  portable-typewriter  marketing  pro- 
gram. It  is  constantly  being  evaluated  in  all  markets  by  means  of  the 
marketing  report  or  sales  summary. 


CONCLUSION 


The  foregoing  account  of  a  specific  marketing  approach  has  been  in- 
cluded in  this  review  of  managing  the  marketing  activity  because  it  serves 
to  illustrate  how  the  marketing  concept,  organization,  and  procedures  can 
actually  produce  results. 

In  conclusion,  it  may  be  well  to  point  out  that  there  is  no  magic 
formula  to  marketing  or  marketing  management.  As  we  have  seen,  there 
are  basic  principles  to  be  adhered  to,  but  every  corporation  has  to  tailor 
its  marketing  policy,  organization,  and  procedures  to  its  own  products, 
services,  and  individual  corporate  capabilities. 

There   is   a  need,   an  urgency,   for  companies   to  become  marketing- 
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conscious  and  marketing-oriented  if  they  are  to  survive  in  the  increasingly 
competitive  national  and  world-wide  market  place.  It  is  not  the  intention 
of  this  chapter  to  convey  the  impression  that  marketing  at  Smith-Corona 
Marchant  has  achieved  perfection.  On  the  contrary,  good,  orderly,  pro- 
gressive marketing  practices  call  for  constant  revision  and  change.  This 
is  the  very  nature  of  the  concept.  It  cannot  be  static  or  conducted  in 
accordance  with  preordained  policy.  In  this  fast-moving  economy,  a 
marketing  practice  may  become  ancient  and  outdated  in  a  relatively  short 
time.  Marketing  is  more  than  a  matter  of  business  survival.  It  is  a  vital 
force  in  our  national  economy;  and  it  is  a  corporate  responsibility  to 
preserve  and  improve  that  economy. 


Owen  Robertson  Cheatham 

CHAIRMAN  OF  THE  BOARD 
GEORGIA-PACIFIC   CORPORATION 
PORTLAND,   OREGON 


In  seeking  the  top  authority  on  management  and  finance,  the  editors 
were  immediately  attracted  to  the  accomplishments  of  Oicen  Robertson 
Cheatham,  chairman  of  the  board  of  Georgia-Pacific  Corporation.  His 
financing  record  has  been  marked  by  consistent  brilliance.  In  less  than 
a  quarter  century,  Georgia-Pacific  has  risen  from  modest  beginnings  to 
a  $260  million  "blue  chip"  company-26ist  among  the  nation's  cor- 
porations in  sales  volume,  i^yth  in  assets,  and  i2gth  in  profit  ratio. 
Georgia-Pacific  is  one  of  the  largest  integrated  producers  of  forest 
products— pulp,  paper,  containerboard,  plywood,  chemicals,  plastics, 
lumber,  redwood.  The  corporation  also  owns  vast  timberland  reserves. 
During  the  fifties,  Georgia-Pacific  invested  more  than  S300  million  in 
timber  and  timberlands  and,  in  the  last  half  of  the  decade,  com- 
mitted more  than  $y8  million  in  new  plants  and  equipment. 

Mr.  Cheatham's  financing  strategy  grew  from  the  conviction  that 
big  institutional  lenders  could  be  led  to  treat  standing  timber  as  a 
self-liquidating  asset  and,  because  timber  replaces  itself,  a  perpetual 
asset.  The  19^3  amendment  of  Section  24  of  the  Federal  Reserve  Act 
permitted  banks  and  insurance  companies  to  make  loans  upon  prop- 
erly managed  forest  tracts.  Mr.  Cheatham  encouraged  terms  permitting 
repayment  of  principal  and  interest  out  of  the  proceeds  of  the  timber 
as  it  is  harvested. 

Owen  Cheatham  is  one  of  the  few  founders  of  major  companies  who 
is  still  chief  executive  officer  of  his  corporation.  He  is  also  a  director 
of  Bank  of  Atnerica,  the  world's  largest  bank,  and  of  the  Prudential 
Insurance  Company  of  America,  one  of  the  zuorld's  largest  insurance 
companies.  Together,  these  two  institutions  have  resources  of  more 
than  $2^  billion. 

A  great-great-great-great-nephew  of  Benjamin  Franklin-whose  por- 
trait hangs  above  the  fireplace  in  Mr.  Cheatham's  New  York  office  on 
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Park  Avenue— the  Georgia-Pacific  leader  is  a  modern  personification 
of  the  maxims  in  Poor  Richard's  Almanac.  He  works  hard,  studies 
continuously,  and  prefers  to  use  leisure  time  in  public  service  and 
patronage  of  culture  and  the  arts.  He  shuns  personal  publicity,  insist- 
ing  that  credit  belongs  to  his  organization. 

A?nong  the  Georgia-Pacific  chairman's  noteworthy  public  service 
works  is  the  Owen  Cheatham  Foundation,  which  supports  numerous 
charities.  The  Foundation  owns  the  striking  collection  of  Art-in- 
Jewels,  created  by  Salvador  Dali.  Proceeds  from  exhibition  of  these 
masterpieces  go  entirely  to  charitable  causes. 

A  native  of  Virginia,  Mr.  Cheatham  grew  up  working  on  the  family's 
Maple  Valley  Farm  near  Lynchburg.  He  graduated  from  Hargrave 
Military  Academy  in  Chatham,  Virginia.  In  192^,  he  invested  $12,000 
in  a  "little  company"  at  Augusta,  Georgia,  to  sell  and  export  southern 
hardwoods.  This  small  company,  which  rode  through  the  depression 
on  a  rising  profit  curve,  was  the  "seed"  of  Georgia-Pacific. 

Mr.  Cheathafn  holds  honorary  degrees  of  Doctor  of  Laius  from 
Presbyterian  College  and  Doctor  of  Science  from  Cletnson  College.  In 
^951>  ^'^  ^'^•^  awarded  the  Cross  of  the  Order  of  Naval  Merit  by  the 
Spanish  Navy.  He  is  a  trustee  of  Central  Presbyterian  Church  in  New 
York  City  and  a  supporter  of  the  Metropolitaii  Opera. 

The  Cheathams  [Mrs.  Cheatham  is  the  former  Celeste  Wickliffe  of 
South  Carolina)  are  accustomed  to  coast-to-coast  living.  Their  home  is 
at  River  House  in  New  York  City.  Another  home  is  Blueberry  Hill  in 
Portland,  Oregon,  where  Georgia-Pacific  maintains  general  offices  close 
to  its  vast  West  Coast  reserves  and  operations. 

March,  i960 
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CHAPTER    30 


Top  Management's  Responsibility 
for  Finance  and  Control 


In  the  summer  o£  1954,  I  was  riding  from  Dallas  to  Abilene  in  a  car 
driven  by  a  business  acquaintance  when  I  found  time  to  revie^v  a  special- 
delivery  letter  which  had  reached  my  hotel  that  morning. 

The  letter  was  from  one  of  our  executives  at  Georgia-Pacific's  general 
offices  in  Portland,  Oregon.  It  contained  a  detailed  report  on  a  timber 
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cruise  that  had  just  been  completed.  In  our  industry,  a  cruise  is  a  business- 
Hke  firsthand  exploration  that  is  hardly  as  relaxing  and  comfortable  as 
the  term  usually  implies. 

This  cruise  had  been  through  19,000  acres  of  old-growth  Douglas  fir 
timber  which  we  had  been  considering  buying  as  the  next  step  on  a  ten- 
year  expansion-and-integration  program.  We  knew  the  timber  was  good. 
Further,  this  particular  reserve  was  adjacent  to  some  of  our  other  timber- 
lands  in  Oregon.  The  acquisition  would  be  comparatively  easy  to  work 
into  our  planned-harvesting  program.  Shipping  and  production  costs 
would  be  minimal. 

But  we  had  wanted  a  thorough  survey  of  the  property  by  independent 
skilled  foresters.  More  than  that,  we  had  wanted  to  be  absolutely  certain 
just  how  much  cash  this  acreage  could  be  counted  upon  to  return,  year 
by  year.  We  had  to  supplement  equity  capital  w4th  borro^s'ed  capital  to 
acquire  it. 

For  this  reason,  my  associate  had  enclosed  in  his  letter  an  outline  of 
the  pay-out  schedule.  After  I  had  studied  it,  I  asked  the  driver  if  he  would 
mind  stopping  for  gas  so  I  could  use  the  next  available  phone  booth.  AVe 
found  the  facilities  up  the  road  a  few  yards,  and  I  placed  a  personal  call 
to  the  chairman  of  the  finance  committee  of  one  of  the  larger  banks  in 
the  country. 

"Georgia-Pacific  needs  $12  million,"  I  told  him,  "and  the  situation  is 
urgent  enough  so  that  I  have  to  know  right  now  whether  you're  interested 
and  in  position  to  make  the  loan.  If  so,  I  want  to  come  in  day  after 
tomorrow  and  talk  to  you  about  it,  but  if  for  any  reason  you  are  not,  I 
want  to  work  out  other  arrangements." 

The  reply  was  almost  instantaneous.  "I  think  we  can  do  it,"  he  said. 
"Come  in  and  let's  work  it  out." 

Quite  frankly,  I  wasn't  surprised  at  this  reaction.  The  main  reason.  I 
suppose,  is  that  this  bank  chairman  wasn't  in  the  least  surprised  to  hear 
from  us  about  this  deal.  We  had  made  it  a  point  to  keep  him  informed 
on  our  planning  every  step  of  the  way,  and  he  was  ready. 

Nobody  appreciates  better  than  I  do  that  there  was  no  personal  mag- 
netism involved  in  this  rather  quick  access  to  a  dozen  million  in  funds. 
The  reason  I  made  the  phone  call  on  a  person-to-person  basis  is  that  I 
regard  such  activity  as  a  normal  function  of  my  job  as  chairman  of 
Georgia-Pacific  Corporation. 

Finance  is  the  continuing  concern  of  any  chief  executive.  It  underlies 

every  other  area  of  business  operation  and  policy.  You  can't  do  much  for 

employees,  customers,  stockholders,  or  communities  if  you  don't  make 

money.  The  top  responsibility  of  top  management  is  profit  responsibility. 

It  is  advisable  for  the  leader  of  a  business  to  keep  educating  himself 


TOP  management's  responsibility  for  finance  and  control  635 

on  economics.  If  he  comes  into  leadership  from  sales  or  engineering,  he 
may  have  to  sharpen  his  financial  knowledge  on  a  rather  intensive  scale. 
If  he  has  had  no  previous  experience  in  finance,  his  very  first  move 
should  be  to  make  sure  that  he  is  bolstered  by  a  staff  executive  seasoned 
in  this  field. 

This  is  not  to  imply  that  the  financial  vice  president  should  not  have 
the  prime  operating  responsibility.  It  is  up  to  the  president  or  chairman, 
however,  depending  on  the  corporate  structure,  to  inspire  and  work  out 
the  long-range  economic  planning  for  the  business,  to  arrange  the  im- 
portant financing  for  growth  and  development,  and  to  see  that  the 
organization  is  geared  to  hit  the  targets  that  have  been  charted,  with 
resulting  financial  rewards  to  those  who  are  backing  and  working  for 
the  business. 

Obtaining  Funds — A  Prime  Responsibility  of  Top  Management 

Of  all  the  types  of  financial  activity  confronting  the  leader  of  a  cor- 
poration, perhaps  the  most  important  today  is  the  arrangement  of  ready 
access  to  funds  for  acquisition  and  expansion.  At  least  this  is  true  for 
the  captain  of  a  growth  enterprise,  and  with  the  concurrent  growth  in 
world-wide  population  and  the  competitive  economy,  it  is  virtually  neces- 
sary for  any  company  to  keep  growing— or  to  die  on  the  vine. 

Just  as  making  money  is  the  goal  of  a  business,  getting  money  when 
it  is  needed  is  the  energizer  of  a  business.  Borrowed  capital  on  a  sound 
financing  basis  is  frequently  the  only  way  to  take  immediate  advantage 
of  growth  opportunities  without  disturbing  the  company's  vital  cash 
position  and  its  commitments  to  employees  and  stockholders.  Money  is 
thus  a  dramatic  element  that  will  command  as  much  of  the  top  execu- 
tive's attention  as  any  other  phase  of  his  daily  work. 

We  of  Georgia-Pacific  are  sometimes  considered  fortunate  in  our  ability 
to  produce,  almost  overnight,  the  funds  required  to  accomplish  some- 
thing we  want  to  do.  It  is  true  that  timberlands  have  certain  advantages 
as  a  security  that  are  not  possessed  by  plants,  machinery,  and  even  oil 
reserves.  It  is  also  true  that  we  have  highly  valued  personal  friendships 
in  the  lending  institutions.  But  there  is  really  nothing  lucky  about  our 
record.  The  transactions  which  seem  to  happen  overnight  have  been 
worked  out  over  months,  sometimes  years,  of  careful  cultivation  and  plan- 
ning. It  is  only  the  publicity  that  breaks  overnight.  There  is  nothing 
mysterious  or  magic  about  our  formula.  The  leader  of  any  solid  cor- 
poration can  accomplish  similar  things  if  he  uses  the  same  methods— with 
adjustments,  of  course,  for  the  individual  complexion  of  his  own  business. 

Sources  of  Funds.  Let  us  review  the  various  sources  of  capital  expansion 
funds,  skipping  for  the  moment  the  matter  of  equity  financing.  Each  of 
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these  sources  is  a  business  enterprise  in  its  own  right.  Each  has  its  own 
desires  and  requirements  which,  in  turn,  are  geared  to  the  prevailing 
purpose  of  the  institution. 

First,  there  are  the  banks.  As  the  reader  probably  knows,  banks  are  not 
interested  in  long-term  investments.  They  consider  anything  over  one  year 
as  a  term  loan,  and  term  loans  extending  over  more  than  seven  years  are 
not  generally  looked  upon  with  favor.  On  the  other  hand,  banks  are 
usually  glad  to  allow  you  to  prepay  the  loan  without  penalty.  This  can 
have  great  advantage  to  the  profit  picture  in  the  saving  of  interest. 

The  bank  is  a  custodian  of  the  depositors'  money,  is  subject  to  regula- 
tion and  frequent  examination,  and  must  therefore  take  a  conservative 
approach  to  lending.  The  borrower  must  convince  the  banker  that  the 
money  is  safe  and  that  there  is  no  question  that  the  loan  will  pav  out 
exactly  according  to  schedule— or  before. 

The  second  major  source  of  capital  is  the  insurance  companies.  In 
contrast  to  banks,  insurance  companies  are  generally  interested  only  in 
long-term  loans.  The  average  term  ranges  between  fifteen  and  t^\entv 
years.  In  some  instances,  particularly  with  respect  to  companies  having 
a  good  credit  standing,  insurance  companies  may  extend  loans  for  as 
long  as  thirty  or  forty  years.  In  fact,  several  years  ago  t^vo  insurance 
companies  negotiated  several  hundred-year  loans  without  sinking  funds, 
but  containing  an  option  on  the  part  both  of  the  borro^ver  and  of 
the  lender  to  convert  the  loan  into  a  twenty-year  obligation  ^\ith  a  sink- 
ing fund  to  retire  the  issue  over  its  remaining  life. 

Borrowings  from  insurance  companies  generally  take  the  form  of  sim- 
ple promissory  notes  backed  up  by  a  relatively  short  loan  agreement 
containing  certain  protective  provisions  designed  to  maintain  the  strength 
of  the  borrower  and  to  protect  the  lender.  Examples  of  such  provisions 
are  a  prohibition  against  issuance  of  additional  debt  Avithout  the  consent 
of  the  lender,  a  limitation  upon  the  payment  of  dividends  except  out  of 
a  specified  percentage  of  earnings,  and  finally  a  stipulation  providing  that 
working  capital  be  maintained  at  an  agreed-upon  level. 

Insurance  companies  rarely  require  a  mortgage  on  the  borro^ser's 
assets  in  connection  with  their  industrial  loans.  Practicallv  all  their  loans 
do  provide  for  a  sinking  fund  or  a  repayment  schedule  designed  to  retire 
the  loan  over  its  life  by  equal  payments. 

In  recent  years,  when  interest  rates  have  returned  to  the  more  nearlv 
normal  levels  which  are  more  attractive  from  the  lender's  standpoint, 
the  insurance  companies  have  become  much  more  interested  in  protect- 
ing the  loan  from  redemption  through  refunding  than  heretofore.  This 
is  done  by  either  a  very  high  redemption  price  or  a  provision  that  no 
prepayments,  other  than  by  the  regular  sinking  fund,  mav  be  made 
except  through  the  application  of  surplus  funds,  and  the  description  of 
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the  latter  is  so  drawn  as  to  provide  that  at  the  time  the  company  inay 
not  be  in  debt  for  any  short-term  money  or  bank  loans  or  have  any  other 
debt  outstanding  other  than  that  to  be  refunded.  Finally,  there  may  be 
a  provision  that  the  notes  may  not  be  refunded  through  the  application 
of  funds  obtained  directly  or  indirectly  at  an  interest  cost  less  than  that 
of  the  notes  to  be  retired,  thus  making  such  an  operation  unprofitable. 

Generally  speaking,  insurance  companies  like  to  have  loans  run  for 
their  full  term,  thus  being  better  able  to  estimate  the  cash  flow  of  their 
funds. 

However,  insurance  companies  are  often  desirous  of  improving  their 
yield  and  may  even  sell  low-coupon  government  bonds  at  a  sizable  loss 
in  order  to  obtain  funds  to  put  into  higher-yielding  securities,  thus 
improving  their  over-all  return. 

The  investment  banking  firm  is  the  third  major  source  of  investment 
capital,  if  the  funds  are  to  be  obtained  through  public  offering.  The  in- 
vestment banker  is  also  an  indispensable  adviser  on  practically  all  financ- 
ing matters. 

Investment  banking  firms  keep  up  with  current  developments  and 
trends  affecting  money  because  it  is  their  business  to  do  so.  At  any  given 
time,  they  know  where  to  find  the  best  money  markets  for  the  particular 
plan  you  have  in  mind.  There  are  times  when  the  temper  of  banks  is 
more  favorable  than  that  of  insurance  companies  or  the  public  market. 
There  are  times  when  preferred  stocks  and  common  stocks  can  be  moved 
more  advantageously  than  debentures  or  convertible  bonds.  The  invest- 
ment banker  can  frequently  solve  your  total  problem  by  putting  pieces 
together— a  short-term  loan  here  and  a  long-term  agreement  there,  an 
institution  here  and  a  stock  issue  there— and  with  appropriate  interest 
rates. 

We  rely  a  great  deal  on  our  investment  bankers.  We  find  the  executives 
of  the  firm  always  willing  to  sit  down  and  help  us  plan  a  program, 
whether  or  not  they  have  the  opportunity  to  realize  profits  on  the  pro- 
gram themselves.  They  are  usually  objective  and  unbiased. 

The  fourth  key  source  of  capital— and  one  which  is  becoming  more 
and  more  available— is  the  investment  trusts  and  the  pension  funds.  Such 
institutions,  which  are  usually  reached  through  investment  bankers,  are 
somewhat  like  insurance  companies  in  their  outlook.  Long-term  loans  are 
preferred. 

A  fifth  source  of  capital  is  the  government  lending  agency,  but  I  believe 
we  can  discount  it  here.  The  government  is  usually  the  last  resort  of  a 
company  which  has  been  unable  to  borrow  elsewhere. 

Keep  Them  Informed.  Now  ^vhat  about  using  the  four  major  sources  of 
funds?  It  has  been  our  experience  that  there  are  two  fundamental  prin- 
ciples applying  across  the  board.  First,  you  keep  the  prospective  lender 
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informed  all  the  time,  not  just  when  you  have  a  request  to  make.  Second, 
you  never  surprise  him  with  your  request. 

When  Georgia-Pacific  was  founded  in  Augusta  in  the  fall  of  1927,  we 
adopted  a  practice  of  laying  our  financial  statements  before  our  bankers 
every  quarter,  whether  we  owed  them  money  or  not.  The  company  started 
with  a  modest  investment,  and  from  less  than  Si 00,000  in  assets  at  the 
end  of  the  first  year,  it  today  has  total  assets  of  more  than  S250  million. 
It  has  branched  out  to  the  Pacific  Coast,  acquiring  more  than  15  billion 
board  feet  of  timber  and  timberlands.  It  is  producing  plywood,  hard- 
board,  paper,  wood  pulp,  containerboard,  lumber,  and  chemicals  and  is 
engaged  in  complexities  we  only  dreamed  about  back  in  1927.  But  we 
still  follow  the  practice. 

Four  times  a  year,  at  least,  we  go  in  and  present  our  figures  to  the 
top  officers  of  our  banks,  large  and  small.  Usually,  we  have  no  request 
to  make,  but  whenever  we  do,  the  banker  knows  w^hy  in  advance.  The 
system  has  paid  off  for  us.  Banks  have  always  been  our  friends,  and  our 
relations  with  banks  have  always  been  good. 

There  are  other  ways  to  cultivate  bankers  and  the  key  people  in  the 
lending  institutions.  You  can  invite  them  to  visit  you.  You  can  accept 
invitations  to  attend  and  address  the  meetings  of  their  professional 
societies.  You  can  take  them  to  lunch.  You  can  arrange  tours  of  your 
properties  and  facilities. 

The  main  thing  is  to  keep  in  touch,  to  establish  and  maintain  a  con- 
tinuing connection.  You  can  form  a  sincere  acquaintanceship  that  builds 
mutual  respect  and  confidence.  It  is  advisable  to  keep  your  bank  balances 
as  large  as  possible,  for  the  banks  are  always  cognizant  of  that.  You 
should  give  your  figures  in  the  simplest  and  most  logical  manner  possible. 
You  can  let  them  in,  confidentially,  on  your  future  plans. 

Our  experience  would  indicate  that  these  continuing  contacts  should 
be  made  not  only  with  the  top  official  of  the  institution,  but  also  with 
the  bank  executive  in  charge  of  research.  This  official  is  charged  with 
the  responsibility  of  keeping  up  with  trends  in  your  industry.  He  appre- 
ciates your  service  to  him.  And  he  plays  an  important  role  in  the  decisions 
made  by  management. 

Of  course,  you  have  to  have  something  meaningful  to  tell.  This  does 
not  always  depend  on  statistical  reports.  The  financial  institution  wants 
to  keep  up  with  significant  changes  in  your  pattern  of  organization.  It 
wants  to  know  who  is  backing  you  up  on  the  operating  end  at  the  office 
and  the  plant.  You  can  gain  interest  by  explaining  the  way  in  which  vour 
management  team  is  deployed  and  why  responsibilities  are  apportioned 
that  way.  The  lender  needs  to  appreciate  that  your  company  is  organized 
to  produce  the  results  you  claim  you  will  get.  He  is  interested  in  the 
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depth  of  your  management— the  first,  second,  and  third  teams,  as  we  call 
them  at  Georgia-Pacific. 

We  have  supplied  the  officers  of  our  principal  lending  sources  with  a 
Georgia-Pacific  organizational  chart.  When  and  as  changes  are  made,  we 
send  revised  versions  and  accompanying  explanations  to  keep  their  files 
up  to  date. 

Ultimately,  of  course,  you  narrow  your  frequent  contacts  down  to  those 
institutions  which  have  an  affinity  for  your  business,  a  demonstrated 
desire  to  know  all  about  your  organization,  and  probably  by  that  time 
a  record  of  financing  experience  with  you.  In  our  company,  we  have 
found  these  to  be  the  larger  and  better-known  institutions.  Our  threefold 
set  of  criteria  goes  something  like  this:  they  have  to  be  aggressive,  they 
have  to  know  what  we  are  doing  and  care  why,  and  they  must  have  the 
ability  to  make  prompt  decisions  involving  large  sums  of  money. 

Selecting  the  Source.  The  selection  of  the  particular  type  of  institution 
to  which  you  make  your  first  approach  is  dependent,  as  I  have  indicated, 
upon  the  shape  of  the  times,  economically  speaking.  It  is  also  related  to 
the  type  of  proposition  requiring  the  financing.  The  amount  of  money 
needed  to  swing  the  deal,  the  length  of  time  in  which  repayment  can  be 
comfortably  completed,  the  assured  productivity  of  the  property  to  be 
enlarged  or  acquired— all  these  factors  are  significant  in  deciding  which 
institution  is  best  adapted  to  handle  the  loan. 

This  is  where  professional  advisers  who  keep  a  constant  watch  on  the 
money  markets  are  of  supplementary  value  to  the  top  executive.  Finan- 
cially oriented  law  firms  render  such  assistance.  At  Georgia-Pacific,  we 
have  made  it  a  custom  to  have  an  attorney  well  versed  in  corporate  prac- 
tice on  our  board  of  directors.  In  this  way,  the  lawyer  has  a  special  in- 
terest in  and  knowledge  of  our  company.  He  is  readily  accessible  when 
we  need  him.  The  corporate  attorney  is  particularly  helpful  in  regard  to 
the  rules  of  the  game— the  regulations  of  the  Securities  and  Exchange 
Commission,  the  New  York  Stock  Exchange,  and  various  government 
bodies,  as  well  as  the  latest  interpretations  of  these  regulations  by  the 
courts. 

Another  advisory  group  on  which  we  place  a  great  deal  of  reliance  is 
the  professional  staff  of  an  economic  forecasting  service.  Some  companies 
also  have  such  people  on  their  own  payrolls,  while  others  retain  them  on 
a  fee  basis.  The  economist's  most  important  value  is  in  projecting  the 
impact  of  future  years  on  your  ability  to  market  your  products  and  repay 
your  commitments. 

Every  company  has  its  own  set  of  general  economic  factors  which  afi:ect 
its  destiny.  In  our  case,  the  leading  ones  are  the  availability  of  money  as 
it  affects  the  entire  economy  of  purchasers,  consumers,  and  other  indus- 
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tries;  per  capita  and  total  consumption  of  paper  and  containerboard; 
the  number  of  new  housing  starts;  and  the  trend  in  capital  goods  expan- 
sion expenditures.  We  must  also  follow  developments  related  to  popu- 
lation growth  and  distribution,  family  formation,  home  remodeling  and 
repair,  product  packaging,  and  needs  for  chemicals  and  by-products. 

As  I  mentioned  earlier,  we  also  use  our  investment  bankers  as  a 
"sounding  board."  In  essence,  we  really  rehearse  our  approaches  to  banks 
and  insurance  companies  with  the  investment  bankers.  ^Ve  get  the  figures 
together  and  take  them  to  the  investment  banker,  saying  this  is  how  it 
looks  to  us.  In  other  words,  we  don't  expect  the  investment  banker  to 
make  our  plans  for  us,  but  to  comment  on  those  plans  and  help  us  refine 
them. 

Securing  the  Funds.  We  have  now  moved  to  the  place,  let's  assume,  where 
we  know  how  much  money  we  need  and  where  we  are  most  likely  to  get 
it.  What  about  the  tactics  of  actual  loan  negotiation,  assuming  that  our 
chosen  source  has  been  continuously  familiarized  ^vith  and  attuned  to 
our  business? 

There  are  a  couple  of  simple  philosophies  to  keep  in  mind  here.  too. 
We  might  phrase  the  first  one  like  this:  show  them  exactly  how  it  is  all 
going  to  work  out.  And  the  second:  be  conservative  about  it! 

Before  you  go  to  anybody  for  a  loan,  you  have  to  have  a  plan.  It  has 
to  be  a  bankable  plan.  It  has  to  fit  the  objectives  of  the  institution  you 
are  addressing.  The  plan  must  contain  a  pay-out  schedule,  sho^ving 
exactly  how  the  loan  will  be  retired,  year  by  year,  and  ^vhere  the  money 
will  come  from  to  do  it.  One  should  be  so  confident  of  this  plan,  and  so 
conservative,  that  he  knows  he  will  never  be  forced  to  go  back  later  to 
extend  or  change  the  terms. 

For  presentation,  we  assemble  the  details  of  ^vhatever  plan  we  have 
worked  out  in  a  simplified  format  known  at  Georgia-Pacific  as  a  "blue 
book,"  so  called  for  the  color  of  the  cover.  The  book  contains  a  complete 
description  of  the  property  we  wish  to  acquire  or  improve,  the  present 
and  anticipated  value  of  it,  the  ways  in  ^vhich  it  will  generate  cash,  the 
manner  in  which  we  will  direct  segments  of  this  revenue  into  the  treasurv 
of  the  lending  institution,  and,  above  all,  ^vhat  it  ^vill  mean  to  Georgia- 
Pacific  and  its  stockholders. 

It  is  always  advisable  to  keep  estimates  on  the  conservative  side.  If 
you  always  accomplish  what  you  say  you're  going  to  accomplish,  you  have 
little  difficulty  in  nailing  down  the  next  transaction.  It  is  a  "must"  to  be 
sure  you  can  perform. 

In  the  actual  negotiation  of  financing,  in  our  case  the  initial  entree  is 
up  to  our  chief  executive.  In  the  briefest  possible  manner-mavbe  onlv 
fifteen  or  twenty  minutes-I  talk  with  the  head  of  the  lending  institution 
to  find  out  whether  they're  interested  and  in  position  to  perform. 
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If  the  answer  is  affirmative,  we  move  right  into  the  next  phase,  usually 
through  a  mieeting  within  the  following  few  days.  The  institution  will 
bring  in  perhaps  three  or  four  of  its  associates  and  we  will  bring  in  several 
of  ours. 

Sometimes  these  things  seem  to  happen  with  suddenness,  as  far  as  the 
public  is  concerned,  and  the  chief  executive  of  the  company  appears  to 
be  a  fearless  adventurer  in  the  land  of  dollars.  Actually,  of  course,  you 
don't  mind  being  bold  when  the  facts  are  sound  and  disclose  that  beyond 
a  doubt  the  venture  will  be  highly  rewarding.  If  you  are  not  courageous, 
you  can  usually  talk  yourself  out  of  something,  no  matter  how  good  it  is. 
Our  policy  is  one  of  what  we  might  call  "conservative  boldness." 

Contrary  to  the  opinion  of  many  would-be  borrowers,  capital  is  neither 
sluggish  nor  frozen.  The  best  banks  and  other  lending  institutions  are 
willing  to  work  quickly  and  to  make  fast  decisions  when  the  situation 
requires.  I  have  known  them  to  work  out  temporary  arrangements  so  that 
we  could  take  the  initial  moves  very  quickly.  This  flexibility  is  present  in 
many  smaller  banks  as  well  as  in  the  giants. 

In  visiting  with  the  heads  of  the  lending  institutions  over  the  years,  I 
have  found  a  number  of  other  items  that  top  management  ought  to  have 
in  its  briefcase.  It  is  very  convincing  to  financial  institutions  to  know  that 
the  company's  management  are  substantial  stockholders.  This  is  regarded 
as  a  symbol  of  confidence. 

Another  item  is  a  solid  profit  record,  year  by  year.  Oh,  the  curve 
can  have  a  few  dips  in  it,  but  the  prevailing  trend  should  be  one 
of  consistency  and  growth  in  the  company's  main  goal  of  making 
money. 

The  financial  institution  is  also  interested  in  your  auditors.  You  are 
in  the  best  position  when  your  firm  of  certified  public  accountants  is  well 
known  to  the  institution  and  highly  respected.  Some  companies  change 
auditors  from  time  to  time,  but  it  is  our  opinion  that  your  case  is  stronger 
when  you  don't  jump  around.  Furthermore,  your  auditors  know  more 
about  your  company  after  a  number  of  years  of  association. 

I  have  spent  a  good  deal  of  time  on  long-term  corporate  financing. 
Our  experience  in  the  field  may  be  somewhat  more  spectacular  than 
average  because  of  the  complexion  of  our  business.  Timber  is  a  scarce 
natural  resource.  Good,  well-located  timber  is  readily  convertible  into 
cash.  It  is  the  only  natural  resource  which  regrows  and  thus  replaces 
itself. 

For  these  reasons,  we  have  championed  the  idea  that  timber  should 
be  financed  through  amortizable  long-term  debt,  geared  to  the  harvesting 
of  the  timber. 

Georgia-Pacific  is  much  more  likely  to  resort  to  equity  financing  for 
new  mills,  plant  expansion,  warehouses,  and  working  capital. 
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Other  Areas  of  Financial  Responsibility 

The  financial  moments  of  the  business  leader's  day  are  not  all  filled 
with  the  negotiation  of  what  we  might  call  "profitable  debt." 

The  corporate  image  is  a  mental  picture  with  strong  financial  over- 
tones. And  the  chairman  or  the  president  is  the  chief  custodian  of  the 
corporate  image. 

The  public  is  accustomed  to  taking  its  reading  of  a  company  through 
its  principal  personalities.  Figures  are  impressive,  but  the  vitality  of 
statistics  lies  in  what  men  do  with  them.  It  is  top  management  as  an 
assemblage  of  human  brain  power,  will,  and  ingenuity  that  is  accountable 
to  the  stockholders  and  the  employees. 

Contacts  with  the  Financial  Community.  The  financial  communitv  thus 
looks  to  top  management  for  its  cues.  By  studiously  reporting  everv  devel- 
opment which  testifies  to  his  company's  progress,  the  top  executive  can 
have  strong  influence  on  the  appreciation  of  the  investment  and  the  ease 
of  moving  new  issues  in  equity  finance. 

The  chief  executive  should  be  personally  kno-wn  by  the  leading  finan- 
cial houses,  key  officials  of  the  financial  community,  the  financial  writers, 
and  those  security  analysts  who  make  a  specialty  of  his  industry.  Further, 
he  should  see  to  it  that  his  deputies-those  men  in  charge  of  the  various 
segments  which  make  the  business  tick— are  also  known.  The  one-man 
type  of  corporate  administration  long  ago  went  out  of  style. 

It  is  impossible  for  the  average  chairman  or  president  to  accord  per- 
sonal interviews  to  every  security  analyst  who  knocks  on  the  companv  s 
door.  It  is  not  impossible,  however,  to  unlock  the  front  door  for  them. 
We  have  found  the  best  policy  to  be  that  of  delegating  this  hospitalitv 
to  the  office  of  the  vice  president  in  charge  of  finance.  At  the  same  time. 
our  president  and  I  try  to  make  ourselves  available  ^vhenever  the  topic 
is  of  major  importance  in  the  corporation's  life.  Also,  my  office  staff  has 
been  trained  to  welcome  phone  calls  and  correspondence  from  analvsts 
and  financial  press  people  as  well  as  shareholders  and  to  assist  in  obtain- 
ing answers  to  questions  through  redirection  of  the  inquiries  to  the 
appropriate  departments. 

Now  and  then,  I  find  it  advisable  to  make  appearances  before  groups 
of  investors  and  formal  meetings  of  security-analyst  societies  in  such 
major  hubs  of  finance  as  New  York,  Boston,  Chicago,  and  San  Francisco. 
One  must  have  a  story  to  tell,  of  course,  but  such  occasions  have  the 
added  value  of  developing  firsthand  familiarity  with  the  major  forces 
in  financial  comment  and  opinion. 

Stockholder  Relations.  As  for  stockholders,  we  feel  that  each  Georgia- 
Pacific  report,  quarterly  and  annual,  should  contain  a  statement  jointly 
signed  by  the  chairman  of  the  board  and  the  president.  This,  ^ve  have 
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noticed,  is  one  o£  the  widest-read  features  of  each  report  and  a  stimulator 
of  stockholder  understanding  and  confidence.  We  also  issue  special  in- 
terim letters  to  the  stockholder  family  at  times  of  major  acquisitions,  plant 
and  mill  openings,  and  completion  of  significant  chapters  in  our  long- 
range  program. 

I  believe  that  the  top  executive  should  take  the  leading  part  in  the 
preparation  of  the  annual  and  quarterly  reports— not  as  a  muddler  who 
usurps  the  function  of  the  word  artists,  but  as  an  inspirational  planner 
who  specifies  the  tone  to  be  employed  and  underlines  the  points  in  the 
corporate  record  which  should  be  stressed  to  give  maximum  impact.  I 
frequently  make  notes  to  this  effect  which  serve  as  a  basis  at  the  time  of 
preparation  of  such  reports. 

Dividend  decisions  are  made  by  the  board  of  directors,  of  course,  but 
the  generation  of  sound  dividend  policy  is  certainly  up  to  top  manage- 
ment. The  dividend  is  determined  by  four  factors,  each  of  which  must 
be  related  to  your  own  company.  The  first  factor  is  what  are  the  profits 
and  what  is  the  outlook  for  future  earnings.  The  second  factor  is  future 
capital  requirements,  i.e.,  what  you  need  to  hold  back  for  future  require- 
ments and  expansion.  The  third  factor  is  the  corporation's  obligation  to 
its  shareholders— to  see  that  they  receive  adequate  and  equitable  treatment 
at  all  times  in  light  of  all  factors.  The  fourth  is  that  the  corporation 
should  always  endeavor  to  adopt  a  dividend  policy  that  it  can  maintain. 
This  last  brings  into  play  such  elements  as  inflation,  deflation,  and  taxa- 
tion. 

You  have  to  know  your  stockholder  complexion  quite  well  to  be  right. 
The  number  of  shares  owned  by  mutual  funds,  investment  trusts,  other 
companies,  employees  and  executives,  and  individual  family  units  has  a 
distinct  effect  which  varies  according  to  the  organization.  In  Georgia- 
Pacific's  case,  the  majority  of  our  stockholders  are  enough  interested  in 
growth  so  that  they  would  not  want  the  size  of  the  dividend  to  restrict 
it.  On  the  other  hand,  a  regular  cash  dividend  is  important  to  us.  We 
have  many  stockholders  who  count  dividends  as  a  major  source  of  per- 
sonal income.  Besides,  we  feel  that  a  steady  cash-dividend  record  is  a 
readily  appreciated  certification  of  the  company's  stability  and  earning 
power. 

Economic  and  Tax  Policies.  Another  fiscal  area  to  which  the  top  executive 
must  devote  much  of  his  attention  is  what  we  might  call  the  area  of 
"financial  intelligence."  The  president  or  chairman  is  expected  to  per- 
form as  both  an  antenna  system  and  a  microphone  on  the  wave  lengths 
of  national  economic  policy. 

It  is  this  official,  more  than  any  other,  who  must  bring  to  the  attention 
of  the  board,  the  administrative  officers,  and  the  various  operating  officers 
the  gist  of  monetary  trends  outside  the  office  and  his  interpretation  of 
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their  meaning  to  the  financial  plans  and  decisions  which  management 
must  make.  The  shifting  pattern  of  monetary  policy  and  its  impact  on 
money  availability,  interest  rates,  and  market  potentials  is  of  key  leverage 
on  the  successful  applications  of  such  plans  and  decisions. 

For  example,  the  thinking  and  action  of  the  Federal  Reserve  Board  are 
indicative  of  whether  the  money  supply  will  be  tight  or  free-flowing.  All 
the  FRB  must  do  to  make  money  hard  to  get  is  to  raise  the  banks'  reserve 
requirements  and  to  boost  the  rediscount  rates  applicable  to  bank  bor- 
rowing from  the  government.  In  this  way,  surplus  funds  with  circulatory 
potential  are  siphoned  out  of  the  banks  into  the  Treasury.  In  reverse, 
the  board  can  go  into  the  market  for  government  bills  held  by  banks  and 
insurance  companies  and  thus  replenish  their  supply  of  idle  cash.  The 
board  can  also  lower  its  reserve  requirements  or  the  rediscount  rates, 
with  the  ultimate  result  that  the  banks  will  make  loans  at  lower  interest 
rates. 

I  do  not  claim  that  any  top  executive  can  develop  a  crystal  ball  to 
foresee  the  financially  related  actions  of  the  Federal  Reserve  Board,  the 
Treasury  Department,  and  the  other  Federal  and  international  agencies 
which  have  impact  on  monetary  supply  and  control.  Here,  in  fact,  is  a 
management  pursuit  in  which  it  is  most  wise  to  keep  in  regular  contact 
with  the  most  able  professional  economists  and  financial  advisory  services. 

Corporate,  excise,  and  income  tax  policies  provide  still  another  outside 
factor  which  must  be  taken  into  consideration  in  arriving  at  almost  anv 
financial  decision.  In  some  instances,  the  trend  in  tariffs  and  in  export- 
import  regulations  can  be  of  parallel  significance. 

I  feel  that  it  is  incumbent  upon  the  top  executive  to  be  vocal  in  these 
matters  as  well  as  being  a  good  listener.  If  the  company  has  a  position  on 
tax  and  monetary  policies— and  it  usually  does— this  vie^vpoint  and  the 
supporting  public-interest  reasons  for  it  should  be  communicated.  The 
leader  of  the  company  is  the  logical  spokesman. 

This  may  dictate  a  voluntary  willingness,  at  certain  times,  to  testify 
before  a  congressional  committee.  It  certainly  indicates  some  correspond- 
ence between  the  president's  office  and  the  Senate  and  House  office  build- 
ings, as  well  as  the  White  House  and  administrative  agencies.  It  requires 
some  advocacy  of  policy  within  the  financial  community.  The  Federal 
Reserve  Board,  for  instance,  takes  many  of  its  cues  from  the  t^velve 
Federal  Reserve  districts.  Its  district  officials,  in  turn,  take  some  of  theirs 
from  the  local  bankers.  If  you  do  not  communicate  your  ideas  as  Tvell  as 
your  facts  to  local  bankers,  it  is  possible  that  your  ideas  "will  not  be  heard 
in  Washington. 

The  Board  of  Directors'  Role.  There  is  also  a  financial  angle  to  top 
management's  planning  in  regard  to  the  corporation's  board  of  directors. 
In  one  respect,  the  caliber  and  reputation  of  the  board  are  a  scale  bv 
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which  financial  institutions  and  investors  weigh  their  confidence  in  you. 
In  another  respect,  the  members  of  the  board  can  be  of  tremendous  help 
to  the  top  executive  in  carrying  his  financial  responsibilities. 

At  Georgia-Pacific  we  believe  in  a  balanced  board  with  a  majority  of 
outsiders.  Our  ratio  is  7  to  5.  In  all  twelve  cases,  however,  we  make  sure 
that  we  have  a  working  board  that  is  motivated  by  personal  interest 
in  the  company.  This  interest  can  be  in  stock  held  by  the  individual  or 
by  the  institution  which  he  represents.  But  it  can  also  be  a  specialized 
interest  in  the  type  of  research  we  are  exploring  or  the  type  of  use  and 
conservation  which  we  apply  to  a  major  natural  resource. 

In  extending  invitations  to  prospective  new  members  of  the  board  of 
directors,  I  am  usually  the  emissary.  The  decision  to  invite,  and  to 
recommend  their  election  by  the  stockholders,  of  course,  has  been  a  joint 
conclusion  of  the  existing  board. 

I  would  advise  my  colleagues  in  top  management  to  look  for  board 
members  who  have  something  special  to  contribute  other  than  just 
"famous  names."  An  expert  from  the  financial  world  makes  a  good  board 
member.  An  industrialist  who  is  familiar  with  labor  problems  and  operat- 
ing procedures  outside  your  own  field  can  be  a  valuable  asset.  A  profes- 
sional economist  can  be  an  excellent  choice.  There  are  others.  The  im- 
portant thing  is  to  obtain  wide  scope  of  knowledge  and  a  good  balance. 

The  business  or  professional  man  who  is  about  to  retire  is  sometimes 
the  best  selection  of  all.  This  is  because,  when  he  retires,  his  wisdom  and 
his  energy  are  just  as  good  as  ever— and  his  spare  time  has  been  substan- 
tially increased. 

We  follow  our  philosophy  of  "never  surprise"  with  the  board  of  direc- 
tors, too.  We  try  to  keep  the  directors  posted  on  every  major  move  by 
management  before  it  happens.  At  each  quarterly  meeting  of  the  board, 
each  director  receives  a  folder  detailing  everything  that  has  happened 
during  the  past  three  months,  supplemented  by  a  brief  one-page  roimdup 
of  highlight  developments  and  figures  prepared  by  the  vice  president  in 
charge  of  each  division. 


TOP  MANAGEMENT  AND  INTERNAL 
CONTROL 

"Never  surprise"  is  also  a  dictum  I  shoidd  like  to  imderscore  in  relation 
to  top  management's  prime  responsibility  for  good  internal  financial 
control.  I  maintain  that  if  the  top  executive  inspires  and  maintains  real 
control,  he  need  never  meet  an  unexpected  hindle  in  his  comj^any's  path. 

The  human  cogs  of  effective  internal  control  are  a  threesome.  The  first 
is  an  able  and  knowledgeable  financial  vice  president  to  whom  full 
authority  for  execution  can  be  delegated.  The  second  is  a  controller  ^vho 
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is  a  "courageously  conservative"  judge  of  figures,  budgets,  and  facts.  The 
third  is  a  wise  treasurer  who  understands  the  productivity  of  monev  as 
well  as  its  security.  It  is  the  job  of  the  top  executive  to  select,  orient,  and 
coordinate  the  work  of  this  triumvirate. 

The  financial  plans  and  tactics  of  the  business  should  be  worked  out 
with  these  men,  but  probably  initiated  by  the  top  executive.  The  activities 
and  responsibilities  of  each  individual  in  carrying  out  the  plan  agreed 
upon  should  be  defined  and  spelled  out  on  paper. 

Most  important  of  all  is  that  the  operating  and  divisional  vice  presi- 
dents must  be  on  the  "in."  No  plan  will  work  unless  these  executives 
are  sold  on  it.  They  are  the  men  who  have  to  perform.  They  should 
be  asked  whether  they  can  deliver  the  results  called  for.  And  they  ought 
to  be  allowed  to  speak  up  and  to  modify. 

Every  budget  should  be  controlled  by  the  financial  picture.  ^Vhat  is 
the  debt,  if  any?  What  is  the  source  of  the  money  appropriated?  ^Vhat  is 
the  cash-flow  position?  What  are  the  income-production  requirements 
within  the  limits  of  the  plan?  Once  these  factors  have  been  discussed  and 
agreed  to,  the  operating  executives  can  be  held  accountable  for  the 
results. 

Invariably,  in  this  process,  you  arrive  at  standards  of  comparison 
against  which  performance  can  be  regularly  measured.  On  the  12th  of 
each  month,  Georgia-Pacific's  president  and  financial  vice  president  and 
I  receive  a  report  from  the  head  of  each  division.  Step  by  step,  the  report 
form  shows  the  progress  target  for  the  month  in  each  segment  of  each 
division's  activity.  A  comparative  column  shows  the  actual  accomplish- 
ment, in  numbers. 

Chances  are,  if  any  figure  in  the  "actual"  column  is  below  par.  \\-e 
have  known  about  it  beforehand.  The  operating  vice  president  has  been 
on  top  of  the  situation  and  has  been  in  to  see  the  president  about  it.  In 
some  companies,  if  the  situation  has  been  too  complex  to  spot  the  solu- 
tion, they  may  have  called  in  their  auditors  or  outside  advisers  to  make 
a  study  and  investigation. 

The  company's  financial  and  operating  executives  must  kno^v  not  onlv 
their  goals,  but  their  personal  responsibilities  in  reaching  those  goals. 
In  our  manual  of  operations,  we  have  detailed  job  specifications  for  every 
assignment  in  management.  The  executive  is  free  to  use  his  imagination 
and  his  particular  aptitudes  in  any  way  he  chooses  within  the  frame^vork 
of  the  job  description.  But  he  can't  get  outside  the  frame  and  build  three 
or  four  new  ones  over  on  the  side. 

In  our  case,  financial  control  is  pretty  much  an  individual  man-to-man 
proposition-except  when  it  comes  to  the  timberlands.  ^Ve  have  millions 
and  millions  of  dollars  invested  in  timber  reserves,  and  it  is  too  large  a 
slice  of  our  life  for  any  one  person  to  be  responsible  for  it.  So  we  have  set 
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up  a  timber  and  timberlands  committee  of  which  I  am  the  chairman,  the 
president  is  the  vice  chairman,  and  the  vice  president  in  charge  of  timber 
and  timberlands  and  other  officers  are  members.  We  meet  every  month. 
We  review  the  current  status  of  our  holdings,  the  harvest,  the  growth 
factor,  the  reseeding  and  replanting  program,  and  the  liquidation  of  debt. 
Year  by  year,  Vv^e  know  what  areas  we  are  going  to  harvest,  what  the 
regrowth  in  the  area  will  be,  and  when  the  new  trees  will  reach  a  time  of 
harvest.  Our  plans  run  up  to  the  year  2010!  And  the  men  who  are  running 
the  company  then  will  be  able  to  carry  it  on. 

Our  financial  vice  president  serves  on  the  timber  and  timberlands 
committee,  of  course.  And  once  our  other  financial  plans  are  drawn,  they 
are  all  his  to  administer  and  coordinate. 

But  setting  up  financial  control  and  following  through  on  ensuing 
reports  is  top  management's  responsibility.  It  just  can't  be  ducked.  Your 
financial  house  must  be  in  order  before  you  can  accomplish  anything 
else  and  before  you  can  properly  serve  customers,  employees,  and  stock- 
holders. 

I  regard  the  balance  sheet  as  the  most  important  piece  of  paper  in  the 
business.  Protecting  the  financial  position  of  the  company  is  like  breath- 
ing. You  can't  go  running  around  looking  for  capital  to  meet  every  day- 
to-day  need  of  the  organization.  There  must  always  be  an  adequate  and 
available  supply  of  working  capital.  And  whenever  a  management  gets 
worried  about  paying  bills  and  meeting  obligations,  it  ceases  to  operate 
effectively. 

Set  up  budgets  with  solid  financial  figures  on  every  project  you  under- 
take. You  may  have  10  plans  in  operation  and  100  on  the  shelf  for  future 
reference,  but  you  should  have  110  budgets. 

It  was  Bernard  Baruch,  I  believe,  who  came  up  with  a  simplified  recipe 
for  management  success:  know  your  facts,  plan,  act.  I  think  the  top 
executive  must  provide  the  creative  spark  in  financial  management  and 
control.  I  believe  he  must  be  dynamic  about  it.  ^ 


OVERRIDING  IMPORTANCE  OF  FINANCIAL 
MANAGEMENT 

Conspicuously  invisible  as  it  may  be  at  times,  financial  management  is 
a  powerful  competitive  tool.  You  can  bet  that  most  of  the  other  com- 
panies in  your  industry  are  plotting  growth,  expansion,  acquisition,  in- 
vestment, and  multiplication  of  profit.  The  dominant  outfit  in  the  field 
tomorrow  is  likely  to  be  the  one  doing  the  smartest  financial  thinking 
today. 

We  figure  that  we  are  pitting  our  financial  brain  po^ver  against  un- 
known planning  elsewhere.  We  had  better  be  good  to  match  the  com- 
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petitor  whose  dimensions  of  excellence  are  unseen.  In  the  early  days  of 
Georgia-Pacific,  I  included  a  statement  in  a  volume  of  company  history 
that  expressed  it  like  this:  "Never  worry  about  the  competitor  whose 
motive  is  to  knock.  The  competitor  to  be  feared  is  the  one  who  never 
bothers  about  you  at  all,  but  goes  right  on  making  his  own  business  better 
all  the  time." 

The  forecasts  of  the  future  offer  great  promise  to  American  business, 
but  certainly  none  to  the  top  executive  who  is  ready  to  relax,  to  allow 
himself  to  be  satisfied  with  his  current  competitive  edge  and  his  present 
mastery  of  financial  control  and  the  climate  in  which  it  must  operate. 

Already  there  are  12  million  stockholders  in  American  corporations, 
more  than  ever  before  in  history.  This  vast  increase  has  come  not  from 
the  fraternity  of  speculators,  but  from  working  men  and  white-collar 
people  who  invest  for  long-term  appreciation  of  family  income  and  from 
trusts  which  manage  portfolios  with  this  same  objective  in  view.  More 
individual  pairs  of  eyes  are  focused  on  top  management's  financial  per- 
formance with  every  succeeding  year. 

The  steady  growth  in  the  economy  makes  the  task  of  financial  manage- 
ment ever  more  complex.  The  United  States  is  adding  about  3  million 
people  to  the  population  each  year.  There  is  an  ever-rising  curve  of 
diversification  in  industry,  with  each  lift  in  the  curve  bringing  ne^^^  types 
of  products  and  new  techniques,  all  with  their  own  distinct  set  of  eco- 
nomic factors.  The  Econometric  Institute  estimates  that  by  1975  we  wdl 
have  a  labor  force  of  92  million  people  working  on  a  34-hour  ^\eek  with 
an  output  of  $1  trillion  gross  national  product. 

More  than  a  hundred  years  ago,  an  eminent  British  statesman  said, 
"Great  economic  and  social  forces  flow  with  a  tidal  sweep  over  communi- 
ties that  are  only  half-conscious  of  that  which  is  befalling  them."  But  ^^■e 
of  top  management  had  better  be  fully  conscious! 

These  are  times  in  which  the  top  executive  can  only  succeed  bv  being 
a  generalist.  Yet,  because  he  is  human,  it  is  inevitable  that  he  will  find 
one  activity  among  the  many  commanding  his  attention  which  offers  the 
greatest  challenge  and  brings  him  the  greatest  sense  of  accomplishment. 

In  this  respect,  the  field  of  finance  is  indeed  a  fertile  one. 


John  P.  Richmond 

BETIRED  VICE  PRESIDENT 

ACF  INDUSTRIES,  INCORPORATED 

NEW  YORK,  NEW  YORK 
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Accounting,  in  its  rnany  facets,  has  formed  a  basic  background  through- 
out the  career  of  this  top-level  manager.  Mr.  Richmond  was  born  at 
Dayton,  Ohio,  September  g,  i8c)y.  Following  three  years  of  plant  em- 
ployment at  the  National  Cash  Register  Company,  he  attended 
Miami  University  at  Oxford,  Ohio. 

In  192^,  he  received  his  Ohio  degree  as  a  certified  public  accountant. 
He  also  holds  this  degree  from  the  State  of  New  York.  He  is  a  member 
of  the  American  Institute  of  Certified  Public  Accountants  and  of  the 
Controllers  Institute,  and  he  is  also  a  member  of  Delta  Tail  Delta 
Fraternity  and  a  Knight  Templar. 

Following  many  years  of  practice  as  a  C.P.A.,  Mr.  Richmond  became 
an  associate  of  the  firm  of  Coverdale  ir  Colpitis,  Consulting  Engineers, 
New  York,  and  played  a  part  in  the  registration  of  the  securities  of  a 
large  number  of  the  country's  major  industrial  enterprises  during  the 
early  days  of  the  Securities  and  Excliange  Com?nission.  His  work  dur- 
ing that  time  included  also  special  investigations  of  a  number  of  the 
nation's  air  transport  systems. 

Early  in  1943,  convinced  that  he  had  a  contribution  to  make  to  the 
war  effort,  Mr.  Richmond  sought  and  secured  a  commission  in 
the  Navy.  He  served  with  distinction  until  10)46  in  the  Office  of  the 
Deputy  Chief  of  Naval  Operations  for  Air  in  Washington  and  saw 
service  in  a  number  of  Pacific  areas.  He  zvas  released  from  active  duty 
with  the  rank  of  commander,  having  received  two  citations  for  out- 
standing service. 

In  194'/,  Mr.  Richmond  became  comptroller  of  the  American  Car 
and  Foundry  Company,  subsequently  ACF  Industries,  Incorporated, 
and  in  19^4  he  was  elected  vice  president,  finance.  In  11)48,  on  leave 
from  his  company,  he  served  as  a  member  of  the  Eberstadt  Task  Force 
reporting  to  the  Hoover  Commission  on  tJie  executive  branch  of  tJie 
government. 
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Following  an  illness,  Mr.  Richmond  was  accorded  early  retirement 
from  ACF  Industries  in  19^9.  He  had  resided  for  thirty  years  in  Darien, 
Connecticut,  during  which  time  he  served  on  the  hoard  of  education 
and  as  a  member,  and  chairman,  of  the  town's  board  of  finance.  He 
was  a  director  of  the  National  Bank  and  Trust  Company  of  Fairfield 
County,  of  the  John  Milton  Society,  and  of  a  number  of  companies 
within  the  ACF  Industries  group. 

Now  retired,  he  lives  in  Mount  Dora,  Florida,  engages  in  some 
writing  and  management  consulting  work,  and  is  an  ardent  follower 
of  the  ancient  game  of  lawn  bowling. 

March,  i960 


CHAPTER    31 


Managing  the  Finance 
and  Control  Activity 


As  background  for  the  material  which  follows,  the  author  for  eleven 
years  was  identified  with  the  financial  management  of  ACF  Industries, 
Incorporated,  first  as  comptroller  and  then  as  vice-president-finance. 
During  this  period,  the  company  was  transformed  from  a  manufacturer, 
almost  entirely,  of  railroad  equipment,  with  a  long  record  of  feast-and- 
famine  activity,  to  a  highly  diversified,  decentralized,  modern  business 
designed  to  sustain  successful  operation  throughout  periods  of  variable 
industrial  activity.  The  foregoing  is  recited  to  suggest  the  problems,  in- 
cluding those  in  the  finance  area,  which  accompanied  the  conversion  of 
a  seriously  moribund  business  into  a  sound,  well-managed  enterprise.  The 
discussion  of  finance  and  control  activities  is  necessarily  influenced  by  this 
period  of  change  and  accomplishment. 

Organization 

The  development  of  a  sound  organization,  with  management  and  super- 
visory posts  adequately  manned,  is  a  prerequisite  to  the  satisfactory  dis- 
charging of  any  management  responsibility  in  a  large  enterprise.  The 
chart  (Figure  31-1)  gives  a  picture  of  a  tested  organization  for  the 
management  of  the  finance  and  control  activity  area.  The  manager  of 
the  finance  and  control  activity  area  must  concern  himself  with  organiza- 
tion matters  and  the  all-important  development  of  satisfactory  human 
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relationships.  He  must  see  that  each  of  the  major  posts  responsible  to 
him  is  manned  by  an  able  executive. 

Managers  and  supervisors  should  be  encouraged  to  participate  in  out- 
side professional  activities,  as  officers  and  as  program  speakers,  and  to 
attend  seminars  in  their  particular  fields.  It  may  well  be  advisable  for  the 
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Fig.  31-1.  Organization  chart  of  the  finance  and  control  activity. 

company  to  enroll  at  least  one  or  two  managers  or  potential  managers 
each  year  in  the  Harvard  University  Advanced  Management  Program  or 
in  similar  programs  at  other  universities.  The  cost  to  the  corporation  of 
these  extra-duty  activities,  although  not  inconsiderable,  will  usually  be 
returned  many  times  in  terms  of  the  increased  effectiveness  of  the  in- 
dividuals involved. 


MANAGING  THE  FINANCE  ACTIVITY 

Financial  management  has  been  defined  in  many  ways.  Basically,  it 
involves  the  provision  of  adequate  funds  at  all  times  for  operating  and 
capital  purposes  and  the  sound  utilization  of  these  and  of  such  excess 
funds  as  may  exist  from  time  to  time.  Its  functions  must  incltide: 

1.  The  safeguarding  of  funds  and  property,  including  the  insurance 
program 

2.  The  management  of  credit 

3.  The  management  of  taxes 

4.  The  maintenance  of  satisfactory  relationships  with  investors,  lenders, 
and  customers 

5.  The  forward  planning  of  monetary  needs 
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Safeguarding  of  Funds  and  Property 

The  control  activity,  discussed  at  length  later  in  this  chapter,  is 
closely  linked  to  the  safeguarding  of  the  corporate  funds  and  property. 
Internal  control,  established  as  an  integral  part  of  accounting  procedures 
and  as  exercised  through  internal  audit  practices,  plays  an  important 
part  in  the  necessary  preservation  of  corporate  property. 

Successful  insurance  management  is  of  vital  importance  if  the  assets 
of  a  business  are  to  be  secured  against  untoward  losses.  Property,  liability, 
and  casualty  risks  exist  in  all  enterprises,  large  and  small,  and  their 
adequate  coverage  is  essential.  Important  and  by  no  means  uncompli- 
cated, a  properly  administered  insurance  program  should  be  in  the  hands 
of  thoroughly  trained  personnel. 

Management  of  Credit 

Credit  in  all  its  many  phases  is  a  vastly  important  factor  in  modern 
business.  There  are  numerous  published  works  dealing  with  the  granting 
and  control  of  credit  in  both  domestic  and  foreign  markets,  and  no 
special  purpose  would  be  served  in  detailing  these  procedures  and 
processes  here.  The  securing  of  credit,  whether  in  support  of  long-  or 
short-term  borrowing  or  in  the  issuance  of  credit-type  securities,  similarly 
constitutes  an  important  function  within  the  area  of  financial  manage- 
ment. 

Management  of  Taxes 

The  management  of  taxes  encompasses  a  specialized  function  of  tre- 
mendous importance.  There  is  scarcely  a  transaction,  routine  or  other- 
wise, which  does  not  have  its  impact  on  taxes,  and  the  tax  considerations 
involved  in  major  decisions  with  respect  to  expansions,  asset  disposals, 
and  financing  are  substantial  indeed.  Under  today's  conditions  a  fairlv 
large  enterprise,  such  as  ACF  Industries,  operating  on  a  nation^vide 
basis,  may  be  required  to  file  literally  thousands  of  tax  returns  in  satis- 
faction of  state,  local,  and  Federal  demands.  A  company  management  is 
wise  if  it  recognizes  the  influence  of  tax  considerations  in  every  conceiv- 
able facet  of  its  business  and  grants  its  tax  manager  ample  stature  and 
full  information  in  advance  with  respect  to  its  contemplated  decisions. 

Maintenance  of  Favorable  Relationships  with  Investors, 
Lenders,  and  Customers 

The  maintenance  of  favorable  relationships  with  investois,  lenders,  and 
customers  is  clearly  of  great  importance  and  is  a  role  in  which  all  seg- 
ments of  management  should  participate.  In  view  of  its  sustained  contact 
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or  possibility  of  contact  with  these  outside  areas,  however,  the  develop- 
ment and  continuance  of  satisfactory  relationships  are  the  responsibilities 
of  the  financial  management  in  special  degree.  In  addition  to  the  obvious 
and  specific  benefits,  the  climate  fostered  by  the  appropriate  contact  of  a 
financial  vice  president,  treasurer,  or  comptroller  with  stockholders,  lend- 
ing institutions,  and  customers  can  be  of  inestimable  value  to  all  divi- 
sions of  management  in  the  discharge  of  their  normal  functions. 

The  providing  of  adequate  funds  for  working-capital  purposes,  for 
capital  expenditures,  and  for  expansion  and  diversification,  both  internal 
and  by  acquisition,  presents  continuing  problems.  Short-term  borrowing, 
long-term  financing,  the  securing  of  equity  capital  or  otherwise  altering 
the  capital  structure— each  or  all  of  these  may  be  employed  over  a  period 
of  time  to  satisfy  the  monetary  demands  of  an  active  enterprise.  The 
forward  planning  for  monetary  needs  is  more  fully  dealt  with  under  the 
subject  of  programming  in  the  later  portion  of  this  chapter. 

Other  Areas  of  Activity 

There  are,  of  course,  numerous  other  areas  of  activity  which  engage  the 
attention  of  and  fall  principally  within  the  jurisdiction  of  the  finance 
division.  Several  of  these  activities  are  discussed  briefly  below. 

Pension  and  Retirement  Plans.  Most  businesses  of  substance  today  have 
put  into  effect  pension  and  retirement  plans  of  varying  kinds  and  with  a 
wide  variety  of  requirements,  operating  patterns,  and  employee  benefits. 
They  may  be  contributory  or  noncontributory,  with  the  company  bearing 
the  full  cost.  They  may  or  may  not  be  funded.  They  may  cover  salaried 
personnel  only,  or  separate  plans  may  be  in  effect  for  hourly  workers.  A 
plan  may  be  self-administered  by  the  company,  trusteed,  or  a  combination 
of  both,  or  it  may  take  the  form  of  an  insured  plan  administered  by  the 
insuring  agency. 

Whatever  its  character,  the  many  details  necessary  to  the  devising  of  a 
pension  plan,  its  implementation,  and  its  continued  administration  bring 
into  play  in  a  large  measure  the  personnel  and  talents  of  the  finance 
organization.  Without  exception,  the  services  of  professional  actuaries  are 
utilized  in  the  development  of  these  plans  and  in  their  annual  review. 
The  basic  data  on  which  the  actuaries  base  their  conclusions  normally 
are  supplied  by  the  company's  finance  staff,  and  where  funded  plans  are 
in  being,  the  investment  program  for  the  funds  may  well  represent  an 
additional  responsibility  of  the  company's  financial  division.  Pension  or 
retirement  plans  in  all  their  ramifications  involve  employee  relations  to 
a  high  degree,  and  their  administration  from  a  practical  point  of  view 
will  engage  also  the  efforts  of  the  personnel  and  industrial  relations  staffs. 
Usually,  the  finance  and  industrial  relations  divisions  work  closely  to- 
gether in  this  important  field. 


554  ACTIVITY    AREA    MANAGEMENT 

Labor-contract  Negotiation.  Participation  by  finance  personnel  either 
directly  or  behind  the  scenes  in  labor  negotiations  is  the  natural  outcome 
of  the  increasingly  complicated  features  involved  in  labor  contracts.  The 
cost  of  proposed  direct  increases,  and  more  particularly  the  effect  on  costs 
of  fringe  benefits  such  as  increased  pensions,  supplementary  unemploy- 
ment benefits,  and  improved  insurance  plans,  call  for  the  help  and 
counsel  of  finance  staff  members  in  an  ever-increasing  measure.  The 
comptroller  and  the  tax  manager  have  become  integral  parts  of  the 
labor-negotiation  team. 

Government-contract  Work.  Many  businesses  engage  in  various  amounts 
of  work  for  agencies  of  the  Federal  government.  Accounting  for  ^sork  of 
this  character  constitutes  a  specialized  and  complicated  field  of  effort. 
Closely  allied  to  tax  considerations,  special  attention  and  special  tech- 
niques are  required  in  government-contract  accounting.  Price  redetermi- 
nation in  all  its  phases,  renegotiation,  maintenance  of  relationships  ^\ith 
government  service  cost  inspectors  and  auditors— these  are  responsibility 
areas  belonging  primarily  to  the  corporate  finance  division. 

Corporate  Contributions.  To  a  greater  extent  than  ever  before,  businesses 
are  contributing  to  outside  agencies  and  in  greater  measure  also  are 
formalizing  their  giving  programs.  Corporate  giving  divides  itself  nat- 
urally into  two  major  categories: 

1.  Contributions  involving  local  plant  and  office  locations  where  sup- 
port for  welfare  and  charitable  agencies  is  necessary  and  proper 

2.  Contributions  not  directly  connected  with  company  operations 

The  first  category  is  reasonably  self-explanatory.  A  business  enterprise 
must  participate  in  local  fund  raising  and  can  expect  to  maintain  satis- 
factory community  relations  only  if  it  does  its  fair  share  in  contributing 
to  worthy  local  causes.  The  second  class  of  giving  may  result  indirectlv 
in  benefits  to  the  corporation,  as  for  example  a  scholarship  program  or 
contributing  to  colleges  and  universities,  both  of  which  mav  produce 
returns  in  the  recruitment  of  able  trainees.  Other  general  giving  ^vill 
include  support  for  a  wide  variety  of  projects  devoted  to  educational, 
humanitarian,  or  research  purposes.  Quite  naturally,  most  corporate 
giving  is  directed  to  enterprises  which  have  been  qualified  by  the  Internal 
Revenue  Service  for  Federal  tax  deductions. 

More  and  more,  businesses  are  establishing  foundations  through  ^vhich 
corporate  giving  is  channeled  and  administered.  The  foundation  must  be 
properly  created,  must  be  approved  by  the  Internal  Revenue  Service,  and 
must  limit  its  contributions  to  recipients  and  purposes  also  approved  bv 
the  Service.  The  principal  advantage  of  the  foundation  is  the  fact  that  a 
corporation,  making  its  contributions  to  the  foundation,  may  build  up 
the  foundation's  assets  during  years  of  highly  profitable  operation  and 
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reduce  its  contributions  in  lean  years,  yet  maintain  a  level  program  of 
giving  once  the  foundation  becomes  fully  operable. 

The  Mathematical  Tools  of  Management.  In  their  practical  operation,  the 
tools  of  management  which  may  be  grouped  under  the  general  heading  of 
"mathematical  analysis"  are  linked  closely,  by  their  very  nature,  to  the 
existing  talents  and  qualifications  of  the  corporate  financial  staff.  These 
tools  find  their  application  as  direct  aids  in  the  decision-making 
process  and  may  be  used  to  find  an  optimum  combination  of  inter- 
related factors,  to  solve  problems  involving  uncertain  future  conditions, 
and  to  indicate  the  sensitivity  of  solutions  to  changes  in  controlling 
elements. 

There  is  a  large  bibliography  of  material  on  the  techniques  of  mathe- 
matical analysis,  setting  forth  the  use  of  the  probability  theory,  queueing 
theory,  linear  programming,  operational  gaming,  simulation  techniques, 
and  others,  all  scientific  approaches  for  which  possible  solutions  formerly 
relied  on  executive  judgment,  sometimes  good  but  more  often  imperfect 
at  best. 

The  successful  utilization  of  these  aids  to  management  requires  skilled 
and  speciaHzed  personnel.  Their  use  has  increased  to  the  point  where 
they  occupy  a  major  place  in  the  management  field. 

The  extensive  development  of  electronic-data-processing  systems  and 
equipment  has  had  tremendous  impact  on  the  record-keeping  and  paper- 
work processes  in  modern  business.  The  successful  employment  of  these 
devices  requires  a  long  period  of  searching  analysis  and  intensive  program- 
ming before  their  utilization  is  undertaken.  There  have  been  many 
instances  of  managements,  captivated  by  the  prospect  of  large  economies 
and  improvements  in  operating  information,  which  have  plunged  into 
electronic  data  processing  only  to  find  themselves  confronted  with  failures 
to  achieve  the  savings  and  a  vast  number  of  new  and  disheartening  prob- 
lems. This  is  not  to  say,  however,  that  there  are  not  many  areas  of  applica- 
tion where  proper  analysis  and  planning  will  enable  the  use  of  the 
equipment  and  will  result  in  improvements  and  economies  of  great 
substance. 

Special  Responsibilities  of  the  Manager  of  Finance 

Supplementing  the  foregoing  brief  and  more  or  less  general  discussion 
of  the  finance  activity,  there  follow  specific  examples  of  two  of  the  more 
unusual  activities  which  require  heavy  participation  on  the  part  of  the 
corporate  manager  of  finance  and  his  staff.  These  examples  are  case 
studies  in  the  fields  of  corporate  acquisition  and  changing  capital  struc- 
ture taken  from  ACF  Industries,  Incorporated.  It  is  hoped  that  they 
will  provide  a  picture  of  the  special  responsibilities  which  can  develop 
beyond  the  conventional  areas  of  financial  management. 
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Case  Studies  in  Corporate  Acquisition.  As  with  fingerprints,  no  two 
mergers  or  acquisitions  are  ever  exactly  alike.  Neither  are  the  reasons  for 
acquiring— nor  the  results.  In  1954,  following  a  study  of  the  desirability 
of  expanding  and  augmenting  its  own  valve  manufacturing  operation 
then  located  in  Detroit,  ACF  Industries  acquired  the  AV-K-M  Company  of 
Houston,  Texas,  a  large  maker  of  valves.  A  little  later,  Kev  Companv,  of 
St.  Louis,  manufacturer  of  high-pressure  fittings,  was  acquired.  Following 
the  acquisitions,  work  was  begun  immediately  on  the  integration  of  both 
these  operations  with  ACF's  original  valve  business  in  a  new  plant  con- 
structed at  Missouri  City,  Texas,  near  Houston.  The  detailed  steps  in 
these  acquisitions,  with  emphasis  on  the  areas  involving  the  finance  ac- 
tivity, are  set  forth  as  of  practical  interest. 

Acquisition  of  the  W-K-M  Company.  The  ^V-K-M  Companv,  until  ACF 
acquired  it,  was  owned  by  the  Southwestern  Universitv  of  Georgeto^vn. 
Texas,  and  Wheaton  College,  of  Wheaton,  Illinois.  Figure  31-2  shows  a 
simplified  balance  sheet  of  W-K-M  as  of  December  31,  1953. 

The  statement  presents  the  current  asset  and  current  liability  amounts, 
with  working  capital  shown  at  $3,435,000.  Adding  plant  and  propertv 
and  other  assets,  total  equity  was  $5,204,000.  This  total  is  reflected  bv 
the  equal  capital  accounts  of  the  two  owners. 

Changes  in  these  figures  took  place  during  the  period  from  December 
31,  1953,  to  April  30,  1954,  at  which  time  AV-K-M  was  acquired,  as  a  result 
principally  of  four  months  of  profitable  operation.  Figure  31-2  sho^\s. 
however,  the  balance  sheet  upon  which  ACF  based  its  thinking  before 
arranging  to  acquire. 


W-K-M  COMPANTi' 

December  31,  1953 
(In  thousands) 

Cash 

Receivables     

Inventories   

Total  current  assets 

Accounts  payable  and  accruals 

Working  capital 

Plant  and  property  (less  reserves)   

Other  assets 

Working  capital  and  other  assets   

Capital  accounts: 

Southwestern   University    

Trustees  of  Wheaton  College  

Total  equity    


S  397 

53S 

2.864 

3,799 

364 

3.433 

1.633 

136 

......   5.204 

2.602 

: 2.602 

S5.204 

Fig.  31-2.  Simplified  balance  sheet  of  the  W-K-M  Companv 
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The  sales  and  income  figures  of  W-K-M  are  not  given  for  obvious 
reasons.  Division  presidents  believe  that  public  information  in  these  areas 
prejudices  their  competitive  positions,  and  divisional  sales  and  profit 
figures  are  held  to  be  confidential. 

W-K-M  had  been  purchased  by  the  universities  with  debentures  issued 
by  the  company.  The  debentures  in  turn  were  paid  off  by  the  company 
from  before-tax  earnings.  Under  special  provisions  of  the  Federal  tax 
laws  at  that  time,  the  company's  earnings,  so  long  as  they  were  employed 
to  retire  outstanding  debt,  were  not  fully  taxable  to  the  owning  univer- 
sities. After  restating  W-K-M  earnings  on  a  pro  forma  after-tax  basis, 
ACF  was  fully  satisfied  as  to  the  earnings  potential  of  this  company. 

ACF's  cash  position  at  the  time  of  the  acquisition  was  such  that  it  was 
possible  to  make  a  cash  offer  for  W-K-M,  an  important  factor  in  view  of 
the  considerable  competition  for  its  purchase. 

Evaluation  and  Financing.  ACF  obtained  financial  information  about 
W-K-M  from  its  researches  in  Houston  and  also  checked  numerous  trade 
sources  in  New  York.  Balance  sheets  and  income  statements  prepared  by 
W-K-M's  independent  public  accountants  were  received  also. 

As  a  first  step  in  the  study,  a  number  of  other  companies  in  the  valve 
business  and  in  related  industries  were  selected,  and  a  group  of  com- 
parative-earnings ratios  were  developed.  W-K-M's  ratios  were  highly 
satisfactory  in  comparison  with  those  of  the  industry.  Stock-market  prices, 
which  would  have  indicated  the  public's  valuation  of  the  company,  were 
not  available.  A  number  of  formulas  were  devised,  however,  for  applica- 
tion to  the  W-K-M  situation,  checking  back  to  published  data  on  other 
companies,  and  ultimately  a  fair  market  value  of  I5.5  million  was  deter- 
mined for  the  W-K-M  property  and  business. 

An  investment  banking  company  putting  W-K-M  on  the  market  would 
first  have  deducted  5  per  cent  of  that  value  to  make  a  convincing  case  for 
the  potential  investors.  Then  it  would  have  charged  the  seller  another 
5  per  cent,  or  perhaps  7.5  per  cent,  to  market  it.  So,  by  public  offering, 
the  $5.5  million  worth  of  company  would  sell,  with  legitimate  deductions, 
for  less  than  $5  million.  The  determined  value  of  $5.5  million,  therefore, 
contained  a  plus.  The  real  plus  which  could  be  offered,  however,  was 
inherent  in  the  integration  plans  of  ACF,  or  in  what  might  be  called 
a  "special-situation  valuation." 

ACF's  Detroit  valve  operation  had  outgrown  its  old  location  and  facili- 
ties, and  it  had  been  estimated  that  something  more  than  $1  million 
would  be  required  to  build  or  acquire  a  new  plant  to  house  this  opera- 
tion. ACF  subscribed  to  the  plan,  which  the  W-K-M  management  already 
had,  to  build  a  modern  plant  on  the  outskirts  of  Houston,  and  such  a 
plant  could  provide  for  the  combined  operation  at  a  minimum  additional 
cost.  It  was  determined,  therefore,  that  $1  million  could  be  added  to  the 
calculated  fair  market  value,  making  a  total  special  value  to  ACF  of  $6.5 
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million.  This  amount  was  offered,  in  cash,  and  when  the  earnings  for 
the  four  months'  period  to  April  30,  1954,  were  taken  into  consideration, 
the  final  bid  price  was  $7  million  and  the  company  was  acquired  for  that 
amount. 

It  will  be  of  interest  to  note  that  notwithstanding  the  offer  of  cash,  it 
was  not  necessary  for  the  purchaser  to  put  S7  million  of  its  working 
capital  into  the  venture.  The  acquisition  was  actually  achieved  in  two 
steps.  ACF  acquired  the  land  and  buildings  for  approximately  Si  million. 
The  remainder  of  the  W-K-M  assets  were  bought  by  a  newly  formed 
company,  W-K-M  Manufacturing  Company.  The  initial  money  require- 
ments were  estimated  at  $6  million.  Of  this  requirement  S2  million  was 
supplied  by  ACF  in  payment  for  all  the  capital  stock  and  S4  million  was 
obtained  on  fifteen-year  notes  which  engaged  the  credit  of  the  new  com- 
pany only.  As  soon  as  W-K-M  Manufacturing  Company  was  a  going 
concern,  it  bought  from  ACF  the  assets  of  its  Detroit  valve  operation,  for 
which  it  gave  a  twenty-year  4  per  cent  note. 

The  pro  forma  balance  sheet  of  the  surviving  corporation  as  of  April 
30,  1954,  is  shown  as  Figure  31-3. 


W-K-M  MANUFACTURING  COMPANY 

April  30,  1954 
{In  thousands) 

Cash     S    631 

Receivables '12 

Inventories 4.128 

Total  current  assets 5.471 

Accounts  payable  and  accruals  S    534 

Notes  due  within  one  year 267  801 

Working  capital   4.670 

Plant  and  property  (less  reserves)   2.829 

Other  assets  165 

Working  capital  and  other  assets 7,664 

Deduct: 

15-year  notes    3,733 

Note  payable  to  ACF 1,931       5.664 

Equity— common  stock    S2.000 


Fig.  31-3.  Pro  forma  balance  sheet  of  the  W-K-M  Manufacturing  Company. 

Working  capital  of  14,670,000  is  shown  and  a  total  of  $7,664,000  for 
working  capital,  plant  and  property,  and  other  assets.  This  is  after 
$801,000  in  current  liabilities,  including  a  first  year's  note  installment  of 
$267,000.  The  balance  of  the  fifteen-year  notes  and  the  twenty-year  note 
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for  the  ACF  valve  division  purchase  came  to  $5,664,000,  leaving  the 
equity  of  ACF  carried  at  the  $2  million  which  had  been  put  into  W-K-M 
Manufacturing  stock. 

Details  of  Acquisition.  It  will  be  useful,  at  this  point,  to  discuss  briefly 
the  mechanics  of  some  of  the  routine  chores  which  accompany  an  acqui- 
sition. As  soon  as  ACF  knew  that  the  W-K-M  purchase  would  take  place, 
a  program,  or  check  list,  of  the  various  matters  which  would  require 
attention  was  developed. 

There  were  separate  tasks  to  be  performed  in  the  organization  and 
financing  of  the  new  company:  it  had  to  be  qualified  in  certain  states, 
directors'  meetings  had  to  be  arranged,  and  resolutions  drafted;  checks 
needed  to  be  prepared;  announcements— to  customers,  to  employees,  and 
to  the  public— were  required.  Legal  counsel  occupied  itself  in  specific 
areas  immediately,  of  course,  as  did  numerous  corporate  officers  in  their 
respective  fields. 

The  comptroller's  office  prepared  a  separate  work  program.  This  pro- 
gram detailed  and  assigned  the  responsibility  for  the  final  computations 
and  for  the  reviews  called  for  by  the  purchase  contract.  It  covered  the 
transfer  of  bank  accounts,  insurance  policies,  patents,  and  contracts,  and 
it  set  forth  the  areas  in  which  new  signature  authorizations  would  be 
required. 

The  methods  staff  was  put  to  work  reviewing  external  forms,  arranging 
for  a  temporary  transition  by  means  of  stickers  and  rubber  stamps,  and 
planning  for  new  letterheads,  invoices,  purchase  orders,  and  checks. 

Steps  were  taken  immediately  to  review  the  old  W-K-M  accounting 
practices  in  order  that  they  might  be  integrated  as  rapidly  and  smoothly 
as  possible.  This  is  of  interest,  because  it  was  more  of  a  task  than  was 
originally  anticipated.  W-K-M,  owned  as  it  was  by  the  colleges,  operated 
as  it  had  been  with  the  liquidation  of  its  debentures  representing  a  prime 
objective,  was  possessed  of  a  very  minimum  in  the  way  of  accounting.  It 
had  neither  monthly  closings  nor  monthly  financial  statements.  The  size 
of  the  company,  and  more  particularly  its  character,  had  enabled  a  very 
good  management  to  do  a  very  good  job  without  some  of  the  modern 
tools.  ACF,  of  course,  required  many  of  the  things  the  old  company  did 
not  have,  and  steps  had  to  be  taken  to  arrange  for  monthly  closings  and 
for  gradually  fitting  W-K-M  into  normal  accounting  and  programming 
processes. 

When  the  acquisition  was  completed,  for  the  expenditure  of  $2  million 
in  cash  and  the  transfer  of  another  $2  million  in  assets  from  a  division  to 
a  wholly  owned  subsidiary,  ACF  had  set  up  a  new  unit  in  its  diversifica- 
tion program. 

Acquisition  of  the  Key  Company.  Although  closely  linked  to  that  of 
W-K-M,  Key  Company's  acquisition  was  an  entirely  different  operation. 
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It  was  listed  on  the  Midwest  Stock  Exchange  and  traded  on  the  American 
Exchange,  so  its  corporate  affairs  were  more  or  less  public  property.  The 
concentration  of  stock  ownership-70,000  shares  out  of  120,000  in  thirty 
holdings  and  25,000  of  the  70,000  shares  in  four  blocks— made  the  prob- 
lem relatively  easy. 

Evaluation.  Comparisons  such  as  those  shown  in  Figure  31-4  were  set  up 
because  the  data  with  which  to  do  it  were  available.  It  Avas  possible  to 
develop  indicated  ratios  in  terms  of  earnings,  dividends,  and  book  and 
market  values. 


Item 


Earnings  per  share  (five-year  average  computed  on 

existing  capitalization)    

Cash  dividends  per  share  (five-year  average)   


Book  values: 
Feb.  28,  1955 
Dec.  31,  1954 


Market  values: 

1954  and  1955-low 

High    

May  2,  1955-close   . 


ACF 


Kev  Co. 


Ratio 


2.80 


S  0.83 
S  0.56 


S102.56 


32 

591/0 

5  8 1/0 


SI  4.65 


734 
15 


-.5:1 
5:1 


4.1:1 
4:1 

3.9:1 


Fig.  31-4.  Financial  factors  compared,  ACF  and  Kev  Companv. 

All  the  comparisons  except  the  last  one-the  closing  prices  on  Mav  2. 
1955-dictated  a  ratio  of  four  shares  or  more  of  Key  Company  stock  for 
one  share  of  ACF  Industries  common.  A  four-for-one  offer  was  made, 
and  the  deal  was  concluded  on  that  basis. 

On  a  four-for-one  basis,  30,000  shares  of  ACF  common  stock  ^vere 
required,  and  the  effect  of  the  acquisition  of  Key  for  these  30,000  shares 
reflected  itself  as  shown  in  Figure  31-5.  The  market  value  of  the  ACF 
stock,  at  the  then  price  of  581/9,  was  |i,755'Ooo-  ^^^^^^^  ^^^^^  ^S^'^^^'  ^b^o-ooo 
was  deducted  as  a  very  conservative  estimate  of  the  recoverv  of  purchase 


ACF  rtcck  to  be  isstted   ^ ^^^^'^J^^^ 

Market   value    (581/,)    ^  VoO  000 

Recovery  of  purchase  price   ^^^.^  ^^q 

EquiXnt  in  stock  ■;;;:;:;:;:;:■:;:;:■:;;':;:':.•••• 21,453  shares 

Key  Company  factors  related  to  21,453  ACF  shares:  ^ 

Earnings  per  share  (five-year  average)   ^|-^^|;; 

Dividends  per  share  (five-year  average)   ^-'•^-' 

Book  value  per  share ■  -      '' 

Fig.  31-5.  Effects  of  Key  Company  acquisition  on  ACF  common  stock. 
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price  from  the  ultimate  sale  of  the  Key  plant,  which  would  not  be 
needed  when  Key  was  moved  to  Houston.  The  net  cost  was  then 
$1,255,000  or  the  equivalent  of  only  21,453  shares  of  stock.  On  this  basis 
Key's  earnings  over  the  past  five  years  would  have  averaged  .$4.66  per 
share  of  the  ACF  stock.  Key  dividends  are  shown  on  the  same  basis  and 
also  the  book  value  of  Key's  net  assets  on  a  per-share  basis. 

During  the  course  of  the  study  of  the  Key  Company,  the  economies 
which  were  believed  could  result  from  combined  operations  were  ex- 
amined very  carefully.  These  included  substantial  freight  and  express 
savings,  inasmuch  as  a  large  segment  of  Key  customers  was  located  in 
the  Southwest,  much  nearer  to  Houston  than  to  St.  Louis.  Attractive 
savings  were  planned  also  in  terms  of  various  selling  and  administrative 
expenses  and  overhead  costs  which  could  be  expected  to  materialize  in 
an  unusually  compatible  combination  of  manufacturing  and  marketing 
operations. 

The  Stock  Transaction— A  Practical  Merger.  ACF  did  not  exchange  its 
stock  directly  for  Key  Company  stock.  It  bought  the  name,  assets,  and 
business  of  Key  Company  for  30,000  shares  of  ACF  common  and  the 
assumption  of  its  liabilities.  Key  Company  had  prepared  a  proxy  state- 
ment, gotten  it  approved  by  the  Securities  and  Exchange  Commission, 
and  called  a  stockholders'  meeting  for  the  purpose  of  approving  a  plan 
of  reorganization  which  included  the  sale.  Then  Key  Company  passed 
the  ACF  stock  on  to  its  stockholders.  The  lawyers  call  such  a  transaction 
"a  practical  merger." 

There  was  no  taxable  gain  or  loss  to  Key  Company  stockholders,  which 
was  of  course  important.  The  cost  to  each  stockholder  of  each  share  of 
ACF  common  was  recognized  by  the  Internal  Revenue  Service  to  be 
the  cost  of  each  four  shares  of  Key  Company  he  had  held. 

With  respect  to  Key,  ACF  went  through  much  the  same  sort  of  working 
program,  of  course,  in  absorbing  bank  accounts,  changing  forms,  and 
integrating  functions,  as  it  did  with  W-K-M.  Finally,  with  the  physical 
move  to  the  new  Texas  plant  accomplished,  except  for  the  retention  of 
product  names.  Key  became  an  integral  part  of  the  W-K-M  operation. 

A  Case  Study  in  Changing  Capital  Structure.  ACF  Industries,  Incor- 
porated, originally  known  as  American  Car  and  Foundry  Company,  was 
formed  in  1899  as  a  combination  of  thirteen  car-building  companies 
located  throughout  the  United  States. 

At  the  inception  of  the  company,  there  were  authorized  and  issued 
300,000  shares  of  7  per  cent  noncumulative  preferred  stock  of  $100  par 
value.  This  stock  was  noncallable,  and  over  the  years,  as  the  company 
acquired  subsidiaries,  the  preferred  stock  became  more  and  more  a 
maverick,  with  adverse  effect  on  the  over-all  capital  structure  and  on 
the  reception  accorded   the  company's  securities  in  the  public  markets. 
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The  antiquated  provisions  of  the  charter  governing  the  payment  of 
dividends  on  the  preferred  stock  required  a  computation  for  each  year 
to  determine  the  dividend  rights.  This  computation  was  made  on  the 
basis  of  the  company's  unconsolidated  earnings  for  the  year,  including 
any  dividends  actually  received  from  subsidiaries.  If  there  were  uncon- 
solidated net  earnings  for  the  year,  such  earnings  up  to  Sy  per  share 
were  required  to  be  paid  or  set  aside  for  the  holders  of  the  preferred  stock 
before  any  dividends  could  be  paid  on  the  common  stock.  The  preferred 
stockholders  had  no  other  rights  to  dividends.  If  the  unconsolidated  net 
earnings  in  any  year  were  insufficient  to  pay  all  or  any  part  of  the  S7 
preferred  dividend  for  that  year,  the  deficiency  was  lost  as  the  dividends 
were  noncumulative. 

The  consolidated  net  earnings  of  the  company  and  its  subsidiaries  for 
the  thirty  years  ended  April  30,  1954,  were  897,500,090,  and  the  dividends 
actually  paid  during  that  period  on  the  preferred  stock  amounted  to  an 
average  of  approximately  $5.26  per  share.  Cash  dividends  paid  on  the 
common  stock  during  the  same  period  had  averaged  S2.40  per  share.  The 
market  price  of  the  preferred  stock  ranged  during  the  period  from  a  low 
of  15  to  a  high  of  137!/^.  The  fluctuations  in  individual  fiscal  years  ^vere 
very  great,  amounting  in  eleven  separate  years  to  more  than  30  points 
and  in  two  of  those  years  to  more  than  50  points.  The  fluctuations  in 
market  prices  were  accentuated  by  the  practical  necessity  of  waiting  until 
a  fiscal  year  was  closed  before  earnings  applicable  to  the  preferred  could 
be  computed  and  dividends  declared.  This  w^as  in  contrast  to  the  normal 
corporate  practice  of  declaring  quarterly  dividends. 

The  record  of  earnings  and  dividend  payments  should  have  been 
sufficient  to  establish  a  more  stable  market  for  the  company's  stocks,  and 
especially  for  the  preferred  stock.  This  had  been  frustrated,  however,  by 
the  sporadic  nature  of  the  dividend  payments.  When  the  prospects  of 
the  company  appeared  to  be  favorable,  the  market  for  the  preferred 
would  rise  rapidly  in  anticipation  of  the  $7  dividend.  It  would  fall 
rapidly  when  unfavorable  prospects  appeared  or  -were  anticipated.  The 
market  value  of  the  common  stock  followed  the  same  trends  to  a  con- 
siderable extent. 

Again  it  should  be  noted  that  the  preferred  stock  was  not  cumulative. 
In  the  case  of  a  cumulative  preferred  stock,  the  stockholder  has  the  great 
advantage  of  being  able  to  base  his  estimates  as  to  the  value  of  his 
holdings  on  the  long-term  prospects  of  the  issuing  company,  kno^ving 
that  he  can  reasonably  expect  to  recoup  in  good  years  the  dividends  he 
failed  to  receive  in  poor  years.  While  the  directors  of  a  corporation  must, 
in  the  interest  of  the  stockholders,  use  their  discretion  as  to  whether 
earnings  are  to  be  retained  in  the  business  or  paid  out  as  dividends, 
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they  often  continue  to  pay  dividends  on  a  cumulative  preferred  stock  in 
relatively  poor  years  when  the  corporation  has  ample  surplus  and  reason 
to  believe  that  the  declines  in  business  are  temporary. 

An  even  greater  problem  in  connection  with  the  company's  preferred 
stock  arose  from  the  artificial  methods  required  to  be  used  in  computing 
its  dividends.  The  company's  subsidiaries  had  become  important  elements 
in  the  enterprise.  The  management  had  always  believed  that  the  company 
and  all  subsidiaries  should  for  dividend  purposes  be  treated  as  component 
parts  of  one  economic  enterprise,  i.e.,  that  profits  and  losses  of  the  com- 
pany and  all  subsidiaries  should  be  considered  as  consolidated  for  div- 
idend purposes.  The  charter  did  not  permit  this,  however. 

In  computing  dividends  on  the  preferred  stock  the  earnings  or  losses  of 
subsidiaries  were  not  taken  into  account  except  to  the  extent  that  the 
subsidiaries  paid  dividends.  This  meant  that  the  preferred  stockholders 
might  be  entitled  to  receive  dividends  for  a  year  in  which  the  enterprise 
as  a  whole  had  lost  money  or  might  get  nothing  for  a  year  in  which  the 
over-all  enterprise  had  large  earnings.  The  management  thought  that  this 
result  was  particularly  unfortunate  in  that  it  tended  to  frustrate  to  some 
extent,  at  least  from  the  point  of  view  of  the  holders  of  the  preferred 
stock,  one  of  the  basic  purposes  of  the  successful  policy  of  diversifying  the 
company's  activities  through  subsidiaries  for  the  purpose  of  increasing 
and  stabilizing  earnings. 

It  was  of  course  true  that  even  under  the  charter,  subsidiary  earnings 
could  be  made  available  for  dividends  on  the  preferred  stock  by  having 
the  subsidiaries  declare  dividends,  but  this  was  by  no  means  always  de- 
sirable or  even  possible.  Certain  of  the  subsidiaries  borrowed  on  their 
own  credits,  without  involving  the  credit  of  the  parent  company.  The 
same  subsidiaries  had  expanding  activities.  It  was  obvious,  therefore, 
that  they  must  retain  earnings  for  working  capital  and  to  preserve  and 
increase  borrowing  capacity.  In  some  cases,  the  payment  of  dividends 
was  prohibited  or  limited  by  conditions  imposed  by  lenders,  and  in  all 
cases,  dividends  would  have  reduced  expansion  and  would  have  limited 
ability  to  borrow. 

The  erratic  market  for  the  company's  stock  produced  a  serious  problem 
for  the  company  as  well  as  its  stockholders  in  that  it  deprived  the  com- 
pany of  a  stable  market  for  its  equity  securities.  In  spite  of  the  great 
technological  changes  in  the  field  of  its  business  in  the  last  fifty  years  and 
its  own  growth,  the  company  had  in  the  past  been  able  to  finance  itself 
on  its  own  capital,  retained  earnings,  borrowings,  and  Federal  aids  in  war- 
and  defense-contract  work.  Although  the  company  had  then  no  intention 
of  selling  any  further  stock,  there  was  reason  to  believe  that  the  tech- 
nological advances  would  continue,  perhaps  at  an  accelerated  pace,  and 
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that  rapid  expansion  and  new  facilities  might  be  required.  The  companies 
which  were  to  reap  the  fullest  benefits  in  such  cases  would  be  those  with 
ample  capital  and  complete  flexibility.  If  it  did  become  necessary  for  the 
company,  in  order  to  maintain  and  better  its  competitive  position,  to 
issue  more  stock  to  increase  its  available  capital,  to  provide  a  base  for 
more  advantageous  borrowing,  and  in  appropriate  instances  to  acquire 
other  businesses,  it  was  obvious  that  such  further  stock  issues  would  be 
more  appealing  if  a  stable  market  for  the  company's  securities  could  be 
created  and  maintained. 

In  short,  the  management  was  convinced  that  the  unfortunate  charter 
provisions  restricted  its  powers  to  conduct  the  company's  affairs  in  an 
orderly  and  businesslike  manner. 

Recapitalization  Proposal.  The  following  highlights  of  the  proposed 
recapitalization  were  set  forth  in  the  proxy  statement  issued  by  the  com- 
pany in  October,  1954: 

1.  It  is  a  plan  for  changing  the  capital  structure  of  the  Company,  the  first  of 
any  importance  in  55  years,  to  provide  for  growth  potentials  through  greatei 
flexibility  and  to  permit  a  normal  dividend  policy. 

2.  It  provides  that  each  share  of  |ioo  par  value,  7%  non-cumulative  prefened 
stock  be  changed  into  two  shares  of  $50  par  value  5%  convertible  cumulative 
preferred  stock,  plus  I4  in  cash. 

3.  Such  "new"  preferred  shares  will  be  convertible  into  common  stock  at  tlie 
ratio  of  ii/g  shares  of  common  stock  for  each  share  of  preferred.  The  "new" 
preferred  shares  will  be  redeemable  at  110%  of  par  value  plus  all  accrued 
dividends,  whereas  the  present  stock  is  not  redeemable. 

4.  Under  the  present  terms  of  the  Company  s  charter,  dividends  on  the  pre- 
ferred stock  may  be  paid  only  when  they  are  earned,  on  a  non-consolidated  basis. 
in  any  given  fiscal  year.  If  not  so  earned,  the  holder  gets  no  income  tor  that 
year,  even  though  in  other  years  earnings  may  have  been  several  times  the  re- 
quired dividend  and  added  substantially  to  the  Company's  surplus.  With  a 
cumulative  provision,  the  earnings  of  good  years  can  be  used  to  pay  dividends  in 
poor  years,  thus  averaging  the  income  of  the  holder  and  tending  to  stabilize 
the  value  of  the  investment. 

5.  At  present  each  share  of  preferred  stock  has  one  vote  and  each  two  shares 
of  common  stock  have  one  vote.  It  is  proposed  that  each  share  of  the  "new" 
preferred  stock  have  one  vote  and  that  each  share  of  the  common  have  one  vote. 
Thus  there  will  be  twice  as  many  votes  but  the  ratio  ^vill  remain  unchanged. 

6.  The  proposal  incorporates  changes  and  revisions  suggested  by  stockholders. 
The  management  believes  that  in  its  present  form  it  satisfies  the  objections  of 
many  of  them  to  the  original  plan  submitted  to  the  special  meeting  on  April  15. 
1954.  Although  approved  by  a  majority  of  both  classes  of  stock,  the  original 
plan  failed  to  receive  the  approval  of  662/3%  of  the  total  of  each  class  of  stock, 
voted  separately  as  required  by  New  Jersey  law. 

7.  For  the  purpose  of  determining  whether  the  plan  is  adopted;  this  662,3% 
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requirement  means  that  failure  to  vote,  one  way  or  another,  is  equivalent  to 
voting  against  the  plan.  Be  sure  your  vote  is  cast. 

The  proposed  recapitalization  was  intended  to  give  the  preferred  stock 
a  true  stake  in  the  entire  enterprise  so  that  the  company's  business  could 
be  conducted  in  accordance  with  an  over-all  policy  adapted  to  modern 
business  and  taxes. 

The  management  believed  that  this  would  enable  the  company  to 
establish  a  normal  dividend  policy  for  both  classes  of  stock  and  that  such 
questions  as  mergers  or  consolidations  with  other  companies,  intercom- 
pany mergers,  transfers  of  assets  to  and  from  subsidiaries,  issues  of  stock 
to  raise  new  capital  or  acquire  new  earning  assets,  and  declarations  of 
subsidiary  dividends  could  be  decided  in  accordance  with  sound  business 
principles  and  for  the  benefit  of  all  stockholders. 

In  working  out  the  details  of  the  proposed  recapitalization,  the  man- 
agement kept  in  mind  at  all  times  that  the  two  classes  of  stock  were 
component  parts  of  the  same  original  capital  structure  and  that  any 
changes  should  tend  to  preserve  the  dual  position  in  accordance  with  the 
true  intents  and  purposes  of  the  founders  of  the  company.  It  seemed 
proper,  therefore,  to  leave  unchanged  relative  par  values  and  propor- 
tionate voting  rights.  Rights  on  liquidation  were  also  left  unchanged 
except  that,  as  usual  in  the  case  of  cumulative  preferred  stocks,  liquida- 
tion rights  were  extended  to  cover  accrued  and  unpaid  dividends. 

Until  the  year  1925  each  share  of  the  company's  stock,  preferred  as 
well  as  common,  carried  the  right  to  one  vote.  In  that  year  the  common 
stock  was  split-two  for  one-and  its  voting  rights  were  adjusted  to  one 
vote  for  each  two  shares.  This  was  awkward  in  practice.  The  proposal 
contemplated  changing  each  share  of  old  preferred  stock  of  $100  par 
value  into  two  shares  of  $50  par  value,  each  of  which  would  carry  one 
vote.  The  voting  rights  of  the  common  stock  would  be  adjusted  cor- 
respondingly to  one  full  vote  per  share,  thus  preserving  the  historic 
ratio.  The  authorized  common  stock  was  also  to  be  increased  by  675,000 
shares  to  enable  the  conversion  rights  of  the  preferred  to  be  exercised. 
No  other  changes  were  proposed  for  the  common  stock.  The  proposal  also 
provided  for  a  cash  payment  to  the  holders  of  the  old  preferred  stock 
in  the  amount  of  $4  per  share. 

The  basic  factor  in  the  proposed  recapitalization  was  the  change  of  the 
preferred  dividend  from  noncumulative  to  cumulative.  As  a  technical 
matter  dividends  on  the  preferred  stock  would  continue  to  be  paid  out  of 
the  earnings  and  surplus  of  the  parent  company,  but  in  view  of  the 
company's  surplus,  consolidated  earnings  could  properly  be  considered  in 
determining  whether  or  not  to  pay  cumulative  dividends.  This  seemed 
to  be  the  only  method  by  which  the  preferred  stock  could  be  restored 
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substantially  to  its  original  status  in  the  entire  enterprise.  This  change, 
however,  necessitated  certain  accompanying  adjustments. 

First,  the  cumulative  dividend  rate  must  be  set  realistically  at  a  figure 
which  would  be  equivalent  in  value  to  the  old  noncumulative  7  per  cent 
rate.  It  w^as  determined,  after  a  careful  consideration  of  the  company's 
earnings  and  dividend  record,  its  future  prospects,  and  the  impact  of 
modern  corporate  taxes,  that  a  fair  cumulative  rate  would  be  5  per  cent 
per  annum. 

Second,  taking  into  account  the  historical  position  of  the  preferred  stock 
in  the  company's  capital  structure  and  its  just  claims  to  permanency,  as 
well  as  the  possibility  that  the  5  per  cent  rate  might  become  a  hardship 
to  its  holders  in  a  long  period  of  consistently  high  prices  and  earnings, 
it  was  determined  that  the  holders  of  the  preferred  stock  should  be  given 
the  option  to  convert  their  holdings  into  common  stock.  Accordingly, 
it  was  proposed  that  each  share  of  the  new^  preferred  be  convertible 
into  common  at  the  rate  of  ii/g  shares  of  common  stock  for  each  share  of 
the  new  preferred.  This  appeared  to  be  a  fair  conversion  rate,  and  the 
conversion  privilege  would  protect  the  rights  of  the  preferred  stock  to 
continue  to  share  in  the  full  benefits  of  the  enterprise. 

Third,  the  company  had  never  attempted  to  retire  its  preferred  stock 
and  had  at  that  time  no  intention  of  doing  so,  except  through  the  opera- 
tion of  the  proposed  sinking  fund.  It  was  obvious,  however,  that  any  con- 
vertible stock  should  be  redeemable  to  cover  the  possibility,  among  others, 
that  conversions  might  reduce  the  outstanding  preferred  stock  to  a  small 
and  unduly  troublesome  and  expensive  part  of  the  capital  structure.  The 
redemption  price  was  set  at  par,  plus  a  premium  of  10  per  cent  and  any 
accrued  and  unpaid  dividends.  If  the  company's  progress  ^vas  to  be  as 
rapid  as  hoped  for,  the  market  price  of  the  common  would  normally  be 
such  as  to  make  it  desirable  for  holders  of  the  new  preferred  stock  to 
exercise  their  conversion  rights  rather  than  to  permit  their  stock  to  be 
redeemed.  Stock-market  prices  are  sometimes  erratic,  ho-^vever,  and  oc- 
casionally holders  of  convertible  securities  overlook  their  opportunities. 
In  view  of  the  historical  position  of  the  preferred  stock,  it  seemed  fair  to 
give  its  holders  a  substantial  premium  to  compensate  them  for  the  loss  of 
their  investment  positions. 

A  sinking  fund,  based  on  consolidated  net  earnings  of  the  company  and 
its  major  subsidiaries,  was  provided  for  the  retirement  of  the  ne^v  pre- 
ferred stock  by  purchase  and  redemption.  The  provisions  as  to  payments 
into  the  sinking  fund  did  not  restrict  the  discretionary  powers  of  the 
directors  to  pay  dividends  on  either  class  of  stock  out  of  any  funds  la^\- 
fully  available. 

The  following  comparative  table  shows  the  chief  characteristics  of  the 
old  and  proposed  new  preferred  stock: 
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Item 

Old  preferred 

New  preferred 

Par  value   

$100 

$50  (each  share  of  the  old  being 
changed  into  2  shares  of  the  new, 
plus  $4  in  cash) 

Dividend  rights  . . . 

7%  noncumulative  (but 

has 

5%— fully  cumulative  from  Decem- 

certain   vested    rights 

in 

ber  1,  1954 

annual  earnings) 

Redemption   

Not  redeemable 

Redeemable   at   par,   plus  accumu 
lated    dividends    and    10%    pre- 
mium, at  the  option  of  the  com- 
pany or  through  the  sinking  fund 

Conversion    

Not  convertible 

Convertible  into  li/g  shares  of  com- 
mon 

Voting  rights 

Full,  1  vote  per  share 

Full,  1  vote  per  share 

Rights  on 

liquidation    

Par  value 

Par  value,  plus  accrued  dividends 

Sinking  fund   

None 

Earnings  sinking  fund 

The  recapitalization  described  above  was  approved  by  both  classes  of 
stockholders  at  a  special  meeting,  November  23,  1954-  One  of  the  last  of 
the  noncumulative,  noncallable  high-dividend  preferred  stocks  in  the 
structure  of  a  major  corporation  was  thus  eliminated  from  the  American 
scene. 

The  adoption  of  the  proposed  plan  was  a  victory  for  a  sound  manage- 
ment which  was  attempting  a  sound  recapitalization  move,  believing  that 
it  would  enable  the  establishment  of  a  modern  dividend  policy,  would 
increase  and  stabilize  earnings,  and  would  consolidate  the  company's  posi- 
tion in  the  industrial  world. 

The  successful  consummation  of  the  plan  demanded  and  received  con- 
tributions of  effort  on  the  part  of  the  directors,  officers,  and  regular  em- 
ployees of  the  company  to  an  extraordinary  degree.  No  professional  proxy 
solicitors  were  engaged,  but  by  the  use  of  the  mails,  by  telephone  and 
telegraph,  and  in  person,  company  personnel  from  every  area  worked 
long  and  hard  to  "sell"  the  plan.  The  relinquishment  of  a  $7  preferred 
stock  of  long  standing,  regardless  of  its  inherent  technical  disadvantages, 
in  exchange  for  a  $5  stock  constituted  a  basically  difficult  situation,  but 
one  which  a  vast  amount  of  cooperative  effort  brought  to  a  happy  con- 
clusion. 
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Reference  to  the  organization  chart  (Figure  31-1)  reveals  the  inclusion 
therein  of  the  normal  control  functions.  The  modern  and  adequate  ac- 
counting system  will  include  the  built-in  checks  and  balances  of  ordinary 
internal  control.  These,  supplemented  by  comprehensive  internal  audit 
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practices  and  the  regular  examinations  by  independent  public  account- 
ants, provide  normal  control  features  in  every  well-ordered  business. 

Beyond  these  ordinary  measures,  the  degree  of  control  varies  greatly 
among  businesses.  Controls,  as  related  to  forward  planning  and  the 
specialized  features  having  to  do  with  budgets,  forecasts,  and  the  plannmg 
peculiar  to  a  particular  operation,  encompass  a  wide  variety  of  practices. 

Planning  and  controlling  the  results  of  planning  are  the  inner  core  ot 
success  of  the  modern  business  enterprise.  Sound  financial  planning  is 
integral  to  the  successful  solution  of  all  other  problems. 

Both  short-  and  long-range  planning  and  reporting  are  required.  1  he 
remaining  portion  of  this  chapter  will  be  devoted  to  the  description  of  a 
system,  or  a  technique,  which  will  be  called  programming.  Although  it 
relates  itself  primarily  to  a  large,  decentralized,  multidivision  enterprise, 
the  basic  principles  are  fully  applicable  to  a  single  organization  of  small 
or  moderate  size. 

Programming,  as  covered  herein,  is  a  relatively  new  technique  in  its 
over-all  scope.  It  is  a  management  tool  which,  to  be  effective,  must  be 
personalized  to  a  particular  business  in  so  far  as  its  detailed  segments 
and  its  various  operating  features  are  concerned.  Programming,  in  some 
companies  called  management  planning  and  control,  or  just  control,  has 
evolved  from  the  traditional  reporting  of  the  company  comptroller's  office. 
but  attempts  to  meet  the  demands  of  a  modern  business  by  augmenting 
the  comptroller's  work  with  the  latest  accounting  and  forecasting  tech- 
niques. Or  forgetting  the  comptroller  for  a  moment,  it  may  be  described 
as  a  planning  and  reporting  system  of  more  than  average  comprehensive- 
ness developed  for  the  needs  of  a  particular  business.  Although  bv  no 
means  a  precise  science  in  itself,  programming  is  something  individual 
businesses  have  worked  out— or  are  working  out— for  themselves. 

For  a  clearer  and  more  detailed  discussion  of  programming  in  all  its 
ramifications  and  to  provide  substance  to  its  scope  and  personalized 
nature,  the  following  comments  are  based  in  large  measure  on  program- 
ming at  ACF  Industries,  Incorporated.  In  its  broad  concept,  it  ^vill  apply 
to  any  large  business  operating  on  a  decentralized,  divisionalized  basis. 
In  its  basic  principles,  it  will  apply  to  any  business. 

Under  programming,  management  planning  and  control  are  achieved 
primarily  through: 

1.  Establishment  of  objectives 

2.  Creation  of  programs  designed  to  accomplish  the  objectives 

3.  Comparison  of  achievement  with  goals  by  means  of  periodic  progress 
reports 

Decentralized  organization  is  the  fact  of  corporate  life  to  ^vhich  this 
system  is  peculiarly  fitted. 
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The  Establishment  of  Objectives 

In  the  initial  determination  of  tormal  objectives,  each  division's  ob- 
jectives are  originated  by  that  division,  and  thereby  division  autonomy 
gets  first  recognition.  Division  executives  develop  detailed  objectives  for 
the  approaching  fiscal  year  and  summary  objectives  for  the  four  succeed- 
ing years  and  send  them  to  the  central  office.  There  they  are  reviewed 
by  the  company  comptroller  and  by  the  programming  department,  a 
full-time  staff  group  with  its  own  director  and  a  number  of  analysts. 

Objectives,  where  relevant,  are  also  reviewed  by  staff  vice  presidents. 
Sales  objectives  are  reviewed  by  the  marketing  vice  president;  production 
and  research  and  development  objectives  by  the  vice  president  in  charge 
of  manufacturing  and  engineering;  and  so  on. 

At  this  point,  an  informal  exchange  occurs  which  need  not  be  standard- 
ized but  which  is  very  important  to  the  mutuality  which  should  be 
established.  Anyone  who  has  any  criticism  or  question  concerning  or 
suggestion  for  improving  the  division's  objectives  directs  it  to  the  atten- 
tion of  one  of  the  division's  executives.  This  may  be  done  by  telephone, 
in  a  letter,  or  at  lunch.  Central-office  personnel  at  this  stage  are  making 
suggestions  only,  and  they  are  not  necessarily  formalized  by  meetings 
devoted  specifically  to  them.  The  division  decides  whether  to  accept  or 
reject  the  suggestions.  Typically,  the  suggestions  are  accepted  and  the 
preliminary  objectives  revised,  but  this  is  not  because  of  pressure.  It  is 
due  to  the  division's  conviction  that  modification  of  its  objectives  will 
present  its  case  more  accurately  or  more  persuasively. 

The  objectives  are  then  distributed  to  members  of  the  top  management 
committee— in  ACF's  case,  the  operating  committee— consisting  of  the 
chairman,  president,  and  staff  vice  presidents. 

The  next  step  is  formal.  Each  division's  advisory  board  and  the  operat- 
ing committee  meet  jointly  each  quarter,  and  at  the  meeting  held  in  the 
last  quarter  of  the  fiscal  year,  the  division's  objectives  for  the  forward 
periods  are  reviewed  finally  and  in  detail.  Every  effort  is  made  to  reconcile 
differences  of  opinion,  to  persuade,  to  use  the  methodology  of  discussion, 
which  is  an  important  facet  of  the  system.  Usually,  decentralized  manage- 
ment and  centralized  control  readily  find  a  common  ground  of  agreement. 
Stalemates  can  develop,  however,  and  when  they  do  it  is  headquarters- 
centralized  control— which  has  the  last  word.  Top  management,  however, 
does  its  best  to  arrive  at  fully  satisfactory  agreements. 

The  finalized  objectives  take  the  form  of  two  volumes,  one  for  the  com- 
ing fiscal  year  and  one  for  the  five-year  projection,  and  are  submitted  to 
the  board  of  directors  and  distributed  to  principal  officers.  Each  operating 
division  is  provided  with  the  objectives  of  all  divisions. 

In  the  absence  of  previous  experience  in  preparing  objectives  in  con- 


670 


ACTIVITY  AREA  MANAGEMENT 


Crete  form,  their  development  is  not  an  easy  matter.  Objectives,  without 
any  formal  statement  thereof,  are  inherent  in  any  manager's  thinking, 
but  a  specific  listing  in  the  early  stages  of  the  process  is  somewhat  difficult. 
So  what  are  these  objectives  on  which  so  much  time  and  money  may  be 
spent?  Samples  of  operating  divisions'  objectives,  derived  from  actual 
experience,  are  presented  as  Figure  31-6. 


1.  Strengthen  the  Division  management  staff  by  realignment  of  the  or- 
ganization to  improve: 

a.  Communication 

b.  Control 

c.  Coordination  and  teamwork 

d.  Utilization  of  skills  to  highest  degree 

2.  Extend  market  analysis  into  specific  fields  using  products  of  the  Divi- 
sion's manufacture. 

3.  Provide  management  at  all  levels  with  the  information  it  requires  to 
make  decisions  and  control  current  and  plan  future  operations. 

4.  Construction  of  a  new  building  on  leased  land  west  of  Building  No.  80. 
estimated  cost  approximately  $500,000. 

5.  The  Division  will  follow  through  on  a  well-planned  advertising  and 
sales  promotion  program  applicable  to  all  product  lines  and  anticipated 
new  lines. 

6.  Negotiate  a  labor  contract  with  Local  No.  45. 

7.  Complete  the  installation  of  the  new  cost  system  oudined  by  the 
independent  accountants. 

8.  Continue  to  develop  and  implement  inspection  and  quality-control 
policies  and  procedures.  A  manager  of  quality  control  has  been  en- 
gaged to  expedite  and  direct  this  program. 

9.  Continue  to  develop  training  programs  in  all  areas. 

0.  Refine  and  improve  manufacturing  methods,  stressing  cost  improve- 
ment in  the  large -volume  standard  items  wherein  the  greatest  profit 
potential  lies. 

The  Division  will  arrange  to  consolidate  territorial  sales  personnel  into 
one  work  unit. 

Intensify    our    efforts    to    obtain    skilled    technicians    and    engineers 
through  interviews  conducted  at  universities. 


11 


12 


Fig.  31-6.  Samples  of  operating  division's  statements  of  objectives. 

Division  objectives  cover  every  facet  of  industrial  activity.  The  fore- 
going examples  dealt  with  or  touched  on  manufacturing,  inspection,  sales, 
finance,  accounting,  capital  improvement,  market  research,  personnel 
recruitment,  internal  communication,  reorganization,  industrial  relations, 
labor  relations,  advertising,  and  promotion.  They  vary  in  content,  in 
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Style,  and  in  point  of  view  because  they  are  the  divisions'  and  should  be 
considered  as  such.  An  awkward  sentence  is  vastly  less  important  in  a 
decentralized  organization  than  is  the  sense  of  proprietorship  held  by  a 
division  president. 

The  objectives  cited  were  for  one  year.  The  five-year  objectives  cover 
an  equally  wide  range  but  are  of  necessity  somewhat  less  specific  and  tend 
toward  suggested  generalized  solutions  to  recognized  problems.  Five-year 
division  objectives  might  well  include  more  parts  catalogues,  additional 
employee  training  courses,  new  products  (usually  listed  by  every  manu- 
facturing division),  plant  and  personnel  expansion,  plans  for  a  larger 
share  of  the  market,  and  planning  for  cost  reductions. 

Objectives  are  also  developed  for  the  staff  divisions,  the  headquarters 
vice-presidential  areas.  They  are  comparatively  simple  and  may  deal  with 
such  matters  as  improved  office  procedures,  personnel  expansion  and 
realignment,  and  proposed  expenditures  for  outside  consulting  services 
and  new  equipment.  They  are  of  course  important,  but  normally  are 
fairly  conventional. 

In  summary,  both  immediate  one-year  and  projected  five-year  objectives 
are  established  for  every  organizational  entity  in  the  company's  structure. 
Considered  together,  they  represent  the  company's  planned  progress 
during  specified  future  periods.  Originated  by  divisions,  the  objectives  are 
adopted  by  a  give-and-take  process  in  which  every  effort  is  made  to 
reconcile  the  views  of  decentralized  management  with  those  of  centralized 
control  by  mutual  agreement. 

Programs  Designed  to  Achieve  Objectives 

Although  the  entire  control  system  is  called  programming,  an  impor- 
tant part  of  it  consists  of  the  creation  of  programs— a  semantic  repetition. 
Programs  constitute  the  heart,  the  central  focal  point,  the  most  important 
element  in  programming. 

Programs  are  goals  expressed  in  figures.  They  are  derived  from  the 
objectives.  They  are  the  translations  of  the  objectives  into  financial 
schedules.  Objectives  are  expressed  in  words,  with  the  inclusion  of 
statistics  as  required.  Programs  are  tables  of  dollars— or  units  where  unit 
figures  are  germane— and  are  as  specific  and  unrelenting  as  the  account- 
ants can  make  them. 

Each  division's  program  for  the  coming  year  contains  a  schedule  which 
is  termed  a  programmed  income  statement.  An  actual  schedule  is  por- 
trayed in  Figure  31-7. 

There  are  eight  fundamental  subject  headings:  net  sales,  cost  of  sales, 
gross  profit,  operating  expenses,  operating  profit  or  loss,  other  expense  or 
other  income,  provision  for  Federal  income  taxes,  and  net  income.  Net 
sales  are  broken  down  by  types  of  products  sold.  Cost  of  sales  is  broken 
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down  conventionally  into  material,  labor,  plant  overhead,  and  one  or 
two  other  items.  Provision  is  made  to  reflect  each  classification  in  terms 
of  percentage  of  sales.  The  submission  requirements  for  programs  are 
much  more  strict  than  those  for  objectives. 


PROGRAMMED 
Fiscal  Year  E 

{000 

[XCOME  STATEMENT     i 

NDiNG  April  30,  19-           / 

Omitted) 

\ 

( 

Item 

May 

June 

July 

August 

AprU 
1 

Proeram 
fiscal 
year 

Per  cent 
of  sales 

Net  sales: 

Industrial     equipment. .  . 

$    740 

570 

288 

154 

10 

32 

8 

$    657 

506 

256 

136 

20 

32 

8 

$    796 

613 

310 

165 

30 

32 

8 

$    806 
620    \ 
313     \ 
167      \ 

40 

32      / 

$    815 
627 
\         316    ; 

\     168  ; 

200     ' 
33 

/             ' 

f     82.167 

\    S    781 
\         131 

/           80 
/            19 

10 
2 

\     81.456 

$  9.259 

7.125 

3.600 

1.920 

1.000 

382 

100 

S23.386 

39.6 

30.5 

15.4 

8.2 

4.3 

1.6 

0.4 

100.0 

35.2 
6.2 

19.6 
1.2 
3.7 
0.9 
0.5 
0.1 

67.4 

32.6 

3.7 
8.2 

0.7 

Metal     specialties 

Chemical     products 

Defense    products 

Total    sales 

$1,802 

$1,615 

$    560 

102 

327 

21 

60 

17 

10 

2 

$1,099 

$    516 

$1,954 

$    678 

123 

393 

24 

72 

17 

10 

2 

$1,986    ( 

Cost  of  sales: 

$    624 

114 

366 

23 

67 

17 

10 

3 

$1,224 

$    578 

$      70 
153 

12 
$    235 

$    343 
19 

$    324 

168 
$    156 

$    695     \ 
122      \ 
388 

21 

74      / 

17     / 

10 
2 
$1,329    \ 
$    657 

8  8.231 

1.450 

4.589 

275 

866 

211 

120    '■ 

25 

$15,767 

8  7.619 

8      860 
1,924 

171 
S  2.955 

Overhead — absorbed     .  .  . 

Other  direct  charges.  .  .  . 

Inventory     adjustments .  . 
Scrap    sales 

Total  cost  of  sales.  .  .  . 
Gross    profit          

$1,319 
$    635 

8    711 

/    8      73 
167 

16 
\    8    256 

8    455 

/ 

S    433 

Operating    expenses: 

Administrative     expense. 

$      72 
150 

12 
$    234 

$    282 
19 

$    263 

137 
$    126 

$      69 
161 

13 

$    243 

$    392 
19 

$    373 

194 
$    179 

$      71      / 

14 

162    \ 
$    247     \ 

8    410 

$    389 

202     I 
$    187     ^ 

Research  and 

development     

Total     expenses 

12.6 

8  4.664 
250 

$  4,414 

2.295 
$  2.119 

20.0 
1.1 

18.9 

9.8 

9.1 

Other     expense — net 

Net  income  before   Federal 

income    taxes 

Provision     for     Federal    in- 

Net    income 

Fig.  31-7.  An  operating  division's  programmed  income  statement. 

In  addition  to  a  programmed  income  statement,  each  division  ori- 
ginates and  submits  a  programmed  statement  of  financial  position  and 
programmed  schedules  for  sales  in  detail,  plant,  property  and  equipment, 
number  of  employees,  and  return  on  investment.  There  mav  be  con- 
siderable amplification  of  these  schedules,  as  for  example  sales  by  plants 
and  sales  by  type  of  purchaser,  but  the  seven  basic  schedules  are  ahvavs 
developed.  A  typical  submission  of  program  schedules  is  indicated  by  the 
montage  of  headings  which  appears  in  Figure  31-8. 
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Five-year  programs  cover  the  same  subjects  as  one-year  programs,  but 
the  projections  are  for  years  rather  than  months.  Economic  data  with 
respect  to  projected  wage  levels,  basic-material  prices,  and  the  like,  for 
the  five-year  period  are  furnished  at  intervals  to  divisions  by  the  analysts 
in  the  central-office  programming  department. 


PROGRAMMED  STATEMENT  OF 
FINANCIAL  POSITION 
FISCAL  YEAR  ENDING  APRIL  30.  19 
(OOP  OMirXEDJ 


PROGRAMMED  PLANT.  PROPERTY  AND  EgUIPMENT 
FISCAL  YEAR  ENDING  APRIL  50,  19 
^000  OMITTED) 


January  February  March 


Fiscal  Year 


PROGRAMMED  RETURN  ON   INVESTMENT 
FISCAL  YEAR   ENDING  APRIL  30.    19 
(000   OMITTED) 


May 
334 


June 
227 


July     August 
149  249 


September 
402 


PROGRAMMED  SELLING  EXPENSES 
FISCAL  YEAR  ENDING  APRIL  30.    19 

February     March     April     Fiscal  Year 


28,000 

25,500 

4,500 

400 

1,206 

4,200 


28,000 

25,500 

4,500 

400 

1,206 

4.200 


28,000 

25,500 

4,500 

400 

1,217 

4.200 


321,000 

293,200 

54,000 

4,800 

10,921 

50,400 

2 


Fig.  31-8.  Typical  program  schedules  submitted  by  operating  divisions. 


The  programmed  schedules  give  headquarters  and  division  manage- 
ment alike  a  series  of  standards,  a  scale  of  values,  against  wdiich  to  meas- 
ure success  or  failure.  By  setting  the  programs  forth  in  black  and  white 
and  in  dollars  and  units,  weaknesses  and  soft  spots  in  forward  planning 
are  disclosed  in  time  for  correction.  This  is  one  of  the  major  advantages 
of  the  control  system  under  consideration.  It  reveals  irregularities,  devi- 
ations from  sound  planning,  before  it  is  too  late  to  do  anything  about 
them. 

When  the  division  programs  have  all  been  received,  a  consolidated 
program  is  compiled  for  the  company  as  a  whole.  It  is  the  sum  of  the 
operating  and  staff  division  programs;  figures  from  all  sources  are  added 
together  to  present  the  over-all  corporate  picture,  plus  corporate  finan- 
cial  information   reflecting  such   things   as    dividends,   borrowings,   con- 
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templated  acquisitions,  and  other  activities  not  derived  from  within  the 
current  divisional  structure.  The  material  is  presented  in  graphic  and 
textual  form,  as  well  as  in  schedules  and  tables.  From  the  consolidated 
program,  management  can  readily  ascertain  anticipated  sales,  new  plant 
expenditures,  return  on  investment,  or  practically  anything  else  for  the 
current  fiscal  year  or  for  any  month  therein. 

Programs  are  originated,  considered,  and  reviewed  almost  exactly  as 
are  the  objectives.  In  actual  practice  the  two  occur  more  or  less  concur- 
rently. Divisions  send  in  their  programs  and  objectives  together,  and  they 
are  reviewed,  considered,  and  eventually  taken  up  with  the  operating 
committee  at  the  same  time.  A  division  would  normally  draft  its  objectives 
before  detailing  its  program  in  order  to  have  the  necessary  guidelines. 
As  noted,  the  programming  department  reviews  programs  much  more 
intensively  than  objectives  because  they  are  more  tangible. 

Programs,  then,  are  specific  financial  schedules  that  project  in  dollars 
and  units  all  anticipated  company  activities  for  twelve  months  and  for 
the  succeeding  four  years.  Like  objectives,  they  are  finalized  jointly  with, 
rather  than  imposed  upon,  the  divisions  that  originate  them. 

The  objectives  have  set  forth  where  the  company  is  planning  to  go, 
and  the  programs  project  the  route  which  should  enable  arrival  on 
schedule  and  without  mishap.  It  is  progress  reports,  the  third  and  final 
step  in  programming,  which  determine  whether  or  not  the  company  is 
keeping  to  its  schedule. 

Progress  Reports 

Progress  reports,  which  provide  the  measure  of  accomplishment,  are 
issued  monthly.  Basically  they  are  simply  comparisons,  in  parallel  col- 
umns, of  programmed  and  actual  results.  As  with  the  divisions'  programs, 
the  first  formal  schedule  of  each  division's  progress  report  for  each  month 
is  also  an  income  statement  (Figure  31-9),  but  with  each  programmed 
dollar  compared  with  the  number  of  dollars  actually  earned  or  spent. 
Parallel  columns  headed  actual  and  program  tell  immediately  whether  a 
division  is  running  ahead  of,  behind,  or  on  schedule. 

The  opening  pages  of  each  division's  progress  report  for  each  month 
contain  simplified  charts  and  tables  and  explanatory  texts  which  pinpoint 
the  subject's  status.  Figures  31-10  and  31-11  provide  visual  examples  of 
progress-report  material. 

A  summary  of  activities  shows  programmed  and  actual  figures  for  both 
the  month  and  the  year  to  date  for  three  key  items  only:  net  sales,  income 
before  taxes,  and  net  income. 

A  pair  of  sales  charts,  one  monthly  and  one  cumulative,  compare 
actual  sales  with  programmed  sales  and  with  the  previous  year's  actual 
sales.  Similar  charts  (Fig.  31-11)  make  similar  comparisons  for  net  income. 
All  these  charts  are  standard  for  all  the  progress  reports. 
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SUMMARY  OF  RESULTS 

Net  sales  for  September  of  $1,863,- 
000  were  slightly  higher  (about  1%) 
than  the  $1,842,000  programmed.  For 
the  five-month  period,  however,  ac- 
tual sales  of  $10,116,000  exceeded  the 
cumulative  goal  by  $917,000.  Septem- 
ber sales  of  all  product  lines  were 
substantially  in  accord  with  the  vol- 
ume programmed.  For  the  year  to 
date,  sales  of  all  lines  have  been  en- 
tirely satisfactory  and  have  either 
equaled  or  surpassed  the  programmed 
goals. 

Net  income  for  September 
amounted  to  $149,000,  93%  of  the 
$160,000  programmed.  Shghtly  higher 
than  anticipated  plant  overhead  costs 
and  administrative  expenses  were 
largely  responsible  for  this  variance. 
Cumulative  net  income  of  $744,000 
was  approximately  8%  under  the 
$808,000  programmed. 


SUMMARY  OF  ACTIVITIES 

September  19 

(000  Omitted) 


Program 

Actual 

Item 

Per  cent 

Amount 

of 

Program 

Net  sales 

September 
5  months 

SI, 842 
9,199 

1,863 
10,116 

101 
110 

Income  be- 

fore taxes 

September 
5  months 

334 
1,683 

311 

1,550 

93 
92 

Net  income 

September 
5  months 

160 

808 

149 
744 

93 
92 

SALES 
Fiscal  Year  19_ 


MONTHLY 


CUMULATIVE 


MJJASOND 


F    M    A 


MJJASONDJFMA 


Fig.  31-10.  Typical  monthly  progress  report  page. 
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375 


MONTHLY 


CUMULATIVE 


MJ    JASONDJ     FMA 


MJJASONDJ     FMA 


Fig.  31-11.  Comparison  of  actual  and  programmed  net  income. 


The  progress-report  texts  are  explanatory  and  direct.  The  material  in 
progress-report  charts,  tables,  schedules,  and  commentary  is  duplicative— 
is  repeated  in  various  guises— and  for  a  reason.  Experience  has  shown 
that  executives  with  different  backgrounds  prefer  information  in  different 
forms.  Financial  men  concentrate  on  tables  and  text  and  may  skip  over 
charts.  Engineers  turn  first  to  charts  and  graphs.  Lawyers  pay  most  atten- 
tion to  the  written  word,  particularly  if  it  is  in  small  type.  The  audience 
represented  within  a  board  of  directors  may  be  diverse,  and  progress 
reports  are  tailored  to  be  meaningful  to  all  segments  of  it. 

As  with  programs,  a  consolidated  progress  report  is  compiled  each 
month  for  the  entire  company.  Inasmuch  as  these  contain  the  previous 
month's  actual  figures,  both  for  individual  divisions  and  totaled,  and 
since  they  juxtapose  the  figures  against  expectations,  they  probably  are 
the  most  informative  and  important  statements  that  are  prepared. 

Progress  reports  are  statements  of  fact  that  are  used  as  records  of  the 
past  on  which  to  base  decisions  for  the  future.  The  information  originates 
with  the  divisions  and  is  checked  and  prepared  in  final  shape  by  the 
company's  programming  department.  Complete  texts  are  sent  to  members 
of  top  management.  The  consolidated  section  only  is  sent  to  company 
directors,  and  this  is  done  in  plenty  of  time  so  that  zealous  directors  will 
have  some  important  company  week-end  reading.  As  is  the  case  with 
objectives  and  programs,  each  operating  division  receives  its  own  progress 
report  and  operating-division  presidents  receive  for  their  information  the 
same  consolidated  reports  which  are  given  to  the  directors. 

Progress  reports  as  described  herein  constitute  the  "proof"  step  in 
programming.  Because  of  their  factuality,  they  are  not  always  pleasant 
reading,  but  they  are  always  informative. 

Now  a  fundamental  question.  Objectives  and  programs  and  progress 
reports  are  all  very  well,  but  how  does  the  company  decide  whether  or 
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not  a  division  is  realizing  its  capabilities?  What  are  the  programming 
yardsticks?  It  is  possible  to  tell  from  the  progress-report  columns  whether 
a  division  is  doing  as  well  as  anticipated,  but  what  are  the  reasonable 
anticipations? 

These  questions  can  all  be  answered  in  a  single  phrase:  return  on 
investment.  It  is  a  major  yardstick,  although,  for  obvious  reasons,  the 
measure  cannot  be  applied  uniformly  to  all  divisions.  Figure  31-12 
presents  a  typical  return-on-investment  schedule,  which  is  a  regular  fea- 
ture of  all  progress  reports. 


RETURN  ON  INVESTMENT 

{000  Omitted) 


Item 


Net  profit: 

Before  taxes   

After  taxes 

Sales    

Per  cent  of  net  sales: 

Before  taxes    

After  taxes 

Investment  base 

Investment  turnover  (annual  basis), 

per  cent   

Return  on  investment  (annual 
basis),  per  cent: 

Before  taxes    

After  taxes 


September,  19_ 


Program         Actual 


$      334 

160 

$  1,842 

18.1 

8.7 
$14,386 

1.5 


27.2 
13.1 


$     311 

149 

S  1,863 

16.7 

8.0 

$13,111 

1.7 


28.5 
13.6 


Year  to  date 


Program         Actual 


S  1,683  S  1.550 

808     I  744 


S  9,199 

18.3 

8.8 

514,332 

1.5 

27.5 
13.2 


510,116 

15.3 

7.4 

514,173 


26.2 
12.6 


Percentage  of  profit  on  sales  X  investment  turnover  =  return  on  investment 


Net  profit 
Sales 


sales 


investment 


return  on  investment 


Fig.  31-12.  Return  on  investment  schedule  of  an  operating  division. 

Return  on  investment  is  programmed  for  every  division  for  each  month 
and  is  repeated  as  in  Figure  31-12  with  its  counterpart  of  actuals  in  the 
progress  reports.  This  chart  shows  three  relationships:  investment  and 
sales,  profits  and  sales,  and  profits  and  investment. 

At  the  base  of  the  schedule  there  is  an  equation,  or  formula,  which  is 
repeated  in  more  graphic  form  in  Figure  31-13. 

The  final  return-on-investment  figure  is  obtained  by  multiplying  a 
derived  per  cent  of  profit  on  sales  by  a  derived  investment  turnover. 
The  result  is  numerically  the  same  as  though  profits  had  simply  been 
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divided  by  investment,  but  the  use  of  the  formula  adds  a  factor  which  is 
always  informative.  Any  important  change  in  return  on  investment  can 
be  identified  as  resulting  from  a  variation  in  return  on  sales  or  a  change 
of  substance  in  investment  turnover. 


PER  CENT 
OF   PROFIT 
ON  SALES 

1 

Multiplied   by 
1         ■  ' 

INVESTMENT 
TURNOVER 

Fig.  31-13.  Graphic  representation  of  formula  used  to  calculate  return  on  investment. 

Considering  the  three  relationships  separately,  there  are  three  yard- 
sticks: return  on  sales,  investment  turnover,  and  return  on  investment. 
The  different  divisions  are  measured  against  them  individually  because 
any  other  practice  might  be  unfair  and  unrealistic.  Some  divisions  may 
have  large  volumes  of  comparatively  low-profit  defense  work;  some  may 
have  large  capital  investments,  and  others  may  lease  their  plants;  some 
may  compete  in  tight  markets,  while  others  may  have  developed  pro- 
prietary items  that  are  more  or  less  noncompetitive.  Another  division  may 
be  subject  to  a  cyclical  demand  for  its  major  products  over  which  it  has 
little  or  no  control,  or  may  concentrate  on  research  and  development 
projects  which  promise  much  for  the  future  but  return  little  now.  Each 
division  must  be  judged  separately  and  rated  as  an  entity  in  its  own  field 
of  industry. 

Much  has  been  written  on  the  subject  of  return  on  investment,  and 
there  are  a  number  of  different  definitions  and  applications  in  use,  par- 
ticularly with  respect  to  what  shall  constitute  the  investment  base.  One 
of  the  simpler  methods  is  to  include  in  the  investment  base  net  current 
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assets  (excluding  cash  if  it  is  controlled  at  the  central-office  level),  with 
fixed  assets  included  at  book  values  after  deducting  reserves  for  deprecia- 
tion. There  are  valid  arguments  against  this  treatment,  but  it  is  a  com- 
plex area  and  one  which  varies  greatly  among  companies.  The  basis  for 
determining  the  investment  base  is  perhaps  less  important  than  is  con- 
sistency of  treatment  from  period  to  period  and  the  recognition  of  other 
basic  factors  peculiar  to  the  particular  operation  in  the  programming  of 
expected  returns  on  investment. 

One  further  feature  of  progress  reports:  ^Vhere  applicable  and  feasible, 
the  central  office  with  its  staff  of  analysts  can  develop  pertinent  data  for 
the  several  industries  in  which  the  divisions  operate  and  include  in  the 
progress  reports  from  time  to  time  specific  measurements  of  the  various 
industry  participations. 

In  summary  of  the  foregoing,  programming  consists  of  three  operations: 
the  establishment  of  one-year  and  five-year  or  longer-term  objectives; 
the  translation  of  the  objectives  into  precise  and  standardized  financial 
schedules  called  programs;  and  the  comparison  of  accomplishment  with 
goals  by  means  of  monthly  progress  reports.  Division  programs  are  judged 
by  all  the  normal  criteria,  including  return  on  investment  applied  in- 
dividually for  each  division. 

Capital  Budget 

Although  somewhat  set  apart  from  programming  per  se,  the  capital 
budget  is  another  instrument  of  control  which  ties  in  closely.  In  a  de- 
centralized operation,  they  are  originated  by  the  divisions.  Each  sends  in 
a  list  of  the  capital  expenditures  it  believes  are  necessary  for  the  follo-^v- 
ing  fiscal  year,  with  estimated  costs,  explanations,  and  justifications.  The 
items  may  be  classified  under  headings  such  as  the  following: 

Expenditures  essential  to  continue  operations  and  to  maintain  quality 

standards 

Expenditures  involving  economies  in  operation 

Expenditures  incidental  to  expanding  present  capacity 

Expenditures  incidental  to  introducing  new  products  or  entering  ne^v 

business 

There  are  a  number  of  evaluation  processes  which  may  be  employed 
A  basic  principle  is  that  for  every  investment  in  a  capital  project  there 
are  a  number  of  alternatives.  One  alternative  ahvays  present  is  to  con- 
tinue present  practice.  The  primary  objective  is  to  select  the  alternative 
having  the  greatest  financial  advantage.  The  choice  between  alternatives 
is  based  on  the  difference  in  their  annual  costs.  By  means  of  an  "annual 
cost  method  of  comparison,"  any  savings  can  be  measured  in  terms  of  a 
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rate  of  return  on  the  extra  investment.  This  can  be  accompHshed  by 
appHcation  of  a  formula  which  converts  the  acquisition  cost  of  an 
alternative  and  its  operating  disbursements  (or  income)  of  the  future,  at 
a  particular  rate  of  return  over  the  period  of  economic  life,  into  annual 
cost.  The  rates  of  return  will  permit  consideration  of  projects  on  a  uni- 
form basis  according  to  financial  advantage. 

When  received  at  the  central  office,  the  division  capital  budget  requests 
are  reviewed  by  an  appropriations  committee  which  may  consist  of  the 
vice  presidents  of  finance,  manufacturing  and  engineering,  and  marketing. 
The  total  division  requests  normally  will  exceed  the  amount  available  for 
investment,  and  the  appropriations  committee  meets  with  representatives 
of  each  division  separately,  seeking  solutions.  The  budget  items  are  ex- 
amined and  discussed  at  length.  Those  which  demonstrate  the  less  satis- 
factory returns,  or  are  otherwise  inadmissible,  are  eliminated  and  an 
acceptable  total  capital  budget  is  ultimately  agreed  upon. 

Allocation  of  Headquarters  Expense  to  Operating  Units 

Almost  all  companies  make  some  sort  of  allocation  of  headquarters  or 
central-office  expense  to  their  decentralized  operating  units.  In  1957  the 
author  conducted  a  survey  directed  to  37  corporations  whose  physical 
structure  and  operating  characteristics  resembled  those  of  his  own  com- 
pany. 

The  purpose  of  the  survey  had  been  to  utilize  the  information  obtained 
to  assist  corporate  management  in  formulating  a  policy.  Unfortunately,  it 
revealed  that  no  one  method  was  being  employed  by  a  substantial  number 
of  the  responding  companies.  The  only  real  conclusion  which  could  be 
drawn  was  that  almost  all  the  companies  were  making  some  kind  of  allo- 
cation. Only  2  companies  of  the  33  replying  made  no  allocation  of  any 
kind;  2  more  made  only  statistical  allocations,  i.e.,  the  allocated  amounts 
were  shown  on  central-office  financial  statements  only  and  were  not 
actually  booked  by  the  operating  units;  and  3  more  allocated  only  ex- 
penses susceptible  to  direct  charge.  The  other  26  companies  made  direct 
allocations  on  a  wide  number  of  different  bases,  as  shown  in  Table  31-1. 

In  an  enterprise  with  great  diversity  of  operations  it  would  appear  that 
no  single  base  is  satisfactory.  A  composite  base  was  selected,  taking  into 
account  sales,  investment  base,  and  net  profit.  The  use  of  these  three 
factors  appeared  to  level  the  inequities  inherent  in  a  single-factor  basis. 
The  volume  of  business  of  a  division,  represented  by  sales,  bears  a  fairly 
direct  relationship  to  central-office  effort.  The  assets  employed  by  a 
division  in  producing  its  sales  volume  similarly  are  related  to  central- 
office  administrative  expense,  including  interest  paid  for  the  use  of  bor- 
rowed capital.  The  inclusion  of  the  net  profit  factor  in  the  formula  serves 
to  leaven  the  over-all  equation  by  introducing  the  profitability  of  the 
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sales  as  well  as  the  division's  ability  to  pay.  The  three  factors  are  com- 
bined on  an  "aggregate  index  basis";  that  is,  the  basic  figures  for  sales, 
investment,  and  profit  are  aggregated,  with  each  factor  influencing  the 
final  result  in  accordance  with  its  original,  unadjusted  magnitude. 


Table  31-1.  Allocation  of  Headquarters  Expense— A  Summary  of  Survey  Replies 


Item 


No  allocation    

Statistical  allocation— not  booked   

No   book   allocation    

Direct  expenses  allocated— residue: 

Not  allocated    

Allocated  on  a  composite  formula 

Allocated  on  a  judgment  basis   

Allocated  on  the  basis  of  sales   

Allocation  completely  on  basis  of  sales 

Various  bases— one  company   each: 

Direct  labor  dollars    

Subsidiaries  charged— divisions  charged  only  for  expenses 
directly    allocable    

Plant    population    

Some  expenses  on  sales  basis,  some  on  cost  of  sales 

Arbitrary    basis    

Various  bases,  depending  on  type  of  charge   

Total  payroll  dollars 

Cost  of  sales 

Labor  and  overhead  

Average  gross  assets   

No  one  basis  consistently 

Composite  formulas: 

Sales,  investment  capital,  profit   

Man-hours  in  committee  meetings,  wages  and  salaries, 
plant  and  equipment,  sales,  cash,  inventories    

Revenues  and  total  costs 

Payroll,  assets,  sales    

Number  of  employees  and  investment 

Sales  and  investment 


Number 


Total  number  of  replies 


2 
2 
4 

3  7 
Y 

2 

1  5 
~    4 

1 

1 
1 
1 
1 
1 
1 
1 
1 

1    i: 


Per  cent 


6.1 

6.1 

122 

9.1 

~6T 

6.1 

3.0 


21.3 


15.2 
12.1 


33.3 


18.1 
100.0 


The  use  of  this  formula  over  a  period  of  time  indicates  a  reasonably 
fair  basis  of  allocation  to  the  operating  divisions  and  one  which  is  gen- 
erally acceptable  to  the  division  managements. 

Other  Control  Features 

In  addition  to  programming  or  some  similar  over-all  control  technique 
applied  on  a  company-wide  basis,  a  sound  management  will  require  many 
other  features  of  control  at  all  operating  levels. 
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1.  Accounting  systems  should  be  tailored  to  produce  specialized  de- 
partmental and  division  control  reports  designed  to  check  and  measure 
performance  in  particular  areas. 

2.  Operating  budgets  in  depth,  which  tie  into  programs,  should  be 
established  at  all  levels  and  should  provide  detailed  measurement  of  all 
specialized  functions. 

3.  Research  and  development,  a  major  area  of  effort  and  expenditure 
in  modern  business,  should  be  subjected  to  comprehensive  planning  and 
control  processes.  No  class  of  expenditure  is  more  vital  to  progress,  but 
provisions  for  adequate  control  of  this  type  of  effort  are  frequently  weaker 
than  in  any  other  important  area  of  endeavor. 

4.  Cash  forecasts,  short-  and  long-term,  are  a  must  in  the  projection  of 
money  needs.  These  also  should  relate  basically  to  established  programs 
with  provision  for  near-term  flexibility  to  reflect  departures  from  pro- 
grammed performance.  Special  cash-flow  studies  must,  of  course,  be  pre- 
pared in  the  development  of  any  major  plan  such  as  an  acquisition  or  an 
important  expansion  project.  Similarly,  working-capital  projections,  based 
on  scheduled  or  programmed  operations,  will  present  in  advance  the  need 
for  borrowing  or  for  the  securing  of  additional  capital. 

The  use  of  programming,  as  described  herein,  or  of  budgets  with 
respect  to  any  business  activity  is  likely  to  be  successful  in  direct  propor- 
tion to:  .  ,    , 

1.  The  degree  and  character  of  top  management  support 

2.  The  organizational  depth  employed  in  their  development 

Mere  acquiescence  or  lukewarm  approval  on  the  part  of  management 
in  connection  with  the  instituting  of  a  budget  system  of  any  kind  is  not 
sufficient.  The  natural  reluctance  of  managers  at  any  level  to  circumscribe 
their  activities  or  to  advocate  performance  measurement  of  their  own 
efforts  requires  strong  action  by  top  management  in  giving  a  control 
system  the  essential  support. 

Fully  as  important  is  the  fact  that  budgets  should  not  be  developed 
by  the  ivory-tower  approach,  i.e.,  devised  by  finance  personnel  and  im- 
posed upon  the  operating  managers.  The  greater  the  depth  which  can  be 
achieved,  running  all  the  way  down  to  a  foreman  in  a  plant  department, 
for  example,  the  greater  the  acceptance  and  workability  of  a  budget.  If 
the  individual  directly  responsible  for  expenditures  in  a  given  area  is 
allowed  to  participate  as  one  of  the  architects  of  the  plan,  its  opportunity 
for  success  is  vastly  improved. 

A  survey  of  the  budgetary  practices  of  more  than  400  companies 
made  by  the  Controllership  Foundation  in  1958  shows  that  the  greatest 
deterrent  to  the  effective  functioning  of  a  budget  system  is  the  "human 
factor."   Participation  in   the  preparation  of  budgets  and  other  control 
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devices  by  middle  and  lower  management  may  well  represent  the  differ- 
ence between  success  and  failure  for  an  otherwise  technically  sound  instru- 
ment of  control. 

Planning  and  the  control  of  its  results  are  essential  elements  in  the 
successful  conduct  of  modern  business.  Perhaps  this  has  always  been  true, 
for  as  long  ago  as  500  B.C.,  Confucius  is  reported  to  have  said,  "A  man 
who  does  not  think  and  plan  long  ahead  will  find  trouble  right  at  his 
door." 


William  L.  McGrath 

CHAIRMAN  OF  THE  BOARD 
THE  WILLIAMSON  COMPANY 
CINCINNATI,   OHIO 


William  L.  McGrath's  managerial  background  is  both  broad  and  deep. 
He  joined  The  Williamson  Company  in  ip2o  and  has  been  continu- 
ously associated  with  the  company  since  that  time.  During  this  four- 
decade  period  he  has  played  an  active  role  in  every  area  of  manage- 
ment activity. 

In  spite  of  his  diverse  industrial  experience,  however,  Will  McGrath 
has  had  one  pervading  interest  throughout  his  business  career-people. 
He  unhesitatingly  states  that  people  are  the  most  important  factor  in 
an  industrial  organization-and  that  success  in  handling  people 
guarantees  the  success  of  the  enterprise.  Because  of  this  attitude,  Mr. 
McGrath  has  earned  an  enviable  reputation  as  one  of  the  truly  progres- 
sive leaders  in  the  field  of  employer-employee  relations. 

Mr.  McGrath's  efforts  are  not  known  in  the  United  States  alone. 
His  reputation  has  long  since  spread  to  many  other  countries  of  the 
Free  World.  For  four  years,  ig^g  to  19^2,  Mr.  McGrath  served  as  an 
industry  adviser  to  the  United  States  employer  delegate  to  the  annual 
June  conferences  of  the  International  Labor  Organization  in  Geneva, 
Switzerland.  In  19^4,  and  again  in  19^^,  he  served  as  the  United  States 
employer  delegate  to  the  conference,  heading  the  American  employer 
delegation.  In  19^4,  he  ivas  elected  for  a  three-year  period  as  the 
United  States  employer  representative  on  the  governing  body  of  that 
organization. 

After  eleven  years  with  The  Williamson  Company,  Mr.  McGrath, 
in  1931,  was  made  executive  vice  president.  He  served  in  this  capacity 
until  1943,  luhen  he  was  elected  president.  In  19^9,  he  was  named 
chairman  of  the  board. 

When  Will  McGrath  joined  Williamson,  the  company  was  mainly 
a  producer  of  heating  equipment.  Under  his  direction,  however.  The 
Williamson  Company  has  diversified  its  product  line  to  include  cool- 
ing equipment.  While  continuing  to  produce  its  original  products,  the 
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company   has   also    become   a    major   supplier   of   containers   for   jet 
engines,  missiles,  and  delicate  electronic  instrumentations. 

In  addition  to  his  affiliation  with  The  Williamson  Company,  Mr. 
McGrath  is  a  director  of  the  Cincinnati  Gas  &  Electric  Company,  the 
Fifth  Third  Union  Trust  Company,  the  Cambridge  Tile  Company, 
the  Cincinnati  Enquirer,  Incorporated,  and  The  American  Tool 
Works. 

Mr.  McGrath  is  also  very  active  in  management,  social,  and  civic 
organizations,  both  locally  in  Cincinnati  and  on  a  national  scale.  He 
is  a  past  national  president  of  the  Society  for  Advancement  of  Manage- 
ment and  of  the  Warm  Air  Heating  &  Air  Conditioning  Association. 
He  is  also  a  past  president  of  the  Queen  City  Optimist's  Club  and 
the  Cincinnati  Chamber  of  Commerce. 

Mr.  McGrath  is  a  director  of  the  Ohio  Chamber  of  Commerce  and 
a  member  of  the  Newcomen  Society  of  North  America,  the  Cojnmer- 
cial  Club  of  Cincinnati,  the  Queen  City  Club,  and  the  Cincinnati 
Club. 

Will  McGrath  is  a  native  Cincinnatian,  and  he  and  his  wife  and 
four  children — although  all  grown— still  reside  there. 

March,  i960 


CHAPTER     32 

Top  Management  and  the  Personnel  Activity 


For  this  chapter  I  would  have  preferred  the  title  "People  and  the  Boss." 
Let's  get  away,  for  the  moment,  from   that  official  ^vord   "personnel." 
In  Chapter  1  of  this  Handbook,  the  purpose  of  the  activity  area  which 
I  am  covering  is  given  as  follows: 

To  develop  and  administer  policies  and  programs  for  providing  an  effective 
organization  structure,  qualified  employees,  equitable  treatment,  advancement 
opportunities,  job  satisfaction,  and  adequate  job  security. 

This  is  an  excellent  summation  of  objectives.  But  ho^v  can  they  be 
attained?  Here,  in  my  opinion,  is  the  answer:  by  developing  all  the 
people  in  the  organization  into  a  working  team. 

It  is  to  this  subject  that  I  shall  address  this  chapter. 
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THE  BIG  UNLISTED  ASSET 

Every  financial  statement  includes,  on  the  asset  side,  the  item  PP8cE— 
property,  plant,  and  equipment. 

But  of  equal  significance  is  an  item  not  listed;  namely,  MW8cI— men, 
women,  and  ideas. 

Human  facilities  are  just  as  vital  as  physical  facilities  and  should  be 
given  equal  weight  in  top  management  thinking. 

The  typical  production  unit  is  man-plus-machine.  If  there  is  something 
wrong  with  either  one,  output  suffers. 

If,  on  a  machine,  the  controls  get  out  of  kilter,  or  the  lubrication  goes 
wrong,  or  anything  happens  to  slow  down  output  or  result  in  down  time, 
the  maintenance  department  is  on  the  job  in  a  hurry. 

But  what  happens  if  the  man  gets  out  of  kilter?  His  ideas,  which  are 
his  control  system,  may  go  wrong.  Then  he  slows  down.  The  result  is  less 
output  from  the  man-plus-machine  team,  due  this  time  to  the  human 
factor  instead  of  the  machine  factor. 

Now  the  maintenance  department  cannot  come  running  to  fix  up  a 
man's  ideas.  It  is  not  as  simple  as  all  that.  In  his  mind  distorted  notions 
and  misconceptions  may  have  been  gathering  for  some  time.  Some  of  his 
gripes  may  be  little  things  that  the  foreman  could  straighten  out,  but 
some  may  have  to  do  with  the  over-all  conduct  and  policies  of  the  com- 
pany. And  remember  that  these  days  there  is  always,  metaphorically 
speaking,  a  little  man  on  a  soap  box  telling  the  boys  in  the  plant  what  a 
dirty  deal  they're  getting. 

What's  going  through  this  man's  head  may  be: 

I  should  be  getting  the  same  rate  as  so-and-so. 

They  should  have  transferred  me  to  that  other  machine. 

Oh  well,  they  don't  give  a  darn  what  happens  to  me.  The  front  office  doesn't 
even  know  I  exist. 

Why  should  they  be  shifting  equipment  around  the  way  they  are?  They're  nuts. 

There  ain't  no  justice  anyhow.  The  bosses  and  the  owners  get  all  the  gravy 
and  to  heck  with  the  working  man. 

If  that  sort  of  thinking  is  running  through  the  plant,  there's  trouble- 
production  trouble.  And,  in  my  opinion,  it  is  too  often  top  management's 
fault.  The  industrial  relations  department,  working  with  the  foreman, 
can  straighten  out  things  like  comparative  job  rates  and  job  assignments. 
But  what  the  men  think  of  the  company  itself,  and  its  management,  is  in 
many  respects  beyond  the  power  of  the  industrial  relations  department 
to  handle. 

I  am  convinced  that  a  good  deal  of  the  unrest  in  industrial  plants  in 
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recent  years  is  due  to  the  fact  that  top  management  has  turned  over  to 
industrial  relations  departments  matters  having  to  do  with  human  rela- 
tions that  can,  and  should,  have  the  attention  of  top  management  itself. 
I  have  been  talking  thus  far  about  the  plant.  But  now  let's  go  into  the 
office.  Let's  look  into  the  mind  of  a  subdepartment  head: 

I  should  have  had  the  office  with  the  window. 

That  purchasing  agent  is  a  drip.  What  do  they  want  all  that  aluminum  for? 
No,  I  won't  get  out  that  report  for  Kelly.  Would  he  do  anything  for  me? 
There's  no  chance  to  get  anywhere  in  this  dump.  The  big  boss  never  even 
heard  of  me. 

Is  that  sort  of  thing  going  to  be  cured  by  top  management  conferences 
on  equipment,  product  design,  pricing  and  sales,  followed  by  golf  and 
a  trip  to  Washington? 

Here's  another  situation.  If  you  had  a  machine  in  your  plant  capable 
of  turning  out  30  parts  per  hour  and  you  found  it  was  being  operated 
to  produce  only  10  parts  per  hour,  you  would  do  something  about  it,  and 
fast.  But  in  the  corner  of  a  department  there  is,  let  us  say,  a  young  man 
named  Jones  sitting  on  a  dead-end  job.  He  knows  it  by  heart;  he  could 
do  it  with  his  eyes  closed.  He  has  spent  hours  dreaming  about  better 
ways  and  means  of  doing  various  things  he  sees  going  on  around  him.  He 
used  to  try  to  talk  to  his  department  head  about  some  of  his  ideas,  but 
he  got  nowhere  and  he  stopped  trying.  He  has  a  good  mind  that  is  quietlv 
going  to  dry  rot. 

"What's  the  use?"  he  says  to  himself.  "They  just  don't  give  a  darn.  The 
front  office  doesn't  even  know  I  work  for  the  company.  Heck,  Avith  the 
money  the  big  boss  is  making,  why  should  he  care?" 

There,  in  effect,  is  a  human  machine  capable  of  turning  out  30  units 
per  hour  being  operated  at  a  lo-unit-per-hour  rate.  But  is  anything  being 
done  about  it? 

I  have  painted  a  picture  here  that  you  may  think  is  extreme.  I  hope 
you  are  right.  Unfortunately,  I  fear  that  it  is  only  too  common. 

It  is  an  example  of  ineffective  use  of  human  facilities.  It  is  a  blueprint 
of  how  not  to  develop  the  people  in  the  organization  into  a  working  team. 

Whafs  Wrong? 

What's  wrong,  to  put  it  simply,  is  that  the  Boss  is  not  taking  a  proper 
interest  in  People. 

Which  is  unfortunate-because  People  are  always  interested  in  the  Boss. 

That  is  the  key  to  the  whole  situation.  What  the  Boss  thinks,  ^\'hat  the 
Boss  says,  even  what  the  Boss  looks  like— these  are  things,  to  talk  about 
for  a  week. 

Therefore  there  is  simply  no  substitute  for  the  Boss  appearing  in  per- 
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son.  The  Boss  must  get  out  into  the  plant;  he  must  get  around  the  office 
and  talk  to  people.  This  he  cannot  delegate,  for  the  very  reason  that  he 
is  the  Boss.  It  is  the  Boss  that  the  folks  want  to  see. 

People  aren't  logical;  they're  human.  That's  the  whole  point.  They  are 
full  of  whims  and  notions  and  quirks.  From  the  standpoint  of  cold  logic, 
a  company  president  with  top-efficient  production  experts  need  not 
actually  set  foot  in  a  plant.  So,  in  theory,  a  general  can  direct  a  battle 
from  his  tent.  But  historically,  what  does  the  general  always  do,  the  night 
before  the  battle?  "The  General  rode  through  the  ranks.  .  .  ."  You've 
read  it  time  and  again. 

If  the  Boss,  just  once,  can  step  up  to  a  man  at  a  machine  and  call  him 
by  name,  gone  forever  is  that  man's  idea  that  the  "front  office  doesn't 
even  know  I  exist."  Gone  too,  with  that  one  brief  moment,  is  the  con- 
cept of  the  Boss  as  an  inhuman  icy-blooded  dollar-squeezing  ogre.  It's 
amazing  what  it  means  to  a  man  in  the  shop  to  be  able  to  say,  "I  know 
the  Boss  personally." 

In  my  many  years  as  executive  head  of  our  company,  I  have  always 
made  it  a  point  to  get  into  the  plant  often  and  to  talk  to  as  many  of  the 
shop  people  as  possible,  both  individually  and,  in  situations  which  called 
for  it,  in  groups.  Many  times  I  have  talked  to  mass  meetings  of  everybody 
in  the  entire  organization.  I  have  done  this  as  a  consistent  and  necessary 
part  of  my  job.  I  know  what  it  means  to  have  the  Boss  come  around. 
/  started  in  a  shop  ?nyself. 

You  may  say  that  most  company  presidents  simply  can't  take  the  time 
to  do  this.  In  recent  years,  when  my  activities  have  taken  me  out  of  town 
a  great  deal,  I  myself  have  found  it  increasingly  difficult.  But,  you  see,  I 
have  a  counterpart  in  the  person  of  our  executive  vice  president.  Since  he 
was  top  man  when  I  was  gone,  he  became,  in  the  minds  of  the  men,  the 
Boss.  Actually,  the  two  of  us,  over  the  years,  have  constituted  a  top- 
management  team.  Let  me  illustrate  our  "personal  appearance"  theory 
by  an  incident  which  a  friend  of  mine  reported  to  me  not  long  ago. 

Our  executive  vice  president  was  taking  a  friend  of  mine  out  into  the 
plant  to  see  a  new  machine.  It  happened  to  be  just  at  change  of  shifts, 
with  men  coming  and  going.  Our  vice  president  was  talking  about  the 
machine,  but  my  friend  was  counting  on  his  fingers.  He  told  me  that 
between  the  time  they  entered  the  shop  and  the  time  they  reached  the 
machine,  our  executive  vice  president  had  called  seventy-six  men  by 
their  first  names. 

And  as  far  as  the  supervisory  and  office  people  are  concerned,  the 
procedures  described  later  in  this  chapter  ensure  that  our  executive  vice 
president  and  myself  are  consistently  on  a  basis  of  close  personal  ac- 
quaintanceship with  all  of  them. 

Well,  you  may  say,  that's  all  right  for  a  small  outfit  like  yours  (we 
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employ  about  500  people  in  the  plant  where  our  office  is  located  and  200 
in  another  plant  100  miles  away),  but  it  just  can't  be  done  in  a  big  com- 
pany. When  you  have  thousands  of  employees  and  many  plants  located 
around  the  country,  the  president  can't  do  that. 

Wait  a  minute.  I  didn't  say  the  president  had  to  do  it.  I  said  the  Boss 
had  to  do  it. 

To  the  people  in  an  operating  unit,  who  is  the  Boss?  The  president  of 
the  company,  located,  perhaps,  in  a  distant  city?  Oh,  no.  He's  merely  a 
legendary  character.  The  Boss  is  the  man  in  charge  of  that  operating  unit. 

It  is  up  to  the  executive  head  of  a  large  company,  therefore,  to  impress 
upon  the  heads  of  each  of  the  operating  units  the  necessity  of  doing  a 
human-relations  job  in  their  respective  units.  In  short,  to  the  people  in 
a  branch  plant  the  manager  must  be,  in  effect,  the  president. 

It  is  essential  that  plant  managers  are  given  the  freedom  to  do  the  right 
kind  of  a  job  along  this  line.  If  a  man  can't  talk  like  the  boss,  if  he  can't 
act  like  the  boss,  if  all  he  can  say  is,  "I'll  have  to  ask  the  home  office,"  how 
can  he  possibly  develop  the  proper  sort  of  boss-employee  personal  rela- 
tionship? 

I  have  often  wondered  how  large  an  operating  unit  can  get  and  still 
retain  the  personal  contacts  and  acquaintance  necessary  for  good  human 
relations.  Well,  when  you  get  above  500  people,  it  is  pretty  hard  for  the 
Boss,  any  boss,  to  know  and  see  enough  persons  individually.  So,  theoret- 
ically, there  ought  to  be  one  individual  for  at  least  each  500  people  who 
would  be  known  to  them,  and  recognized  by  them,  as  the  Boss.  He  does 
not  have  to  be  a  president  or  even  a  vice  president— but  to  them,  he  is 
the  company.  He  is  Top  Management. 

What  are  we  after?  Let's  put  it  this  way: 

If  every  employee  could  say,  "I  know  the  Boss,  I  believe  what  he  says, 
he  tells  the  truth,  he's  not  such  a  bad  guy,"  a  great  deal  would  be  ac- 
complished, right  there. 

But  for  the  desired  personal  relationship  between  the  People  and  the 
Boss  to  become  a  reality,  the  president  of  the  company  must  inaugiuate 
and  enforce  the  policies  and  procedures  required  to  effectuate  it.  He,  or 
his  counterpart,  must  pay  as  much  attention  to  human  assets  as  to  physical 
assets.  Along  with  PP8cE,  he  must  always  be  conscious  of  that  even  more 
important,  though  unlisted,  item  on  his  balance  sheet,  jNRV&I— men, 
women,  and  ideas. 

Misconceptions  and  Ignorance 

Now  let's  consider  the  /  in  MW&I-that  short  but  vital  word  ideas. 

Industrialists  are  often  so  preoccupied  with  what  people  make  that  they 
overlook  the  importance  of  what  people  think. 

But  it  is  ideas  that  determine,  basically,  the  course  of  a  company,  a 


TOP   MANAGEMENT  AND  THE  PERSONNEL  ACTIVITY  691 

country,  and,  for  that  matter,  all  mankind.  The  prime  example  is  today's 
world-wide  contest  between  private  competitive  enterprise  and  govern- 
ment ownership  and  control. 

What  people  do  and  how  they  act  is  determined  by  what  they  think. 
Therefore  faulty  thinking  can  impair  the  functioning  of  an  entire  indus- 
trial organization.  The  most  efficient  equipment,  the  most  systematic 
development  and  assignment  of  functions  and  lines  of  authority  and 
responsibility,  cannot  offset  the  harm  done  by  misconceptions  and  igno- 
rance. Let  us  take  those  two  words  in  sequence. 

The  Socialists  and  the  Communists— in  the  United  States,  especially  the 
Socialists— are  persistent,  clever,  and  plausible.  Remember,  the  basic  ob- 
jective of  the  Socialists  is  to  convince  people  that  the  system  of  private 
competitive  enterprise  is  all  wrong  and  that  the  state  should  take  over. 
The  first  step,  therefore,  is  to  create  dissatisfaction  with  our  present 
system.  Toward  this  end  they  have  consistently  fostered  certain  miscon- 
ceptions. These  false  concepts  have  been  mouthed  so  repeatedly  by 
"welfare  state"  politicians  and  by  labor  leaders  with  socialist  leanings  that 
a  great  many  people  have  come  to  believe  them.  Here,  for  example,  are 
three  of  them:  ,  , 

The  owners  and  the  bosses  get  too  much  of  the  income  of  the  company,  and 
the  workers  and  the  men  down  the  line  get  too  little.  That's  not  fair. 

Surveys  made  a  few  years  ago  showed  that  most  people  in  all  walks  of  life 
thought  that  the  average  industrial  company  made  an  annual  net  profit 
of  at  least  25  per  cent  on  sales! 

Companies  don't  need  to  save  any  money  out  of  their  earnings  for  reinvest- 
ment in  the  business.  That's  just  a  dodge.  It's  not  fair  to  the  ivorkers.  Companies 
could  pay  all  that  out  in  wages  and  finance  all  their  capital  needs  by  issuing 
stocks  or  bonds. 


This  has  been  seriously  advocated  by  a  union  spokesman. 


Competition  is  the  bunk.  The  big  fellows  get  together  and  fix  prices.  It's  all 
a  conspiracy  to  squeeze  more  out  of  the  working  man.  That's  not  fair. 

Come  election  time,  regardless  of  which  administration  is  in  office,  this 
record  is  dusted  off  and  played  again.  Unfortunately,  now  and  then, 
situations  do  occur  which  appear  to  lend  credence  to  the  idea.  Thousands 
of  people  believe  it. 

Here  are  three  charges  of  unfairness.  All  are  based  upon  deliberately 
fostered  misconceptions.  All  of  them  are  false;  certainly  they  are  false  as 
far  as  your  own  company  is  concerned.  But  do  your  employees  know  that? 

If  you  believed  these  charges,  would  you  give  wholehearted  allegiance 
to  the  company  for  which  you  worked?  If  your  whole  organization  is  shot 
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through  with  such  ideas,  how  can  you  expect  to  develop  what  you  term 
"employee  morale"? 

What  to  do?  Well,  there  is  an  old  proverb  that  says,  "The  best  defense 
is  the  truth."  The  answer  is,  "Give  the  people  the  facts  in  a  form  that  they 
can  understand." 

Dr.  Claude  Robinson  of  Opinion  Research  Corporation,  who  has  prob- 
ably done  more  investigating  of  employee  opinion  than  any  other  man  in 
the  country,  says: 

It  can  be  demonstrated  that  when  you  take  the  ideologies  of  people  with  dif- 
ferent informational  levels,  you  always  find  that  the  ideologies  swing  to  the  right 
as  the  facts  are  clearer  in  people's  minds.  That  is  demonstrable  over  and  over 
again.  It  doesn't  make  any  difference  what  income  groups  or  what  age  groups 
or  what  educational  groups  they  are;  that  basic  principle  holds.  The  more  people 
know  about  the  capitalistic  system,  the  more  they  believe  in  it. 

The  Boss  Must  Communicate 

This  is  a  job  of  communication  and  calls  for  the  participation  of  top 
management.  We're  back  to  "People  and  the  Boss."  Here  is  ^vhat  the  Boss 
should  tell  the  People  to  offset  the  three  misconceptions  listed  above: 

For  each  fiscal  year,  the  amount  of  the  company's  income,  where  it  came  from. 
an  itemization  of  the  purposes  for  which  it  was  spent,  how  much  money  the 
employees  got,  how  much  Uncle  Sam  got,  how  much  profit  was  left  for  the  com- 
pany, how  much  of  that  the  owners  got,  how  much  of  it  was  reinvested  in  the 
business. 

An  explanation  of  why  a  company  must  reinvest  a  certain  portion  of  its  earn- 
ings in  the  business,  in  order  to  keep  its  products,  plant,  and  equipment  up  to 
date  and  remain  competitive. 

An  explanation  of  the  working  of  the  free  competitive  system  and  a  description 
of  the  competition  faced  by  the  company. 

How  effective  will  such  information  be  in  correcting  misconceptions? 
This  will  depend  largely  upon  the  extent  of  past  personal  contact  be- 
tween the  Boss  and  the  People.  If  by  such  means  he  has  gained  their  con- 
fidence-if  they  know  the  Boss  and  they  believe  the  Boss-it  will  have  a 
very  substantial  impact. 

Now  let  us  consider  methods  of  communication.  There  are  onlv  t^vo 
ways  of  direct  communication  between  the  Boss  and  the  People-the 
spoken  word  and  the  written  word.  The  Boss  can  talk  to  people  in 
groups,  as  I  have  done;  publish  a  company  report  for  employees,  as  we 
have  done;  publish  employee  messages  in  the  plant  paper,  as  is  done  in 
many  companies;  issue  bulletins,  write  letters,  and  so  on.  But  that  is  not 
enough.  A  follow-through  job  must  be  done  with  middle  management 
people,  and  particularly  with  the  foremen. 

Opinion  surveys  have  shown  that  an  amazing  proportion  of  foremen 
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share  with  the  men  in  the  plant  the  misconceptions  I  have  cited  above. 
The  men  in  the  plant  expect  the  foremen  to  be  able  to  answer  questions. 
They  regard  the  foreman  as  a  man  (though  unreasonable  at  times)  of 
considerable  ability.  Therefore  it  is  vital  that  foreman  thinking  be  sound. 

To  accomplish  this  it  is  necessary  to  give  the  foremen  not  only  the  end 
facts,  but  the  explanation  behind  the  facts.  For  example,  why  a  deprecia- 
tion allowance?  What  is  working  capital,  how  is  it  acquired,  and  how 
used?  What  is  surplus?  How  does  a  company  tackle  competition?  What  is 
a  price-volume  relationship?  What  is  the  function  of  dividends?  What  is 
the  tax-earnings  relationship?  How  are  costs  related  to  competitive  prices? 

In  short,  foremen  should  be  given  a  course  in  the  practical  working  of 
the  competitive  free-enterprise  system,  in  terms  of  the  actual  problems  of 
their  own  company.  Only  then  will  they  have  the  degree  of  understanding 
that  will  enable  them  to  evaluate  properly  their  own  functions  and  to 
answer  intelligently  questions  asked  them  by  the  people  in  their  depart- 
ments. I  shall  later  describe  the  way  in  which  this  is  done  in  our  own 
company. 

So  much  for  misconceptions.  Now  let  us  go  on  to  the  subject  of  igno- 
rance. I  must  differentiate  carefully  between  these  terms.  Misconceptions 
are  false  ideas  implanted  in  people's  minds  from  the  outside.  By  igno- 
rance, I  mean  lack  of  knowledge  of  company  affairs  because  men  are  not 
properly  informed  of  what  is  going  on  in  the  company. 

I  cited,  in  the  beginning  of  this  chapter,  the  imaginary  case  of  the 
subdepartment  head  who  thinks,  "That  purchasing  agent  is  a  drip— what 
do  they  want  all  that  aluminum  for?"  Obviously  nobody  had  told  him 
that  on  one  part  of  the  company's  product  they  were  shifting  from  galva- 
nized steel  sheet  to  aluminum.  This  is  an  oversimplified  example,  given 
to  illustrate  the  principle  involved. 

If  all  the  supervisory  people  in  an  organization  are  to  work  on  a  team, 
each  person  on  the  team  must  know  what  the  other  members  of  the  team 
are  doing.  A  football  eleven  would  certainly  be  ih  a  mess  if  the  quarter- 
back called  a  play  known  only  to  the  fullback,  leaving  the  rest  of  the 
players  to  guess  at  what  was  going  on.  And  yet  that,  I  regret  to  say,  is 
what  happens  only  too  often  in  companies  today. 

Unless  there  is  a  system  of  cross-sharing  of  information,  departmental- 
ization can  be  carried  to  a  point  of  utter  confusion,  where  each  sub- 
department  head  is  concerned  only  with  his  own  little  bailiwick  and 
coordination  is  well-nigh  nonexistent. 

A  Personal  Relationship  Is  Needed.  The  job  cannot  be  done  by  bulletins 
or  memoranda.  A  man  can't  ask  questions  of  a  bulletin.  There  is  simply 
no  substitute  for  group  discussion-and  furthermore,  the  Boss  must  be 
there,  because  in  many  cases  he's  the  fellow  who  has  to  answer  the  ques- 
tions. 
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In  our  company,  therefore,  one  or  more  of  our  principal  executives 
attend  a  never-ending  series  of  meetings,  all  designed  to  make  sure  that 
everybody  understands  the  what  and  why  of  things.  For,  without  such 
understanding,  there  can  be  no  effective  teamwork. 

Let's  start  with  the  monthly  meetings  of  the  entire  management  per- 
sonnel of  the  company,  including  the  supervisors.  These  meetings  are 
presided  over  alternately  by  the  executive  vice  president  of  our  company 
and  myself.  At  these  meetings  all  the  facts  of  our  company's  busmess,  as 
well  as  any  other  topic  that  may  be  of  general  interest,  are  discussed.  A 
few  of  the  subjects  that  we  cover  in  these  meetings  are  as  follows: 

1.  The  current  operating  picture  of  the  company 

a.  Profit  and  loss  by  division  or  product 

b.  Cost  of  sale  by  class  of  sale 

c.  Comparison  of  actual  to  budget 

d.  Current  financial  position 

2.  Sales  outlook  for  the  future  and  performance  to  date 

3.  New  products  under  test  or  planned 

4.  Current  inventory  position 

5.  Current  material  availability  and  outlook  for  the  future 

6.  Major  plans  for  the  future 

This  is  done,  again,  on  the  principle  that  the  more  people  understand 
about  a  situation,  the  more  they  know  the  actual  facts,  the  better  thev 
will  work  in  cooperation  with  one  another  to  get  done  what  has  to  be 

done. 

We  do  this  because  of  the  belief  we  hold  that  responsibihty  educates, 
that  we  can  in  this  manner  give  to  each  individual  an  opportunity^  to 
express  himself-his  opinions-on  matters  not  of  a  secondary  nature,  but 
rather  those  subjects  representing  the  heart  of  the  problems  of  runnmg 

a  business. 

At  these  meetings  the  supervisors  from  the  various  departments  n> 
volved,  such  as  finance,  sales,  maintenance,  production,  engmeering,  m- 
dustrial  relations,  rotate  in  their  reporting,  in  order  to  provide  each  per- 
son with  the  opportunity  of  getting  on  his  feet  and  expressmg  hmisell. 

We  believe  that  people  normally  like  to  talk  and  that  they  have  ideas 
on  most  subjects  but  are  frequently  reluctant  to  express  themselves  before 
a  group  of  people.  We  have  found  that  these  meetings  provide  the  neces- 
sary occasion,  as  well  as  the  opportunity,  to  persuade  them  to  say  ^^•hat 

they  believe.  .         . 

They  realize  that  they  are  expected  to  say  something,  and  they  imau- 
ably  rise  exceptionally  well  to  the  challenge.  As  this  experience  is  repeated 
over  and  over,  they  begin  to  lose  some  of  their  shyness  and  begin  to 
express  themselves  more  and  more  effectively. 
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Cultivating  ability  to  state  ideas  calmly  and  clearly  opens  up  the 
opportunity  to  tap  the  reservoirs  of  information  reposing  in  our  super- 
visory force  and  to  direct  this  knowledge  into  constructive  channels  of 
activity. 

This  medium  of  communication  also  affords  our  supervisory  people 
self-satisfying  relief  from  frustration  that  comes  with  the  vocal  paralysis 
experienced  by  many  who  may  wish  to  express  themselves  but  seem 
unable  to  do  so  until  they  are  actually  pushed  into  it. 

Through  this  type  of  people  relationship,  the  person  with  latent  ability 
is  given  the  opportunity  to  prove  his  worth  and  his  capacities  to  the 
executive  management  of  his  company.  It  provides,  furthermore,  a  won- 
derful opportunity  for  the  development  of  future  management  leader- 
ship. 

We  mentioned  before  that  one  of  the  subjects  discussed  at  these  meet- 
ings is  our  current  operating  picture.  As  part  of  this  discussion  we  cover, 
at  the  appropriate  time,  our  sales  and  earnings  forecast  for  the  coming 
year.  This  is  done  in  dollar  figures;  the  entire  group  has  the  same  facts  as 
the  front  office. 

One  year  the  going  looked  pretty  tough.  The  outlook  for  our  business 
was  not  good.  Our  sales  projection  and  operating  forecast  indicated  that 
we  might  come  out  of  the  coming  year  with  a  net  profit  of  one-half  that 
of  the  previous  year.  The  competitive  picture  was  such  that  an  increase 
in  price  was  out  of  the  question;  in  fact,  we  had  to  reduce  prices  to  hold 
our  market. 

Cost  savings  were  obviously  imperative.  The  problem  was  laid  before 
the  full  meeting.  Everybody  was  asked  to  come  up  with  cost-reducing 
ideas.  Meanwhile  top  management  also  went  to  work  on  the  situation. 

The  cumulative  result  was  a  cost-reducing  program  that  was  fine  as  far 
as  it  went,  but  it  did  not  go  far  enough.  Even  with  the  indicated  savings 
we  would  have  to  reduce  salaries,  and  profit-sharing  bonuses  would  be 
out  of  the  question. 

I  so  reported  at  the  next  meeting.  I  said,  "If  you  want  salary  levels 
maintained,  and  if  you  want  Christmas  bonuses,  we'll  have  to  do  better 
than  we  have  so  far." 

You  should  have  seen  the  commotion  that  followed.  Somebody  said, 
"How  much  profit  do  we  have  to  make  to  hold  salary  levels  and  assure 
Christmas  bonuses?"  And  finally,  the  big  question,  "How  much  7nore 
must  we  cut  costs  in  order  to  earn  that  profit?" 

I  gave  them  the  answer  in  a  dollar  figure.  Throughout  the  following 
six  weeks  ideas  came  pouring  in.  The  end  result  was  that  our  costs  were 
cut  the  required  amount.  And  the  big  pay-off  came  when,  toward  the  end 
of  the  year,  business  turned  upward,  enabling  us  to  net  a  margin  on 
increased  volume  which  we  would  not  have  enjoyed  had  not  previous 
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economies  been  made.  Our  profit  picture  ever  since  has  been  improved 
because  of  the  economies  effected  in  the  emergency. 

I  cite  this  as  a  specific  example  of  personal-relationship  teamwork, 
founded  upon  complete  disclosure  of  the  facts  to  all  members  of  the  team. 
Top  management,  working  alone,  could  not  have  done  this;  all  manage- 
ment, working  together,  did  it. 

In  addition  to  these  monthly  meetings  we  have  AVednesday-afternoon 
seminars  for  supervisors  (these  do  not  require  the  presence  of  the  Boss) 
at  which  are  discussed  subjects  such  as  basic  psychology,  human  behavior 
and  motivation,  handling  of  grievances,  creating  job  satisfaction,  leader- 
ship qualities,  effective  speaking,  on-the-job  training  of  workers,  satetv 
procedures,  company  rules  and  regulations,  standard  costs,  and  time-studv 
fundamentals.  And  we  have  worked  out  arrangements  with  local  educa- 
tional institutions  whereby  supervisors  can  take  outside  courses  in  various 
subjects,  including  economics.  I  mention  all  this  to  give  the  full  measure 
of  the  way  in  which  we  work  with  our  supervisors  as  people. 

There  are  the  usual  functional  meetings  in  our  company;  for  example, 
Monday-afternoon  meetings  of  all  division  managers  with  the  wo  top 
executives  and  Saturday-morning  meetings  of  each  operating  division 
manager  with  his  own  supervisory  staff. 

But  what  I  have  said  thus  far  is  only  part  of  the  story. 

A  MEANS  OF  DEVELOPING  PEOPLE 

From  the  day  you  install  a  new  machine  in  your  plant,  it  starts  running 
downhill  because  of  physical  wear  and  tear  and  obsolescence  So  you 
depreciate  it  over,  probably,  a  twenty-year  period.  During  all  that  time 
it  will  never  be  any  better  than  when  you  got  it.  Its  performance  will 

gradually  decline. 

But  now  let's  take  a  young  man  and  put  him  in  your  plant.  If  you  gne 
him  fair  treatment,  the  facts  he  needs  to  develop  his  understanding,  and 
the  mental  tools  he  needs  to  function  properly,  he  will  do  just  the  op- 
posite of  the  machine.  Instead  of  depreciating,  he  will  apprecmle.  .\t 
the  end  of  twenty  years  his  productive  value  may  be  five,  ten,  even  twentv 
times  what  it  was  when  he  first  came  to  work.  He  will  reverse  obsolescence. 

It  is  standard  practice  to  write  oft  machines,  over  the  years,  in  order  to 
maintain,  on  the  balance  sheet,  a  realistic  figure  for  PP&E.  But  how  manv 
companies  have  an  active  program  of  human  development,  so  that  thev 
can  write  up  that  intangible  unlisted  asset,  MW&I-men,  Avomen.  and 
ideas-to  its  maximum  potential? 

In  our  company,  we  realized  very  early  that  our  policy  of  givmg  everv- 
body  (especially  our  supervisory  people)  all  the  facts  about  the  business 
was  g  nerating  a  great  deal  of  excellent  thinking  throughout  the  com- 
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pany.  We  were  amazed  at  the  way  constructive  suggestions  would  pop  up 
from  the  most  unexpected  quarters. 

There  should  be,  we  decided,  some  machinery  by  which  a  company 
would  be  able  to  get  the  benefit  of  these  ideas,  some  way  whereby  more 
men  could  contribute  to  the  formulation  of  policy  and  the  development 
of  practices  and  procedures.  This  led  to  our  adopting  a  system  of  man- 
agement development  conceived  a  number  of  years  ago  by  Charles  P. 
McCormick  of  Baltimore,  which  he  named  "multiple  management." 

The  idea  of  a  junior  or  advisory  board  of  directors  to  discuss  company 
problems  and  make  recommendations  to  the  senior  corporate  board  is  not 
new.  An  excellent  summary  of  the  use  of  junior  boards  is  presented  by 
John  R.  Graf  in  his  book  entitled  Junior  Boards  of  Executives.  Multiple 
management  merely  carries  the  idea  somewhat  further. 

In  our  company  we  have  three  advisory  boards:  the  junior  board,  the 
factory  board,  and  the  sales  board. 

The  junior  board  of  directors  was  the  first  of  the  three  to  be  organized, 
and  this  took  place  in  the  fall  of  1938.  The  original  board  was  selected 
by  our  senior  officers,  but  from  that  time  on  membership  on  the  board 
has  been  determined  through  the  process  of  election.  The  factory  board 
followed  the  junior  board,  and  then  came  the  sales  board. 

The  junior  board  consists  of  ten  members  from  executive  or  semi- 
executive  capacities  in  the  administrative  branch  of  our  company. 

The  factory  board  is  composed  of  eleven  members,  who  are  selected 
from  the  supervisory  personnel  of  the  production  and  service  depart- 
ments. 

The  membership  of  the  sales  board  varies  from  time  to  time.  Its  mem- 
bership is  drawn  from  home-office  executives  in  sales  and  advertising 
capacities,  as  well  as  sales  supervisors  in  the  field. 

Only  people  performing  functions  of  management  are  eligible  to  mem- 
bership on  these  boards.  It  should  be  emphasized  that  if  a  man's  job 
meets  the  qualifications  of  a  "bona  fide  executive,  administrative,  or 
professional  employee,"  as  defined  by  the  Fair  Labor  Standards  Act,  he  is 
a  salaried  employee  and  he  is  a  member  of  the  management  team. 

Activities  of  the  Junior  Boards 

These  boards  hold  regular  stated  meetings  which  are  conducted  on  the 
basis  of  parliamentary  procedure.  Members  discuss  and  recommend  action 
on  problems  affecting  all  phases  of  our  business. 

The  junior  board  concerns  itself  primarily  with  problems  of  an  ad- 
ministrative nature,  the  factory  board  with  those  relating  to  manufac- 
turing and  maintenance,  and  the  sales  board  ^vith  items  respecting  the 
design  and  marketing  of  our  products. 

Elections  to  these  boards  are  held  every  six  months,  in  June  and  Decem- 
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ber,  at  which  time  four  present  members  are  automatically  dropped.  New 
members  are  selected  from  an  eligibility  list  prepared  by  the  executive 
vice  president  and  myself.  This  rotation  of  board  membership  provides 
an  opportunity  for  practically  every  member  of  the  supervisory  force  to 
serve,  from  time  to  time,  on  one  of  these  boards. 

The  members  of  the  boards  do  most  of  their  basic  work  of  investiga- 
tion and  study  through  the  medium  of  small  committees.  These  commit- 
tees, in  turn,  submit  their  written  reports  to  the  regular  meeting  of  their 
full  boards  in  the  form  of  recommendations.  After  discussion,  the  recom- 
mendation is  put  to  a  vote.  To  become  effective  it  must  be  passed  unani- 
mously. It  is  then  presented  to  the  corporate  board  of  the  company  for 
acceptance  or  rejection.  If  accepted  by  the  corporate  board,  it  is  then 
turned  over  to  the  line  organization  of  management  to  be  put  into  effect. 

The  three  subordinate  boards  are  recommending  bodies  only;  they 
have  no  power  of  execution.  Any  action  to  be  taken  on  any  recommenda- 
tion they  make  must  initiate  with  the  corporate  board. 

This  form  of  management,  through  the  multiple  effect  of  many  minds 
working  together,  brings  into  being  suggestions  that  will  improve  the 
operation  of  any  company.  It  provides  a  method  of  communication  that 
operates  three  ways:  (i)  from  top  to  bottom,  (2)  from  bottom  up,  and  (3) 
horizontally. 

The  following  are  a  few  examples  of  the  types  of  subjects  discussed  by 
our  multiple-management  boards.  Some  of  them  are  of  a  technical  nature, 
applicable  only  to  our  particular  manufacturing  operations.  I  list  them, 
however,  to  show  the  extent  to  which  these  boards  concern  themselves 
with  the  details  of  the  operation  of  the  company: 

Junior  Board 
Consolidation  of  warehouse  operations 
Handling  of  work-order  requisitions  and  work  orders 
Methods  of  cementing  human  relations 
Handling  of  overtime  requests 
Quality  standards 

Inspection  of  incoming  materials  and  handling  of  rejects 
Study  of  plant  parking 
Employment  policy  as  to  married  women 
Handling  of  incoming  mail 
Pilot  runs  of  new  products 
Advertising  slogans 
Improvements  in  assembly  room 
Cafeteria  situation 
Classification  and  indexing 
Improvement  in  office-building  interior 
Procedure  for  handling  pickup  and  add-on  orders 
Policy  as  to  garnishments,  orders  of  attachment,  and  levies 
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Factory  Board 
Permanent  pallets  for  crates 
Use  of  magnetic  crip  shield  as  gauge 
Redesign  of  filter  supports 
Improved  plant  lighting 
Permanent  wiring  diagram  for  control  box 
Elimination  of  one  operation  in  making  of  side  panels 
New  gauge  on  toggle  press 
Reduction  of  cost  in  lawn  care  and  upkeep 
Reducing  cost  of  plant  protection 
Change  in  breaking  operation 
Change  in  furnace-panel  specifications 
Elimination  of  secondary  operation  in  end  cutting 

First-aid  kits  ^  ,.  '' 

Elimination  of  ground  strip  in  special  furnaces  - 

Stenciling  sizes  on  pipe  cartons  at  production  line 
Method  of  transporting  cartons 
Adding  notch  to  a  part  to  facilitate  assembly 
Split  taper  ends  of  flue-collector  boxes 

Sales  Board  .  •         .   - 

Newspaper  advertising  ^  -^ 

Advertising  folders  and  booklets  ,  ,  -       '  , 

Display  wall  charts  ,         , 

Catalogue  '  '         '     '  ^. 

Trade-paper  advertising  '- 

Reduction  in  freight  costs  ,  .  ' 

Change  in  product  sizes 
Change  in  product  types  and  design 
Shipping  item  list  for  jobbers 

Sales  and  engineering  training  and  service  program 
Product-development  program 
Pricing  program 

Manufacture  instead  of  purchase  of  a  product  component 
Participation  in  trade  show 

Here  you  have  a  perfect  example  of  the  truth  of  the  old  axiom  that  the 
whole  is  equal  to  the  sum  of  all  its  parts.  A  company  is  no  bigger  than  its 
parts,  no  better  than  its  parts.  It  is  careful  attention  to  details,  throughout 
the  organization,  that  constitutes  in  the  composite  the  operation  of  the 
company  as  a  whole. 

Note  the  range  of  the  subjects  discussed  by  the  boards.  Then  think 
back  to  my  previous  description  of  our  regular  monthly  meetings  of 
management  personnel  and  the  grotmd  covered  in  these  meetings.  Do  you 
see  now  what  I  mean  by  familiarizing  people  with  all  phases  of  the  busi- 
ness? 
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I  am  convinced,  as  a  result  of  my  personal  experience  with  our  general 
supervisory  meetings  and  our  multiple-management  board  meetings,  that 
any  company,  if  it  uses  the  techniques  required,  can  develop  from  within 
its  own  ranks  the  men  needed  for  practically  every  management  position, 
including  the  presidency. 

Here,  for  example,  is  a  little  table  summarizing  the  sort  of  thing  that 
has  happened  in  our  company: 


Starting  Position 

Blueprint  boy 

Castings  driller 

Clerk 

Clerk 

Clerk 

Draftsman 

Draftsman 

Factory  clerk 

Furnace  cleaner, 

retail  sales 
Inspector 
Inspector 
Machinist  helper 
Office  boy 
Office  boy 
Office  boy 
Office  boy 
Parts  assembler,  C, 

fittings  Department 
Punch  press  operator 
Punch  press  operator 
Research  worker 
Salesman 
Salesman 
Shear  operator 
Shipping  helper 
Stock  boy 

Stock  boy 

Switchboard  operator 
Timekeeper 


Present  Position 

Secretary-treasurer 

Executive  vice  president 

Vice  president,  Retail  Sales 

Vice  president,  Furnace  Division  and  Jobber  Sales 

Assistant  purchase  agent  (Container  Division) 

Vice  president,  Engineering 

Supervisor,  Design  Engineering 

Procurement  manager 

Supervisor,  Test  Laboratory 

Supervisor,  Fittings  Department 
Supervisor,  Product  Engineering 
Supervisor,  Warehouse  and  Shipping 
Assistant  purchase  agent  (Furnace  Division) 
Assistant  secretary  and  treasurer 
Advertising  manager 
Traffic  manager 
Supervisor,  Fittings  Department 

Supervisor,  Maintenance  Fittings  Department 

Supervisor,  Market  Analysis  and  Cost  Control 

Research  engineer 

President 

Vice  president.  Dealer  Sales 

Supervisor,  Furnace  and  Maintenance  Departments 

Industrial  relations  manager 

Vice    president,    Light    Sheet    Metal   Production    and 

Fittings  Sales 
Supervision,  Furnace  Department 
Superintendent,  Fittings  Department 
Supervisor,  Accounting  Department 


This  has  been  the  result  of  utilizing  ways  and  means  to  develop  the 
capacity  of  men  to  appreciate,  in  productivity  and  ability,  over  the  years. 
There  is  nothing  more  fascinating  than  to  watch  young  men.  as  thev 
gain  in  understanding,  unfold  and  blossom  out  right  before  your  eyes. 
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But  now  let's  go  back  to  my  basic  premise.  Under  our  system,  top 
management  is  well  acquainted,  personally,  with  every  single  individual 
in  the  company  performing  any  management  function.  Conversely,  all 
these  people  know  the  Boss  so  well  that  they  feel  not  the  slightest  hesita- 
tion in  talking  to  the  Boss  about  anything.  And  they  know  the  company 
backward  and  forward,  inside  and  out.  They  have  been  given  complete 
information.  The  result  is  the  combination  of  friendly  personal  rela- 
tionships   and    adequate    communication    essential    to    teamwork. 


THE  INDUSTRIAL  RELATIONS  DEPARTMENT 

For  some  pages,  now,  we  have  been  discussing  management  personnel. 
Let  us  turn  to  the  hourly  paid  men  in  the  plant.  Here  we  enter  the 
province  of  industrial  relations. 

More  and  more,  in  recent  years,  the  industrial  relations  department 
has  had  constantly  to  face  two  ways  at  the  same  time,  inward,  toward 
the  employees,  and  outward,  toward  the  union  to  which  they  belong. 
Where  a  company  has  an  independent  union,  or  a  local  which  is  virtually 
autonomous,  such  is  not  the  case,  but  the  trend  is  toward  bargaining, 
not  with  employees,  but  with  an  agent  of  a  national  union. 

The  industrial  relations  function  therefore  divides  itself  into  two 
related  but  distinct  phases:  the  external  phase,  having  to  do  with  col- 
lective bargaining,  and  the  internal  phase,  having  to  do  with  personnel 
and  employment  practices.  ^ 

External  Phase 

Let  us  first  turn  to  the  external  phase  of  industrial  relations,  collective 
bargaining. 

In  the  case  of  our  own  company,  this  has  not  been  external.  It  happens 
that  our  employees  are  represented  by  a  certified  independent  union, 
and  a  strong  and  effective  one.  The  fact  that  it  is  strong  and  effective,  I 
feel  sure,  is  a  direct  reflection  of  the  mutual  understanding  and  respect 
in  which  the  people  in  our  management  group  and  the  people  in  our 
worker  group  hold  one  another. 

So  I  cannot  speak  from  personal  experience  about  the  problems  of  a 
company  which  must  negotiate,  not  with  its  employees,  but  with  a  bar- 
gaining agent  of  a  national  union. 

I  am  told  that  such  bargaining  requires  a  high  degree  of  professional 
skill  and  specialized  experience  and  that  only  a  trained  industrial  rela- 
tions expert  should  undertake  it.  I  am  not,  as  I  said,  in  a  position  to 
question  that  premise.  But  I  do  question,  and  seriously,  some  of  the 
practices  which  appear  to  result  from  the  acceptance  of  that  premise. 

The  president  of  a  company  says  to  his  industrial  relations  manager. 
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"You  go  ahead  and  run  your  show  and  don't  bother  me.  Remember,  the 
vital  thing  is  that  we  have  no  trouble.  I  don't  want  production  stopped. 
And  don't  come  to  me  except  in  case  of  emergency." 

But  when  the  emergency  comes,  it  may  be  too  late.  For  the  groundwork 
of  mutual  trust,  based  upon  personal  People-Boss  relations,  has  not  been 
laid. 

Let  me  repeat  what  I  said  earlier  in  this  chapter: 

People  are  always  interested  in  the  Boss.  There  is  simply  no  substitute  for 
personal  appearance.  He  must  get  out  into  the  plant  and  talk  to  the  people 
This  he  cannot  delegate,  for  the  very  reason  that  he  is  the  Boss.  It  is  the  Boss 
that  people  want  to  see. 

Let  me  repeat  also  this  paragraph: 

If  every  employee  could  say,  "I  know  the  Boss,  I  believe  what  he  says,  he  tells 
the  truth,  he's  not  such  a  bad  guy,"  a  great  deal  would  be  accomplished. 

Again  bear  in  mind  that  by  the  Boss  I  don't  mean  necessarily  the 
president  of  the  company-I  mean  the  top  man  of  an  operating  unit,  the 
man  people  look  to  as  the  Boss. 

That  is  what  I  mean  by  the  "groundwork."  For  that  is  what  determines 
the  climate  under  which  negotiations  are  conducted. 

Let  us  assume  that  a  big  collective-bargaining  issue  is  coming  up,  one 
that  involves  the  threat  of  a  strike. 

You  may  say  that  today  the  bargaining  function,  from  the  emplovee 
side,  has  passed  from  the  local  shop  committee  into  the  hands  of  the 
representative  of  the  national  union.  But  the  strength  of  the  union 
agent's  position  is  still  determined,  to  a  large  extent,  by  the  beliefs  and 
the  sentiments  of  the  employees. 

Suppose  the  issue  comes  to  a  head.  Both  the  union  and  the  company 
present  their  cases  to  the  employees  and  to  the  public.  Let  us  consider 
contrasting  positions. 

If  employee  sentiment  is  to  the  effect  that  "the  boss  doesn't  give  a  darn 
about  us,  he  doesn't  know  us  and  we  don't  know  him,  why  should  we 
believe  what  he  says,  the  big  shots  get  too  much  and  we  get  too  little"- 
and  this  feeling  is  spread  by  the  employees  throughout  the  community- 
the  company  is  handicapped  from  the  start. 

But  if  employee  sentiment  is  to  the  effect  that  "we  know  the  Boss,  we 
believe  what  he  says,  he's  given  us  the  low-down,  sure,  our  union  man  is 
all  out  for  us  but  he's  twisting  the  facts,  perhaps  he's  going  too  far  in 
what  he's  demanding"-and  that  feeling  is  reflected  in  the  communitv- 
the  chances  of  averting  a  strike  are  infinitely  better. 

Personally,  I  think  that  the  trend  toward  industry-wide  bargaining  is 
most  unfortunate.  It  takes  bargaining  out  of  the  hands  of  employees  and 
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places  it  in  the  hands  of  outside  professional  agents.  It  literally  destroys 
a  major  aspect  of  employer-employee  relations. 

Even  in  large  companies  with  many  plants,  and  in  industries  in  which 
industry-wide  bargaining  has  become  the  practice,  personal  relations 
and  acquaintanceship  between  the  Boss  of  the  plant  and  the  members  of 
the  local  shop  committee  should  be  maintained.  Bear  in  mind  that  what 
the  shop  committee  thinks  of  the  Boss  is  reflected  throughout  the  plant; 
and  if  the  shop  committee  thinks  he's  a  "pretty  good  guy,"  it  is  that  much 
harder  for  the  outside  union  agent  to  stir  up  emotional  animosity  and 
resentment  against  the  management. 

The  fact  is  that  there  are  a  good  many  companies,  of  small  or  medium 
size,  that  still  succeed  in  bargaining  with  their  employees  through  the 
shop  committee.  Some  of  these  companies  have  independent  unions.  Some 
have  locals  of  national  unions,  but  the  shop  committee  retains  control 
of  the  bargaining  function.  The  union  agent  can  advise,  he  can  suggest, 
but  he  cannot  dictate.  These  are  companies,  I  firmly  believe,  in  which 
personal  relations  between  the  Boss  and  the  People  have  been  properly 
maintained. 

Internal  Phase 

The  internal  objectives  of  an  industrial  relations  department  are  ex- 
cellently summarized  in  the  Sears  World,  the  Sears,  Roebuck  and  Com- 
pany magazine,  as  follows: 

Our  company's  personnel  program  will  be  directed  toward  providing  employees 
with: 

A  chance  to  get  ahead 
A  chance  to  earn  a  good  living 

Reasonable  security  for  themselves  and  their  families 

Opportunity  to  do  something  worthwhile  and  to  be  recognized  for  this  con- 
tribution 

Information  about  what  is  going  on  and  a  voice  in  things  affecting  them 
Working  conditions  that  are  considerate  of  their  safety  and  health 
The  kind  of  leadership  in  which  they  can  have  confidence 

The  industrial  relations  department,  with  top  management  consulta- 
tion and  approval,  sets  up  policies  and  procedures  aimed  at  such  objec- 
tives. 

In  our  company,  personnel  practices  follow  in  many  respects  a  pattern 
which  is  generally  accepted  and  which  therefore  calls  for  no  detailed  de- 
scription here.  Such  features  are  covered  briefly  in  the  following  summary, 
abbreviated  from  our  Employees'  Manual: 

A  major  objective  of  steady  work  and  steady  pay 

Wages  equal  to  or  better  than  the  community  average  for  similar  work 
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The  usual  time-and-a-half  provisions,  plus  seven  paid  holidays  per  year 

Seniority 

Vacations  with  pay 

Complete  group-insurance  protection 

Service  awards 

Suggestion  plan  (paid  awards) 

Employee  purchases  of  company  products  at  discount 

Employee  company  stock-purchase  plan 

Applicant  testing  and  physical  examination 

Three  months'  probationary  period 

Relatives  of  employees  ineligible  for  employment 

Grievance  procedure 

Cafeteria,  rest  rooms,  lockers,  showers,  vending  machines,  parking  space 

Baseball,  basketball,  bowling,  etc. 

Credit  union 

Medical  aid 

In  addition,  our  Employees'  Manual  (printed  and  given  to  every  em- 
ployee, which  we  believe  very  important)  contains,  spelled  out  in  detail, 
our  safety  regulations;  regulations  as  to  ringing  in  and  out,  absences, 
tardiness,  wage  advances,  and  the  like;  and  a  set  of  rules  for  employee 
conduct  and  behavior,  with  specific  penalties  for  infractions. 

As  I  said  before,  the  foregoing  conform  in  the  main  to  general  practice. 
There  are,  however,  certain  features  of  our  personnel  policies  ^\hich  I 
think  are  worthy  of  special  comment. 

The  first  has  to  do  with  the  selection  of  new  employees.  We  go  deeper 
than  the  usual  testing  procedure.  We  look  into  a  man's  personal  history 
and  background  to  try  to  get  a  better  understanding  of  his  character  and 
potentialities. 

This  is  essential  because  our  basic  policy  of  promotion  from  ^vithin 
requires  that  we  have  good  material  to  start  with. 

However,  the  word  "good"  must  be  interpreted  in  the  light  of  the  work 
to  be  done.  Most  factory  jobs  are  repetitive.  They  require  little  imagina- 
tion, merely  methodical,  intelligent  application.  Many  men  are  suited  by 
temperament  to  that  type  of  work.  By  contrast,  men  of  potential  super- 
visory caliber  must  possess  curiosity,  ambition,  initiative,  imagination.  If 
you  take  in  too  many  or  too  few  of  either  type,  you  get  out  of  balance. 
We  have  found  by  experience  that  about  5  per  cent  of  our  total  applicants 
at  the  employment  office  should  consist  of  candidates  earmarked  for 
possible  supervisory  training. 

The  second  unusual  feature  is  that  although  our  personnel  department 
screens  applicants,  the  candidates  are  submitted  to  the  supervisor  for 
whom  they  will  work  before  the  hiring  takes  place.  Thus  the  personnel 
department  acts  in  fact  as  a  service  agency.  The  actual  hiring  decision 
is  left  to  the  supervisor.  The  same  principle  applies  as  to  discharges  from 
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employment.  If  a  supervisor  is  not  satisfied  with  a  man  in  his  department, 
an  effort  is  made  to  place  the  man  elsewhere  in  the  company.  If  this  fails, 
it  is  lip  to  the  supervisor  to  decide  whether  or  not  the  man  is  to  be  dis- 
charged. 

The  third  feature  has  to  do  with  what  we  term  lateral  promotions. 
When  an  employee  shows  work  characteristics  and  leadership  qualities 
which  indicate  that  he  might  be  supervisory  material,  we  start  giving  him 
diversified  experience.  He  may  shift  to  a  new  job  in  his  own  department. 
Such  rotational  transfers  add  to  a  man's  understanding  of  plant  opera- 
tions and  to  his  skills.  They  dispel  the  feeling  of  frustration  which  tedious 
repetitive  work  brings  to  the  imaginative  mind  and  engender  a  sense  of 
accomplishment.  Thus  a  man  is  ripened  for  a  supervisory  position  when 
the  opportunity  occurs.  The  same  rotational  system  is  followed  up 
through  the  higher  management  brackets. 

Note  the  emphasis,  not  on  functions,  but  on  people. 

SUMMARY 

All  that  I  have  said  in  this  chapter  boils  down  to  three  basic  principles: 

1.  Give  people  the  facts,  to  destroy  misconceptions  and  ignorance. 

2.  Get  all  people  in  management,  including  supervisory  forces,  think- 
ing about  the  problems  and  operation  of  the  company  as  a  whole. 

3.  Maintain  personal  relations  between  the  Boss  (top  management)  and 
the  People. 

These  are  the  means  of  developing  all  the  people  in  the  organization 
into  a  working  team. 

You  hear  men  talk  about  "building  up  a  company"  as  if  it  were  some- 
thing that  could  be  done  by  money  or  machinery  or  executive  decree. 
A  top  manager  can't  build  up  a  company.  But  he  can  build  up  people 
and  help  them  to  build  up  themselves— and  they  can  build  up  the  com- 
pany. Remember  that  unlisted  asset,  MW&I— men,  women,  and  ideas. 


George  P.  Maginness 


VICE  PRESIDENT,  PERSONNEL  ANT)  PUBLIC 
RELATIONS,   WARNER-LAMBERT  PHARMACEUTICAL 
COMPANY,  MORRIS  PLAINS,  NEW  JERSEY 


After  graduation  from  Lehigh  University  in  ip^o  with  a  B.A.  degree 
in  business  administration,  George  Maginness  attended  Georgetoivn 
University  Law  School.  Following  this  he  served  over  five  years  as  a 
special  agent  of  the  Federal  Bureau  of  Investigation.  His  experience 
with  the  Bureau,  bringing  him  in  frequent  coritact  with  people  on  all 
social  and  economic  levels,  often  under  stress  situations,  laid  the 
groundwork  for  future  professional  activity  in  the  fields  of  consulting, 
personnel,  and  public  relations  management. 

Making  the  best  use  of  this  early  experience,  Mr.  Maginness  spent 
seven  years  with  the  Industrial  Relations  Division  of  Barrington 
Associates,  a  management  consulting  firm  with  headquarters  in  Xew 
York  City.  In  this  capacity,  he  constantly  assisted  in  solving  the  diver- 
sified problems  of  many  major  industries.  His  experience  gave  rise  to 
a  philosophy  of  management  to  which  he  still  adheres,  namely,  that 
flexibility  and  understanding  in  the  application  of  7nanage?nent  tech- 
niques are  prerequisites  to  maximum  results  while  rigidity  leads  often 
to  failure.  Further,  he  recognizes  that  in  varying  degrees,  three  basic 
human  needs  motivate  almost  everyone  in  business,  as  well  as  in 
personal  life:  the  need  for  group  acceptance,  the  need  for  status,  and 
the  need  for  growth. 

It  was  a  natural  step  for  Mr.  Maginness  to  move,  in  19^3,  from  the 
field  of  management  consulting  to  the  position  of  manager  of  organi- 
zation planning  for  Warner-Lambert  Pharmaceutical  Company,  a 
diversified  company  engaged  in  the  manufacture  and  marketing  of 
ethical  and  proprietary  pharmaceuticals,  cosjnetics,  toiletries,  per- 
fumes, toothbrushes,  glass  containers,  medicinal  chemicals,  molded 
industrial  plastic  parts,  and  other  items.  With  Warner-Lambert,  a 
world-wide  operation  having  twenty-four  plants  abroad,  he  held  suc- 
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cessive  positions  of  increasing  responsibility  until  appointment  to  his 
present  position  of  vice  president,  personnel  and  public  relations. 

He  is  a  member  of  the  American  Management  Association  and  the 
New  York  Industrial  Relations  Association.  His  many  and  varied  civic 
activities  include  the  presidency  of  the  Morristown  {New  Jersey) 
YMCA  and  chairmanship  of  the  Morris  County  Section  of  the  White 
House  Conference  for  the  Aged. 

A  native  of  New  Jersey,  having  been  born  in  Newark  in  ic,i8,  Mr. 
Maginness  ivas  married  in  1^42  to  Elizabeth  Ball.  They  now  reside 
with  their  two  sons  in  Mountain  Lakes,  New  Jersey.  His  hobbies  in- 
clude golf  and  fishing. 

April,  i960 

note:  Since  writing  this  chapter  Mr.  Maginness  has  been  named  senior 
vice  president,  staff  services.  .  -  ^ 


CHAPTER33 

Managing  the  Personnel  Activity 


Much  has  been  written— much  is  included  in  this  Handbook— Rhout  the 
functions  and  techniques  of  personnel  management.  I  refer  to  the  familiar 
tools  of  personnel  administration  in  the  areas  of  recruitment,  testing, 
selection,  and  placement;  employee  and  supervisory  training;  job  evalua- 
tion and  pay  administration;  employee-benefit  administration;  perform- 
ance appraisal;  coaching  and  counseling;  employee  communication  and 
community  relations;  organization  planning  and  management  develop- 
ment; and  employee  and  labor  relations.  Many  of  these  techniques  are 
well  defined  and  refined.  And  although  much  can  and  will  be  done  to 
build  and  sharpen  the  tools  of  personnel  administration,  I  submit  that 
the  success  of  the  personnel  activity  now  and  in  the  future  depends  more 
upon  the  effectiveness  with  which  the  over-all  program  is  managed  than 
upon  the  development  of  new  or  improved  tools. 

That  much  attention  has  been  given  to  the  development  of  personnel 
tools  is  understandable.  The  personnel  "profession"  is,  after  all,  still  in  its 
infancy  and  indeed  is  still  striving  for  professional  recognition.  It  is 
doing  so  by  sharpening  its  several  skills.  But  the  tools  of  the  personnel 
manager,  just  as  the  tools  of  the  mechanic  or  craftsman,  do  not  alone 
determine  the  success  of  the  finished  work.  There  is  the  basic,  over-all 
plan  for  which  they  are  simply  the  implementation.  Only  by  close  scru- 
tiny of  the  personnel  administration  plan  can  ^ve  answer  this  chapter's 
basic  question,  "How  can  the  personnel  activity  be  effectively  managed?" 

707 
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To  arrive  at  an  answer,  first  we  must  identify  the  principles  which  can 
guide  the  personnel  manager  in  his  day-to-day  role  as  the  head  of  a  staff 
function.  Can  our  plan  be  defined  in  terms  of  such  principles?  I  believe 
it  can.  Without  foreclosing  the  possibility  that  there  may  be  other  pre- 
cepts to  guide  the  manager  of  the  personnel  activity,  I  have  selected  eight 
which  I  have  found  to  be  of  value.  In  the  broad  sense,  some  of  these 
principles  may  apply  to  any  staff  activity.  They  are  presented  here,  how- 
ever, within  the  context  of  a  specific  appraisal  of  the  personnel  function 
and  are  stated  as  follows: 

1.  Personnel  managers  must  be  "business-minded." 

2.  The  personnel  manager  should  function  in  a  manner  which  creates 
acceptance  within  the  company  for  himself  and  for  the  members  of  his 
staff. 

3.  Personnel  programs  should  be  tailored  to  fit  the  objectives,  orienta- 
tion, character,  direction,  and  stage  of  historical  development  of  the 
business. 

4.  An  effective  system  of  intercommunication  must  be  established 
within  the  personnel  management  group. 

5.  The  personnel  staff  must  function  as  a  service  group  without  concern 
for  its  own  vested  authority. 

6.  The  personnel  function  must  contribute  to  the  changing  plans  and 
requirements  of  the  enterprise  by  providing  line  management  ^vith  a 
realistic  appraisal  of  the  future  personnel  environment  in  which  the  com- 
pany will  operate. 

7.  The  personnel  function  should  formulate  personnel  policies  under 
which  line  managers  can  manage  effectively. 

8.  The  personnel  manager  should  appraise  performance  in  the  person- 
nel activity  in  relation  to  specific  standards  of  performance. 

A  Business-minded  View  Is  Needed 

Will  McGrath,  in  Chapter  32,  has  presented  persuasively  a  cardinal 
principle  in  the  management  of  a  business:  Business  ?uanagers  ?nust  be 
personnel-minded.  As  a  corollary,  it  may  be  said:  Personnel  managers 
must  be  business-minded. 

Many  problems  which  personnel  managers  face  stem  from  a  kind  of 
staff  isolationism  which  fails  to  observe  this  principle.  The  personnel 
activity  cannot  exist  in  a  never-never  land  unrelated  to  the  problems  of 
the  business.  Unless  any  staff  function— and  the  personnel  staff  is  no  ex- 
ception—contributes directly  to  the  solution  of  its  company's  basic  prob- 
lems, it  is  not  fulfilling  its  functional  role  in  the  management  of  the 
business. 

Peter  Drucker,  in   The  Practice  of  Management,^  asks  a  provocative 

1  Peter  F.  Drucker,  The  Practice  of  Management,  Harper  &  Brothers,  New  York.  1954. 
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question:  "Is  personnel  management  bankrupt?"  He  goes  on  to  say:  "The 
limitations  of  personnel  administration  are  not  hard  to  perceive.  They 
are  indeed  admitted  by  most  of  the  people  in  the  field-at  least  by  im- 
plication. The  constant  worry  of  personnel  administrators  is  their  in- 
ability to  prove  that  they  are  making  a  contribution  to  the  enterprise. 
Their  preoccupation  is  with  the  search  for  a  'gimmick'  that  will  impress 
their  management  associates.  Their  persistent  complaint  is  that  they  lack 
status." 

If  the  personnel  activity  is  to  make  a  contribution,  it  must  identify 
itself  with  the  problems  and  aims  of  the  business.  Certainly,  a  healthy, 
successful  company  is  the  first  requisite  for  good  employee  relations.  In 
turn,  personnel  management  can  and  should  make  a  contribution  to  the 
success  of  the  business.  It  can  begin  to  accomplish  this  by  adopting  a  busi- 
ness-minded view  of  the  company's  problems  and  objectives. 

The  personnel  executive  must  keep  in  mind,  constantly,  the  profits 
and  earnings  goals  of  management  so  that  programming  in  all  areas  is 
aimed  at  helping  management  attain  these  goals.  Conversely,  these  same 
programs  should  avoid  expenditures  which  might  prevent  management 
from  reaching  its  objectives  within  a  given  period. 

For  example,  in  presenting  a  proposal  for  an  adjustment  in  wages,  the 
personnel  staff  should  carefully  examine  the  impact  of  a  wage  change  on 
the  "cost  of  goods  sold,"  the  effect  of  the  adjustment  on  the  company 
budget,  and  hence  the  final  effect  on  the  "bottom  line"  of  the  profit  and 
loss  statement.  It  may  well  be  that  community  environment  and  general 
economic  conditions  clearly  indicate  a  wage  adjustment.  However,  con- 
sideration of  the  company's  goals  and  management's  immediate  position 
with  respect  to  these  goals  may  make  advisable  the  abandonment  or  delay 
of  the  proposed  adjustment. 

Likewise,  new  personnel  programs  should  be  carefully  evaluated  to  be 
certain  that  they  contribute  directly  to  the  solutions  of  major  problems  of 
the  business.  During  recent  years,  for  example,  programs  of  economic 
education,  management  development,  rapid  reading,  brainstorming,  role 
playing,  human  relations,  and  poHtical  education— to  name  a  few— have 
received  widespread  attention.  Although  many  of  these  programs  have 
made  important  contributions  to  a  given  company  situation,  it  is  doubtful 
that  any  of  them  deserved  the  attention  they  received  at  the  time.  They 
were  "personnel  fads."  Many  might  not  have  found  favor  if  personnel 
executives  had  asked  the  question,  "Does  this  program  contribute  to  the 
solution  of  one  of  my  company's  most  pressing  problems  of  the  day?" 

Unless  care  is  taken  to  evaluate  new  programs  and  new  techniques,  it  is 
inevitable  that  the  personnel  staff  or  budget  will  grow  in  size  without 
necessarily  increasing  the  value  of  its  contribution  to  the  progress  of  the 
business. 
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Recently,  I  was  talking  with  the  personnel  director  of  a  large  baking 
company.  After  interviewing  a  number  of  candidates  for  a  local  personnel 
management  assignment,  he  expressed  his  concern  this  way:  "I  can't  seem 
to  find  a  candidate  in  the  personnel  field  who  instinctively  thinks  first 
about  the  problems  facing  the  company.  One  of  our  tough  problems  is 
holding  down  the  'stale  bread  rate.'  Every  bakery  fights  this  problem,  and 
it  should  be  given  top  priority  by  the  personnel  man  at  each  of  our 
bakeries.  But  most  of  the  applicants  I  talked  to  seem  unwilling  or  unable 
to  grasp  the  importance  of  directing  their  thinking  to  the  solution  of 
such  a  specific  operating  problem." 

To  prove  a  point  and  as  a  rewarding  exercise,  if  you  are  a  personnel 
manager,  I  suggest  that  you  try  this  experiment.  List  the  five  most  press- 
ing problems  currently  facing  your  company.  Try  to  think  of  them  as 
they  might  be  enumerated  by  the  company's  chief  executive  officer.  Next 
list  your  five  most  important  current  personnel  activities  or  programs. 
Then  compare  the  two  lists  with  these  questions  in  mind: 

1.  Is  each  of  the  five  personnel  activities  contributing  in  some  way  to 
the  solution  of  one  or  more  of  the  company's  basic  problems? 

2.  What  priorities  should  be  set  on  current  personnel  activities  to  best 
cope  with  the  company's  problems?  Should  new  programs  be  added? 
Should  any  be  modified  or  dropped? 

3.  Is  top  management  aware  of  the  relationship  between  current  per- 
sonnel programs  and  the  current  problems  facing  the  business?  ^Vould 
they  be  likely  to  identify  your  five  personnel  programs  ^vith  the  same  five 
company  problems? 

Part  of  the  responsibility  of  the  personnel  manager  is  to  encourage  a 
business-minded  view  within  his  own  staff  group.  This  can  be  done  in 
various  ways.  I  have  found  it  helpful  to  devote  a  portion  of  our  periodic 
personnel  staff  meetings  to  a  discussion  of  the  state  of  the  business  and 
the  general  problems  facing  top  management.  The  subject  matter  of  the 
company's  financial,  marketing,  research,  and  manufacturing  activities  is 
of  vital  interest  to  us,  and  in  fact  is  a  prerequisite  to  successful  contribu- 
tions on  the  part  of  the  personnel  staff. 

We  may  conclude,  then,  that  the  personnel  manager  should  first  ask 
himself,  "Am  I  business-minded?"  And  secondly,  "Are  my  personnel 
programs  making  a  contribution  to  the  attainment  of  the  company's 
major  goals?" 

Creating  an  Acceptance  Environment 

An  important  measure  of  the  effectiveness  of  the  personnel  activity  is 
the  extent  to  which  personnel  people  are  invited  to  participate  in  the 
formulation  of  company  policy.  The  personnel  manager  who  feels  that 
he  is  not  invited  often  enough  to  share  in  policy-making  decisions  mav 
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well  ask  himself,  "Have  I  earned  the  right  to  participate?  Am  I  respected 
for  the  contributions  I  have  made?"  The  manager  of  the  personnel  activ- 
ity must  foster  a  "climate"  within  which  he  and  members  of  his  staff 
are  asked  by  line  management  to  assist  in  solving  or  implementing  the 
solution  of  major  company  problems. 

We  have  already  pointed  out  that  the  personnel  manager  must  be 
business-minded.  This  is  the  first  requirement  for  gaining  acceptance  and 
earning  the  right  to  contribute  to  the  solution  of  management  problems. 
But  there  are  other  things  the  personnel  manager  can  do,  and  attitudes 
he  can  adopt,  which  will  help  bring  about  an  atmosphere  of  acceptance. 

A  "Passion  for  Anonymity/"  It  has  been  said  that  the  staff  man  must  bring 
to  his  work  a  "passion  for  anonymity."  This  is  a  most  difficult  require- 
ment, since  it  runs  counter  to  the  basic  human  drive  for  personal  recog- 
nition. Yet  personnel  people  must  be  willing  to  have  others  receive  full 
credit  for  "good  works." 

In  staff  meetings,  I  have  sometimes  heard  the  staff  complain  that  the 
personnel  department  is  not  "getting  credit."  My  answer  is  that  the  per- 
sonnel department  should  not  get  credit  for  new  policies,  wage  adjust- 
ments, grievance  handling,  and  other  accomplishments.  Credit  here  be- 
longs to  operating  management.  Personnel  people  will  find  that  doors  are 
open  and  the  welcome  mat  is  out  when  they  contribute  anonymously  to 
the  solution  of  company  problems. 

Timing.  A  vice  president  once  complained  to  me,  "Why  are  so  many 
personnel  people  such  eager  beavers  about  their  pet  programs?"  This  is 
not,  of  course,  a  universal  complaint.  For,  in  some  instances,  personnel 
managers  have  been  accused  of  lacking  a  sense  of  urgency  about  the  busi- 
ness. Both  criticisms  can  result  from  the  failure  to  relate  personnel  activ- 
ities to  business  goals.  They  also  highlight  the  importance  of  a  sense  of 
timing  in  gaining  acceptance  for  ideas  or  programs.  In  other  words,  the 
personnel  manager  must  know  when  to  recommend  an  idea,  or  perhaps 
even  more  important,  know  when  not  to  make  a  recommendation. 

Many  of  the  important  decisions  of  the  personnel  manager  in  guiding 
his  staff  activity  involve  the  setting  of  priorities  and  the  guidance  of  his 
staff  in  the  timing  and  relative  importance  of  their  actions.  For  guidance 
in  timing,  we  can  again  refer  to  the  importance  of  being  aware  of  the 
major  problems  of  the  business.  These  dictate  the  urgency  of  the  situation 
or  the  propriety  of  approaching  the  situation  at  a  particular  moment. 

Personal  Service.  Because  the  bulk  of  any  personnel  time  and  activity  is 
spent  with  problems  at  the  work  level,  we  sometimes  overlook  the  im- 
portant personal  administrative  problems  among  managers  and  execu- 
tives. In  gaining  acceptance  for  his  activity,  the  personnel  manager  should 
develop  a  relationship  with  line  managers  which  makes  it  possible  for 
him  to  render  them  a  personal  service  with  respect  to  problems  \\hich 
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may  affect  the  business.  I  am  aware  that  a  major  portion  of  my  time  is 
spent  serving  as  a  "sounding  board"  and  informal  counselor  for  operating 
managers  who  want  and  appreciate  a  chance  to  discuss  important  prob- 
lems. I  find,  too,  that  while  much  emphasis,  at  lower  levels,  is  placed  on 
appraisal  of  performance,  it  is  frequently  almost  totally  lacking  in  upper 
echelons.  Where  this  is  true,  the  personnel  manager  in  the  course  of  his 
informal  dealings  with  line  officials  can  provide  an  important  service  bv 
contributing  to  their  own  self-development. 

These,  then,  are  some  of  the  ingredients  necessary  for  creating  an  at- 
mosphere in  which  personnel  people  can  succeed.  In  many  ways,  this  is 
the  most  difficult  principle  to  develop  and  apply.  It  must  evolve  naturallv. 
Acceptance  for  the  personnel  function  can  best  be  achieved  when  the 
personnel  manager  sees  himself  as  a  catalyst,  and  not  as  a  principal  in- 
gredient in  the  chemical  reactions  of  management. 

Tailor  the  Program  to  Fit  the  Business 

Another  way  of  saying  that  personnel  people  must  be  business-minded 
is  that  personnel  programs  must  be  "tailor-made"  to  fit  the  business. 
The  personnel  staff  has  an  obligation  to  keep  its  programs  in  pace  and 
in  character  with  the  changing  needs  of  the  enterprise— with  the  many 
factors  affecting  the  company  at  a  given  point  in  time. 

In  Warner-Lambert,  for  example,  we  face  a  variety  of  needs  because 
of  the  diversity  of  our  business.  It  is  a  company  which  has  gro^m  and  is 
growing  through  a  program  of  acquisition  and  mergers,  as  well  as  through 
investment  in  research.  We  are  organized  along  product  division  lines 
with  decentralization,  in  both  responsibility  and  geography.  Some  of  our 
divisions  are  more  profitable  than  others.  Product  lines  are  diversified 
and  range  from  professional  and  consumer  package  products  in  the  drug, 
cosmetic,  and  toiletry  fields  to  industrial  products  such  as  chemicals,  glass 
containers,  and  molded  plastic  industrial  parts.  Our  efforts  are  oriented 
toward  marketing  and  research  activities.  We  operate  in  both  domestic 
and  international  fields.  Stock  in  the  company  is  widely  and  publiclv 
held.  In  some  locations,  our  employees  are  represented  by  unions;  in 
other  locations,  they  are  not.  At  some  locations,  we  have  a  preponderance 
of  long-service  employees;  at  others,  most  are  newcomers. 

In  view  of  this  picture  of  contrasts,  we  are  particularly  conscious  of 
the  need  for  personnel  programs  tailored  to  meet  the  particular  require- 
ments of  the  locality  and  products  involved.  Programs  which  further  the 
company's  objective  in  one  locality-for  one  product-may  not  be  suited 
to  another.  There  are  inherent  dangers  in  "blanket"  programs,  which 
fail  to  take  into  account  special  conditions  or  problems  or  ^vhich  are 
expected  to  meet  the  diversified  requirements  of  widely  scattered  local- 
ities. 
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Some  of  the  factors,  then,  which  the  personnel  manager  must  consider 
in  guiding  his  activity  are: 

1.  Centralization  versus  decentralization 

2.  Single-product  versus  diversified  lines 

3.  Growth— by  research,  marketing  emphasis,  acquisition 

4.  The  character  of  the  employee  group 

a.  Proportion  of  skilled,  semiskilled,  and  unskilled  jobs 

b.  Relative  requirements  for  male  and  female  workers 

c.  Age  and  length  of  service  of  employee  groups 

d.  Numbers  involved  in  given  operations,  and  hence  the  effect  of 
additions  to  force  on  manpower  costs,  fringe  benefits,  and  other 
personnel  programs 

5.  Basic  orientation  of  the  business— is  it  concerned  principally  with 
marketing,  finance,  production,  research,  or  engineering? 

6.  Family  or  public  ownership 

7.  Unionized  or  non-unionized  groups 

8.  Domestic  or  international  operations 

9.  Number  of  company   locations   and   their  role   in   the  respective 
communities 

10.  Degree  of  profitability  ,  ,       • 

The  above  considerations  directly  affect  the  organization  of  the  per- 
sonnel staff  activity.  Because  of  the  great  difference  between  companies 
and  divisions  of  companies,  there  can  be  no  right  or  wrong  way  to  organ- 
ize the  personnel  function,  except  as  it  is  right  or  wrong  with  all  the 
above  factors  in  mind.  At  Warner-Lambert,  we  have  chosen  to  operate 
with  a  small  functional  central  staff  group  and  with  the  personnel  func- 
tion represented  at  each  of  our  major  locations.  Local  personnel  managers, 
consistent  with  the  objective  of  serving  local  needs,  report  to  the  operat- 
ing heads  of  the  locations.  They  work  with  members  of  the  central  per- 
sonnel staff  and  receive  functional  supervision  and  guidance  from  my 
office. 

Intrastaff  Communication 

As  an  enterprise  grows  and  becomes  more  complex,  we  have  noted  that 
the  personnel  organization  must  keep  pace.  And  as  this  happens,  the 
importance  of  communicating  between  segments  of  the  personnel  staff 
becomes  ever  greater.  At  Warner-Lambert  we  have  ten  principal  domestic 
locations  and  have  therefore  found  it  necessary  to  augment  the  normal 
means  of  communication. 

To  strengthen  the  staff  tie,  it  has  been  particularly  helpful  to  hold 
regular  monthly  meetings  at  which  representatives  from  each  company 
location  are  brought  together  for  discussion  of  common  problems  and 
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the  evaluation  of  personnel  programs  and  policies.  In  addition  to  pro- 
viding a  worthwhile  exchange  of  ideas,  it  serves  as  a  monthly  reminder 
that  a  functional  responsibiHty  does  and  must  exist  within  the  over-all 
personnel  activity. 

Personnel  plans  for  the  year  ahead  are  submitted  by  each  division  and 
or  location  so  that  these  plans  can  be  appraised  and  to  determine  how 
the  respective  personnel  managers  are  moving  in  to  assist  in  solvmg 
operating  problems  facing  their  divisions.  By  communicating  our  plans 
in  advance,  it  is  possible  to  schedule  the  time  of  the  central  staff  so  as  to 
provide  maximum  assistance  where  and  when  it  is  most  needed. 

Weekly  or  monthly  reports  are  submitted  by,  and  circulated  to,  per- 
sonnel managers  at  the  various  locations  and  divisions  so  that  the  central 
staff  can  evaluate  our  progress  in  relation  to  over-all  company  objectives. 

The  "Law  of  the  Situation' 

Mary  Parker  Follett,  an  early  contributor  to  theories  of  administration, 
first  developed  the  concept  of  the  "law  of  the  situation."  In  this,  she 
referred  to  the  fact  that  real  authority  stems  from  the  situation  itself  and 
not  from  any  inherent  authority  vested  in  the  administrator  who  views 

the  scene. 

This  principle  has  long  been  recognized  by  the  military.  Anv  officer 
soon  learns  that  the  strength  of  forces,  weapons,  terrain-the  situation- 
is  the  true  "commander."  His  role  is  to  interpret  effectively  the  situation 
and  deploy  his  forces  accordingly.  But  throughout  the  battle,  the  require- 
ments of  the  situation  continue  to  "give  the  orders." 

Likewise,  in  a  hospital  operating  room,  there  is  little  question  that  the 
chief  surgeon  has  the  "authority"  to  give  orders  and  "administer"  the 
operation.  But,  in  fact,  very  few  verbal  orders  are  given  during  the  course 
of  an  operation.  And  fortunately  there  are  no  debates  over  authority.  In 
reality,  the  "boss"  in  the  operating  room  is  the  ever-changing  condition 
of  the  patient.  The  patient's  needs  and  requirements  deliver  a  continuing 
series  of  instructions  to  the  nurses,  orderlies,  and  surgeons  in  attendance. 
It  seems  to  me  that  the  idea  that  the  situation  is  the  "boss"  is  particu- 
larly helpful  in  the  effective  management  of  a  staff  activity,  such  as  per- 
sonnel. So  often,  I  know,  personnel  people  become  embroiled  in  argu- 
ments and  debates  over  the  extent  of  their  authority.  They  demand  that 
"authority  be  commensurate  with  responsibility."  These  arguments  miss 
the  point.  Those  who  become  entangled  in  arguments  over  authority  have 
already  lost  the  argument.  It  is  far  better  to  approach  our  task  with  the 
attitude  that  responsibility  is  greater  than  authority  and  that  whatever 
authority  exists  is  the  authority  inherent  in  the  situation. 

By  accepting  this  position  with  respect  to  his  own  authority,  the  man- 
ager of  the  personnel  activity  furthers  his  own  cause  and  contributes  to 
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the  effectiveness  o£  his  programs.  First,  he  avoids  making  his  boss  a 
mediator  in  disputes  over  authority.  No  chief  executive  Hkes  to  be  pre- 
sented continually  with  intramanagement  "jurisdictional  disputes."  Sec- 
ond, he  strengthens  his  personal  relationships  with  other  operating 
managers,  who  would  otherwise  be  wary  of  staff  intrusion  as  a  result  of 
authority  squabbles.  Third,  and  perhaps  most  important,  he  is  better 
able  to  take  a  stand  outside  the  realm  of  personality  conflict  by  adopting 
the  philosophy  that  his  decisions  are  based  on  "what's  right,  not  who's 
right." 

Personnel  Planning 

At  Warner-Lambert,  we  have  established  a  corporate  committee  made 
up  of  the  principal  divisional  executives.  One  of  the  functions  of  the 
committee  has  been  to  explore  the  process  and  requirements  of  long-range 
planning.  As  a  valuable  experiment,  it  was  decided  to  ask  each  line  and 
staff  executive  to  submit  an  outline  of  his  division's  future  plans.  Those 
of  us  in  staff  divisions  assumed  that  we  must  base  our  plans  upon  the 
announced  plans  of  the  product  division  heads.  This  relationship  is  shown 
in  Figure  33-1.  ,        ' 
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Fig.  33-1.  Original  conception  of  the  relationship  of  operating  division  and  personnel- 
activity  plans  in  the  long-range-planning  process. 


To  us,  this  seemed  logical  and  fitting.  To  be  realistic,  we  thought,  staff 
divisions,  and  specifically  the  personnel  division,  should  base  their  plans 
on  the  forecasts  of  our  product  divisions.  If  the  personnel  division  were 
to  lay  its  own  plans,  then  we  would  run  the  risk  of  embarking  upon 
programs  unrelated  to  the  future  needs  of  the  business.  So  we  concluded 
that  we  could  relax  and  wait  for  the  plans  of  the  operating  divisions 
before  concerning  ourselves  with  personnel  planning. 

I  had  the  opportunity  to  review  this  line  of  reasoning  with  a  friend  in 
the  management  consulting  field.  He  shattered  my  delusion  of  temporary 
leisure  by  asking,  "How  can  the  heads  of  your  operating  divisions  make 
sound  plans  without  having  a  realistic  appraisal  of  the  future  personnel 
environment  within  which  their  divisions  will  be  operating?" 

It  now  became  clear  that  staff  groups  had  an  obligation  to  provide 
operating  management  with  an  appraisal  of  the  framework  within  which 
their  future  plans  should  be  made.  In  short,  before  a  product  division 
can  plan,  it  must  have  knowledge  of  what  the  manpower  situation  is 
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likely  to  be  in  the  future.  In  this  light,  the  planning  process  was  repic- 
tured  as  shown  in  Figure  33-2. 

Rather  than  wait  for  plans  of  the  operating  divisions,  therefore,  the 
personnel  manager  must  first  define  future  trends  in  the  personnel  field 
as  he  sees  them.  To  accomplish  this,  we  furnished  the  committee  with  a 
ten-year  analysis  of  future  payroll  costs  and  trends. 
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Fig.  33-2.  Revised  conception  of  the  planning  process. 

Factors  reflected  in  this  analysis  included  higher  payroll  costs  resulting 
from  merit  and  productivity  increases,  the  possible  impact  of  legislation 
raising  the  minimum  hourly  wage,  higher  wage  and  salary  costs  due  to 
greater  employee  benefits,  the  effect  of  a  possible  shorter  work  week  on 
payroll  costs,  higher  costs  resulting  from  increased  competition  for  top 
management  personnel,  and  a  step-up  in  the  tempo  of  unionization 
among  clerical,  research,  and  sales  forces.  All  these  factors  were  taken 
into  consideration  in  arriving  at  the  probable  increase  in  payroll  costs  by 
vears  for  the  coming  ten-year  period. 

This  is  an  example  of  the  kind  of  forward-looking  information  which 
the  personnel  function  should  provide  as  invaluable  considerations  for 
line  management  in  its  long-range  planning.  Broadly,  such  information 
should  describe  any  anticipated  legislative,  economic,  or  social  changes 
which  are  likely  to  have  future  implications  for  the  business. 

A  Code  to  Manage  By 

The  German  philosopher  Immanuel  Kant  did  not  have  American 
business  in  mind  when  he  developed  his  famous  "categorical  imperative," 
and  yet  his  imperative  has  meaning  for  us.  In  effect,  he  stated  that  men 
should  be  guided  by  the  principle,  so  act  that  you  might  icill  that  your 
action  could  reasonably  become  universal  law.  In  terms  of  modern  per- 
sonnel policy,  we  might  restate  it,  so  handle  individual  personnel  prob- 
lems  that   their  solutions   could   reasonably    become  general  personnel 

policy. 

The  personnel  manager  has  an  obligation  to  contribute  to  the  develop- 
ment of  policies  designed  to  "try  to  treat  people  right.'"  He  must  direct 
his  effort  to  formalizing  policies  which  assist  line  managers  to  "trv  to 
treat  people  right."  In  achieving  "personnel-mindedness"  as  a  wav  of  life 
for  the  business,  the  personnel  man  must  be  mindful  of  the  philosophical 
content  of  his  job;  he  should  be  contributing  to  a  philosophv  or  code  to 
manage  by.  This  code  is  translated  into  workaday  terms   through  the 
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development  of  formal  policies  and  makes  itself  felt  through  day-to-day 
policy  interpretation  and  administration. 

In  contributing  to  policies  which  recognize  that  we  are  doing  business 
through  people,  the  following  ideas  seem  to  me  to  be  important: 

1.  Just  as  we  are  concerned  with  the  "corporate  image"  in  the  eyes  of 
our  stockholders,  customers,  suppliers,  and  the  public,  we  must  ever  be 
concerned  with  the  company's  image  in  the  eyes  of  employees  at  all  levels. 
The  principles  of  public  relations  are  applicable  first  and  foremost  within 
the  organization. 

2.  Most  people  like  to  work.  They  like  to  work  when  they  find  mean- 
ing, usefulness,  friendships,  recognition,  achievement,  and  a  sense  of  per- 
sonal fulfillment  in  the  course  of  the  work  they  are  doing.  The  personnel 
function  cannot  supply  these  rewards  in  a  simple  barter  or  exchange.  It 
can,  however,  strive  to  provide  an  environment  within  which  people  are 
self-motivated  and  within  which  these  rewards  of  work  are  attainable, 
consistent  with  the  goals  of  the  business  and  free  of  all  taint  of  paternal- 
ism. 

I  recently  heard  a  personnel  manager  postulate  his  attitude  toward 
employees  in  these  words,  "Never  above  you;  never  below  you;  but  always 
by  your  side."  Such  an  unreahstic  appraisal  of  the  environment  of  busi- 
ness is  unlikely  to  further  progress  in  any  organization.  The  hard  facts  of 
business  life  demand  that  we  push  or  pull  to  get  ahead,  not  just  rest 
quietly  in  the  middle  of  the  boat. 

3.  The  American  enterprise  system  is  clearly  in  competition  with  vari- 
ous foreign  ideologies  and  state-controlled  businesses.  We  like  to  feel  that 
the  strength  of  the  American  system  is  its  recognition  of  the  dignity  of 
the  individual  and  his  freedom  of  opportunity  with  justice  under  the 
law.  The  personnel  manager  has  the  opportunity  and  the  obligation 
through  the  development  and  administration  of  sound  personnel  policies 
to  assure  that  our  "opportunity  system"  continues  to  recognize  these 
human  values. 

How  Well  Are  We  Doing? 

In  general,  personnel  administration  is  successful  when  the  right  num- 
ber of  qualified  people  are  available  for  work  at  reasonable  levels  of 
compensation  at  maximum  performance.  Beyond  this,  how  can  we  know 
when  the  personnel  function  is  pulling  its  own  weight? 

In  many  companies,  it  has  been  concluded  that  an  appraisal  of  the 
personnel  function  can  and  should  be  based  on  a  measurable  set  of 
performance  standards.  With  this  I  must  concur.  The  area  for  conjecture 
is,  what  standards  are  we  talking  about? 

Sometimes  standards  of  performance  for  the  personnel  function  are 
stated  in  quantitative  terms:  the  number  of  grievances  settled  at  a  given 
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level,  turnover,  personnel  requisitions  filled,  accident  frequency  and 
severity,  and  number  of  persons  in  training.  Although  these  quantitative 
measures  may  provide  useful  information,  we  must  go  beyond  a  quantita- 
tive appraisal  to  get  a  true  measure  of  the  personnel  function.  Personnel 
effectiveness  must  also  be  judged  in  qualitative  terms.  Here  it  may  be 
useful  to  appraise  the  administration  of  the  personnel  activity  in  relation 
to  the  seven  basic  principles  already  outlined.  For  any  given  company  and 
at  any  point  in  time,  it  is  possible  to  cite  specific  objectives  and  measure 
progress  toward  those  objectives  in  each  of  the  seven  areas  enumerated. 
But  in  general,  the  personnel  manager  can  appraise  the  performance  of 
his  activity  area  by  asking  himself  these  questions: 

1.  Am  I  and  are  the  members  of  my  staff  business-minded?  Are  our 
plans  and  programs  clearly  geared  to  the  solution  of  company  problems? 
Do  we  have  a  reputation  for  contributing  to  the  solution  of  the  most 
pressing  current  problems  of  the  enterprise? 

2.  Am  I  and  are  the  members  of  my  staff  sought  out  for  advice  and 
counsel?  Have  we  displayed  a  complete  willingness  to  have  members  of 
line  management  get  the  credit  for  personnel  accomplishments?  Do  we 
have  the  reputation  for  approaching  the  company's  problems  with  an 
appropriate  sense  of  urgency?  Have  I  established  a  sound  relationship 
with  each  of  the  key  managers  and  executives  in  the  company? 

3.  Is  the  personnel  activity  organized  so  that  it  appropriately  fits  the 
objectives,  orientation,  character,  and  development  of  the  business?  Do 
our  programs  take  into  account  differences  in  individuals,  company  com- 
munities, and  the  other  unique  characteristics  of  our  company?  Is  the 
organization  of  the  personnel  function  changing  to  keep  pace  with  the 
changing  character  of  the  business?  Is  the  personnel  organization  "trim"? 
Can  its  size  and  cost  be  justified  in  relation  to  the  value  of  its  contribu- 
tion? 

4.  Are  there  effective  formal  and  informal  systems  of  communication 
between  members  and  units  within  the  personnel  management  activity? 
Are  members  of  the  personnel  staff  functioning  on  an  effective,  coopera- 
tive basis? 

5.  Have  I  and  members  of  my  staff  avoided  conflicts  over  authority? 
Has  the  company's  chief  executive  been  relatively  free  of  requests  to  settle 
jurisdictional  disputes  involving  the  personnel  staff?  Are  our  decisions 
based  on  "what's  right,  not  who's  right"? 

6.  Are  the  plans  and  programs  of  the  personnel  group  realistically 
based  upon  the  plans  of  operating  divisions?  Moreover,  are  we  providing 
operating  executives  with  a  realistic  appraisal  of  future  personnel  trends? 

7.  Are  personnel  policies  formalized  and  in  writing?  Are  line  managers 
personnel-minded?  Do  our  personnel  policies  reflect  an  appropriate  con- 
cern for  the  dignity  and  opportunity  of  the  individual? 


Stanley  C.  Hope 

PRESIDENT 

SOUNDSCRIBER   CORPORATION 

NORTH  HAVEN,  CONNECTICUT 


Stanley  C.  Hope,  president  of  Soundscriber  Corporation  of  North 
Haven,  Connecticut,  is  also  ig6o  chairman  of  the  hoard  and  a  former 
president  of  the  National  Association  of  Manufacturers. 

Mr.  Hope  is  a  native  of  Springfield,  Massachusetts,  arid  has  spent 
rnost  of  his  business  career  with  the  Standard  Oil  Company  {New 
Jersey)  and  its  affiliates,  serving  for  nearly  a  decade  as  president  of 
Esso  Standard  Oil  Company. 

After  serving  as  sales  manager  in  the  New  York  office  of  Gilbert  & 
Barker  Manufacturing  Company  (a  Standard  Oil  affiliate),  he  spent 
eight  years  in  Europe  on  an  assignment  to  modernize  gasoline  distribu- 
tion. On  returning  to  the  United  States,  he  became  president  of 
Gilbert  &  Barker. 

During  World  War  H,  his  firm  was  engaged  in  the  manufacture  of 
artillery  components  for  the  Armed  Forces.  He  received  a  citation 
-from  the  Ordnance  Department  for  his  work  during  this  period. 

In  19^8,  Mr.  Hope  joined  the  Esso  Standard  Oil  Company  as  execu- 
tive vice  president.  Fifteen  months  later  he  became  its  president.  He 
served  in  this  capacity  until  July  5/,  1938,  when  he  retired  from  the 
petroleum  business. 

Mr.  Hope's  current  business  connections  are  wide  and  varied.  In 
addition  to  the  Soundscriber  and  NAM  affiliations,  he  is  a  director  of 
the  E.  W.  Bliss  Company  of  Canton,  Ohio,  a  director  and  member  of 
the  executive  committee  of  S.  H.  Kress  &  Company,  a  director  of  the 
NYLOK  Corporation,  and  a  member  of  the  advisory  committee  of  the 
Continental  Research  Corporation. 

Equally  wide  and  varied  are  Mr.  Hope's  civic  and  philanthropic 
activities.  Currently,  he  is  chairman  of  the  Automotive  Safety  Founda- 
tion and  a  trustee  and  member  of  the  executive  committee  of  Colonial 
Williamsburg,  Incorporated.  He  is  a  director  of  the  National  Safety 
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Council,  a  member  of  the  business  advisory  committee  of  the  Advertis- 
ing Council,  and  vice  president  of  the  American  Ordnance  Association. 
He  has  also  been  active  in  such  organizations  as  the  Esso  Safety 
Foundation,  Esso  Education  Foundation,  the  American  Management 
Association,  and  the  Boy  Scouts. 

Mr.  Hope  is  married  and  makes  his  home  in  New  York  City. 

March,  i960 


CHAPTER    34 

Top  Management  and  External  Relations 


One  o£  the  newer  corporate  activities  is  an  organized  approach  to  im- 
proving the  corporation's  relations  with  the  communities  in  ^vhich  it  does 
business-with  people  in  all  walks  of  life.  It  stems  from  the  realization 
that  business  operates  in  a  free  democratic  society.  The  extent  to  ^vhich 
business  will  be  permitted  to  use  private  capital,  to  manage  itself,  to 
enter  or  leave  markets,  and  to  earn  a  profit  depends  in  the  final  anahsis 
upon  the  will  of  the  people.  Top  management's  primary  responsibility  is 
to  maintain  and  perpetuate  the  existence  of  the  corporation.  To  achieve 
this,  it  must  not  only  be  financially  solvent,  but  must  be  "solvent"  in  its 
accounts  with  the  public— with  many  publics. 

The  broad  objective  of  a  corporate  external  relations  program  is  to 
develop  a  climate  of  opinion  among  all  segments  of  the  public  that  ^\ill 
permit  and  perpetuate  its  operation  as  a  privately  o-^n  ned,  privately  man- 
aged, profit-making  enterprise. 

American  industry  has  increased  the  material  wealth  of  our  country 
and  has  improved  the  material  and  general  welfare  of  our  people  to  levels 
known  nowhere  else  in  the  world.  Yet  this  free  enterprise  system  under 
which  we  live  and  prosper  is  woefully  misunderstood  by  large  numbers 
of  people  in  every  walk  of  life.  Survey  after  survey  emphasizes  this.  Our 
personal  contacts  confirm  it.  Business  often  considers  attacks  bv  dema- 
gogues as  its  basic  problem,  but  in  reality  demogogism  is  only  a  svmptom 
of  the  basic  problem.  If  our  system  were  better  understood,  if  people 
were  more  aware  of  how  it  operates,  the  demagogue  would  either  find  no 
audience  or  an  audience  that  would  laugh  him  to  scorn. 

The   problem  was  stated  vigorously   and  succinctly   by  Frederick  C. 
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Crawford,  chairman  of  the  board  of  Thompson  Products,  Inc.,  in  an 
address  to  the  23d  National  Business  Conference  at  the  Harvard  Business 
School  in  June,  1953:  "Just  so,  today,  there  is  widespread  economic  illit- 
eracy. Unless  the  American  people  understand  this  industrial  world  we 
live  in,  they  will  tax  it,  regulate  it,  control  it,  socialize  it,  and  rob  it  of 
its  existence.  This  is  what  is  happening  in  many  parts  of  the  world 
today." 

There  is  a  great  deal  of  data  indicating  this  poverty  of  understanding. 
What  people  do  not  understand,  they  distrust  and  fear.  As  long  as  this 
"widespread  economic  illiteracy"  exists,  the  business  manager  must  expect 
to  encounter  not  only  demogogic  attack,  but  widespread  distrust  and  fear. 
Inherent  in  our  problem  is  the  public  failure  to  insist  upon  the  teaching 
of  the  economics  of  our  business  system. 

MEASURING  SOLVENCY  WITH  THE  PUBLIC 

Although  there  is  a  great  deal  of  general  data  available,  there  is  little, 
if  any,  finite  data  to  tell  the  president  just  where  his  corporation  stands, 
just  how  solvent  or  insolvent  it  is  in  its  accounts  with  the  public.  Unlike 
nearly  every  other  area  of  management,  here  the  chief  executive  finds 
himself  somewhat  in  the  position  of  a  traveler  who  knows  where  he  wants 
to  go  but  does  not  know  exactly  where  he  is.  This  lack  of  finite  data,  the 
absence  of  bench  marks,  and  the  failure  to  find  devices  to  measure  progress 
accurately  give  a  character  to  the  external  relations  activity  and  place  a 
burden  upon  him  quite  different  from  any  other  corporate  activity  area 
except,  perhaps,  personnel  administration. 

In  other  areas  of  corporate  activity— the  marketing  activity,  for  example 
—definite  data  are  available.  Total  markets  can  be  measured,  and  one's 
own  share  of  the  market  is  known  and  that  of  important  competitors  can 
be  closely  estimated.  Studies  can  be  made  of  competitor  proximity  to 
markets,  the  number  and  quality  of  salesmen,  the  kind,  volume,  and 
effectiveness  of  advertising,  and  the  eye  appeal  of  packages.  With  such 
data,  buttressed  by  expert  opinion,  objectives  can  be  established,  capital, 
expense,  and  advertising  budgets  approved,  and  progress  measured  sta- 
tistically. The  administration  of  the  program  and  the  responsibility  for 
achieving  the  objectives  can  be  delegated  with  more  assurance  to  lower- 
echelon  managers  with  special  skills  and  experience  in  marketing. 

This  is  not  true  in  external  relations.  Here  the  chief  executive  must 
organize,  manage,  participate,  and  measure  results,  using  all  objective 
data  available.  Decisions,  however,  will  be  rooted  to  a  large  extent  in  his 
subjective  judgment.  This  qualifies  the  relationship  between  the  presi- 
dent and  the  external  relations  program  and  between  him  and  the  man- 
agers of  the  staff  groups  responsible  for  the  functions  involved.  The  extent 
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to  which  authority  can  be  delegated  to  subordinates  and  the  extent  to 
which  subordinates  can  be  held  accountable  for  happenings  in  this  area 
are  circumscribed  by  the  nature  of  the  activity.  In  an  area  where  so  much 
reliance  must  be  placed  upon  experience,  sense  of  direction,  and  intuitive 
balanced  judgment,  the  chief  executive  must  assume  personal  responsi- 
bility. Where  the  best  of  judgment— fallible  human  judgment— is  prone 
to  err,  he  may  not  delegate.  Personal  attention  and  much  time  must  be 
given  to  planning  and  programming,  organizing,  managing,  and  integrat- 
ing the  external  relations  activity. 

Although  subjective  judgment  in  this  activity  is  important,  the  value 
of  the  objective  data  available  should  not  be  underrated.  There  are  good 
and  constantly  improving  sources  of  public-attitude  measurement.  The 
techniques  of  opinion  and  attitude  sampling  and  the  interpretation  of 
responses  are  maturing.  Competent  organizations  report  periodically  on 
public  attitudes,  opinions,  and  degree  of  awareness  on  matters  of  basic 
concern  to  the  business  community.  Highly  competent  organizations  are 
available  for  specific  studies  or  to  survey  specific  areas  of  interest.  Fcav 
would  argue  that  the  data  available  from  these  sources  are  as  accurate 
as  figures  compiled  and  published  by  the  U.S.  Bureau  of  Mines.  Certainly 
the  data  cannot  be  interpreted  as  easily  as  a  census  report.  But  we  are 
learning  more  and  more  how  to  get  objective  data  and  how  to  interpret 
them.  Public-opinion  researchers  give  us  the  best  available  measure  of 
what  the  total  public,  or  any  segment  of  the  population,  know  and  think 
about  American  business  and  the  companies  in  it. 

There  are  other  sources  of  information  and  methods  of  measuring 
public  attitudes  which  will  be  discussed  later  in  connection  with  the  staff 
functions  of  public  relations.  The  pool  of  knowledge  widens  and  deepens 
and  calls  for  review  of  decisions  made.  But  decision  making  will  not  wait; 
decisions  must  be  made  on  the  basis  of  knowledge  of  the  problems  avail- 
able at  the  time  of  decision. 

In  part,  the  decision  made  may  depend  on  the  size  and  character  of 
the  company  involved.  A  corporation  operating  one  plant  may  feel  that 
its  area  of  interest  is  geographically  limited,  that  it  may  best  confine  its 
efforts  to  a  concentrated  job  in  its  plant  community  and  a  relatively  small 
surrounding  area;  at  the  other  extreme  a  larger  multiplant  corporation 
with  many  branch  sales  offices  and  warehouses,  selling  a  trademarked 
product  nationally,  may  feel  that  it  cannot  neglect  any  segment  of  the 
public  anywhere. 

Esso  Standard  Oil  Company  operates  in  eighteen  states  and  the  District 
of  Columbia.  Its  refining  and  marketing  operations  are  divisionalized 
geographically  with  a  high  degree  of  decentralization.  The  manager  of 
each  unit  is  held  rigidly  accountable  for  profitable  operation  and  is  re- 
sponsible for  every  aspect  of  the  company's  interest  in  the  refinery  com- 


TOP  MANAGEMENT  AND  EXTERNAL  RELATIONS  723 

munity  or  marketing  area  under  his  management.  In  Esso  the  responsibil 
ity  for  improving  the  company's  external  relations  is  a  line  responsibility 
Consequently  the  geographical  area  in  which  we  manufacture,  transport 
and  sell  coincides  with  the  area  of  our  primary  external  relations  activity 
Many  of  Esso's  activities,  however,  extend  beyond  this  area. 

The  following  discussion  deals  with  the  management  of  Esso's  externa 
relations  staff  groups  and  their  relationship  with  the  line  organization 
which  must  implement  the  policies  and  programs  adopted  by  manage- 
ment. 

THE  EXTERNAL  RELATIONS  INVENTORY 

If  the  external  relations  staff  is  to  be  of  maximum  assistance  to  line 
management  in  external  relations  activities,  the  purposes  and  resources 
of  the  staff  and  its  interrelations  with  the  line  organization  and  other  staff 
groups  must  be  clearly  defined.  If  the  line  organization  and  the  external 
relations  staff  are  to  work  together  to  a  common  end,  the  policies  and 
objectives  decided  upon  by  the  chief  executive  must  be  clearly  under- 
stood. In  short,  the  relationship,  policies,  and  objectives  should  be  re- 
duced to  writing  for  all  concerned.  Because  of  the  dynamic  nature  of  the 
activity,  these  must  be  frequently  reviewed  and  revised.  If  one  may  be 
permitted  a  paradox:  the  greater  the  degree  of  decentralization,  the 
greater  the  need  for  definite  controls. 

At  each  review  of  the  external  relations  activity,  the  heads  of  the 
specialized  staff  groups  functioning  in  the  area  place  before  the  chief 
executive  their  best  appraisal  of  the  company's  current  position  in  the 
public  mind.  The  appraisal  may  consider  attitudes  of  employees  or  of 
people  living  in  our  plant  communities  categorized  by  age,  race,  sex, 
geographical  distribution,  income  bracket,  and  vocation.  Along  with  this 
appraisal  should  be  a  clear-cut  recommendation  of  a  program  to  improve 
relations  with  these  publics.  At  the  same  time  the  heads  of  the  specialized 
staff  groups  report  on  all  current  situations  which  may  affect  the  com- 
pany adversely,  i.e.,  possible  legislative  actions,  external  reaction  to  the 
closing  of  a  plant  or  consolidation  of  operations,  or  changing  company 
policy  and  practice.  These,  too,  must  be  accompanied  by  a  recommended 
program  of  action  to  minimize  dangers. 

Other  factors  are  also  considered.  What  coming  events,  new  plant 
openings,  or  new  products  may  be  exploited  to  improve  the  stature  of 
the  company  in  the  public  mind?  What  exploitation  is  recommended? 
Are  there  matters  of  great  concern  to  large  numbers  of  people  that  are 
of  natural  concern  to  the  company?  Should  the  company  and  its  people 
be  identified  with  these  matters? 

In  the  case  of  Esso,  for  example,  a  natural  interest  in  the  field  of  safety, 
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and  particularly  highway  safety,  was  recognized.  Esso  also  recognized  a 
responsibility  in  the  needs  of  education,  and  particularly  economic  edu- 
cation. As  a  corporate  citizen  of  eighteen  states  with  a  substantial  number 
of  employees  in  each,  it  has  a  continuing  interest  in  the  health  and 
welfare  services. 

On  the  basis  of  the  inventory  and  recommendations,  accompanied  by 
an  estimated  budget  requirement,  the  president  must  reach  a  decision.  Is 
the  program  conclusive  enough?  Should  it  be  expanded?  Is  emphasis  in 
the  right  places?  Does  the  president's  special  knowledge  of  the  total 
corporate  picture  suggest  new  elements  or  modify  some  staff  conclusions? 
Following  discussion,  a  program  must  emerge  which  is  agreed  upon  and 
endorsed  by  the  chief  executive,  who  must  find  the  necessary  funds  to 
carry  it  out  and  who  must  take  ultimate  responsibility  for  it. 

In  weighing  the  relative  importance  of  the  many  facts  of  the  appraisal 
and  the  merits  of  the  detailed  recommendations,  it  is  well  to  have  clearly 
in  mind  the  standards  by  which  the  corporation  is  willing  to  be  judged. 
Just  what  do  you  want  people  to  think  of  your  company?  AVhat  image  or 
images  do  you  want  to  come  to  their  minds  when  they  see  one  of  your 
plants,  read  your  advertisements,  or  in  some  way  have  your  company 
brought  to  their  attention? 

A  concise  statement  of  these  images  will  help  in  both  the  planning  and 
execution  of  the  external  relations  activity.  An  evaluation  criterion  for 
the  activity  is  provided  by  the  question,  "Will  what  I  propose,  or  plan 
to  do,  contribute  to  impressing  one  or  more  of  the  images  on  the  public 
mind?"  The  answer  to  this  question  leaves  no  reason  to  ^vander  from  the 
main  road  and  little  probability  of  getting  engaged  in  fruitless  work 
or  involved  in  meaningless  frills— all  ever-present  dangers. 

In  Esso  certain  images,  which  we  believe  indicated  the  true  character 
of  the  company,  became  our  guideposts.  We  listed  them  as  follo^vs: 

The  management  of  the  company  is  human  and  alert  to  human  prob- 
lems. 

The  company  is  a  good  employer,  a  good  neighbor,  and  a  good  citizen. 

Its  products  are  good,  and  it  is  continually  seeking  ways  to  make  exist- 
ing products  better,  to  make  new  products,  and  to  find  new^  uses  for  old 
ones. 

Its  prices  and  profits  are  reasonable. 

It  strives  to  act  in  the  public  interest. 

THE  EXTERNAL  RELATIONS  BUDGET 

When  all  the  available  facts  have  been  gathered  and  the  recommended 
courses  of  action  thoroughly  discussed,  and  with  guideposts  kept  clearly 
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in  mind,  the  president  must  make  one  of  the  most  difficult  of  all  decisions. 
He  must  decide  how  much  of  the  total  corporate  budget  should  be  allo- 
cated to  the  external  relations  activity.  Whatever  the  size  of  the  budget 
devoted  to  this  work,  it  will  place  limitations  on  an  activity  where  the 
need  seems  almost  limitless.  Thus  the  decision  is  one  of  priorities.  With 
a  limited  budget,  decisions  must  be  made  as  to  which  of  the  recommended 
and  approved  activities  get  priority.  And  these  are  decisions  which  must 
stem  from  the  best  balanced  judgment  of  the  chief  executive.  If  the  bud- 
get for  external  relations  activities  is  robbed  in  favor  of  the  operating 
departments'  budgets,  the  company  may  ultimately  suffer  because  of 
external  forces.  The  president's  judgment  is  put  to  the  test,  and  seldom 
will  the  exact  degree  of  the  correctness  or  error  of  the  decision  be  known. 

As  a  matter  of  necessity,  priorities  must  be  given  to  those  activities 
planned  to  meet  and  offset  immediate  problems.  The  problems  may  be 
of  a  social  or  political  nature,  and  the  activities  may  include  the  dissemi- 
nation of  information  about  the  company,  its  people,  or  its  products 
directly  or  through  mass  media;  participation  in  trade  associations  or  in 
national  and  local  business  associations;  and  bearing  a  reasonable  share 
of  the  community  cost  of  health  and  welfare  organizations. 

Budget  limitations  will  dictate  the  extent  of  long-range  programs, 
important  as  they  may  be.  It  is  certainly  an  important  objective  of  any 
external  relations  program  to  secure  the  acceptance  of  the  company  and 
of  the  entire  business  community  by  helping  raise  the  level  of  economic 
understanding  and,  through  financial  grants  or  in  other  ways,  the  gen- 
eral educational  level  of  today's  and  tomorrow's  citizens. 


THE  NEED  FOR  WRITTEN  POLICY 

In  a  highly  decentralized  operation  such  as  Esso's,  it  is  essential  that 
objectives  be  reduced  to  specific  terms  and  circulated  through  the  line 
and  staff  organization  in  writing.  The  basic  objective  of  the  external 
relations  activity  set  forth  earlier  is  "to  develop  a  climate  of  opinion 
among  segments  of  the  public  that  will  permit  and  perpetuate  the  com- 
pany's operation  as  a  privately  owned,  privately  managed,  profit-making 
enterprise." 

In  Esso  the  objective  of  our  external  relations  program  fell  into  two 
logical  parts:  (i)  to  explain  ourselves  to  all  publics  directly  and  through 
all  available  media  in  understandable  terms,  and  (2)  to  undertake  a 
long-range  program  to  improve  the  general  level  of  economic  under- 
standing. This  led  to  a  bill  of  particulars  which  was  distributed  to  the 
entire  organization  as  a  statement  of  objectives  endorsed  and  adopted  by 
the  president  and  in  which  the  president  proposed  to  participate.  It  was 
a  directive  from  the  president  to  the  line  organization.  The  line  organ- 
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ization  was  given  wide  freedom  to  pursue  these  objectives,  in  light  of 
their  close  knowledge  of  local  conditions,  in  the  most  effective  way.  Until 
revised  by  the  president,  the  objectives  remain  fixed. 

In  early  1958,  Esso's  written  statement  of  the  objectives  of  its  external 
relations  activity  was  as  follows: 

1.  To  develop  within  the  general  public  and  among  specific  groups 
a  better  understanding  and  appreciation  of  the  company  and  its  con- 
tribution to  the  well-being,  security,  and  standards  of  living  of  the 
American  people  by  providing  information  about  the  company  in  all  ac- 
ceptable ways.  Such  information  should  be  designed  to  improve  under- 
standing of  (a)  the  physical  operations  of  our  business;  (b)  the  economics 
of  our  business  and  in  particular  those  methods  of  operation  which  tend 
to  create  misunderstanding  on  subjects  such  as  prices,  profits,  conserva- 
tion, integration,  taxes,  and  competitiveness;  (c)  the  company's  contribu- 
tion to  community  and  national  life  and  its  role  in  our  country's 
progress. 

2.  To  increase  public  interest  in  and  knowledge  about  the  company, 
its  policies,  problems,  operations,  and  activities  in  such  a  ^sav  that  the 
level  of  misunderstanding  and  misinformation  will  be  lowered. 

3.  To  ensure  the  retention  and  increase  the  intensity  of  favorable 
attitudes  and  behavior  patterns  among  those  persons  in  the  pubHc  now 
favorably  disposed  toward  the  company. 

4.  To  shift  increasingly  larger  numbers  of  those  whose  attitude  and 
behavior  toward  the  company  are  neutral  to  a  positive  favorable  attitude 
and  behavior  toward  the  company. 

5.  To  change,  or  strive  to  modify,  the  degree  of  negative  attitude 
toward  the  company  held  by  that  minority  group  of  the  public  recog- 
nized as  a  "hard  core"  which  condemns  business  generally  and  the  com- 
pany as  a  big-business  entity. 

6.  To  develop  in  the  public  mind  a  concept  of  the  companv  as  an 
institution  comprised  of  people,  technology,  and  capital,  satisfving  human 
wants-one  which  strives  to  conduct  its  business  in  the  public's  best  ni- 
terest  under  the  guidance  of  an  efficient  management  ^vhich  is  conscious 
of  its  social  and  human  obligations. 

7.  To  advance  the  public's  receptiveness  to^vard  our  advertising  and 
sales  promotion  efforts  by  creating  a  favorable  climate  of  opinion  toward 
the  company  which  will  retain  present  customers  and  gain  ne^s"  ones. 

8.  To  transmit  information  through  appropriate  media  to  the  public 
in  terms  of  interest  to  the  individual  and  in  terms  of  specifics  diat  will 
ensure  better  understanding. 

9.  To  conduct  a  continuing  program  at  all  social  andpoHtical  levels 
to  counteract  unfavorable  attitudes  toward  the  company  because  of 
conditions  peculiar  to  its  operations  or  inherited  from  the  past.  Among 
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these  are  the  problems  of  odors  and  disposition  of  wastes,  the  Standard 
Oil  Trust  of  a  half  century  ago,  and  the  widespread  misconception  of  the 
relationship  between  the  many  domestic  oil  companies  having  "Standard 
Oil"  in  their  corporate  names. 

10.  To  identify  the  company  and  its  people  in  all  operating  areas  with 
specific  activities  and  movements  widely  accepted  as  being  in  the  public 
interest:  safety,  health,  general  welfare.  Future  Farmers  of  America,  4-H 
activities,  and  the  like. 

11.  To  aid,  with  men,  materials,  and  money,  carefully  selected  char- 
itable causes  and  participate  and  encourage  employees  to  participate  in 
selected  civic  organizations  and  local  community  activities  such  as  school 
boards,  park,  and  recreation  commissions. 

12.  To  strive  to  improve  the  level  of  economic  understanding  by  sup- 
porting and  working  with  established  organizations,  by  consulting  with 
teachers  and  upon  their  recommendations  supplying  teaching  aids  for 
classroom  use,  and  by  supporting  and  working  with  constructive  youth 
programs  such  as  Junior  Achievement. 

13.  To  aid  higher  education. 

14.  To  participate  in  the  program  to  keep  shareholders  and  the  invest- 
ing community  informed  of  all  aspects  of  our  operations  and  activities. 

FUNCTIONAL  ORGANIZATION 

The  established  objectives,  the  priorities  decided  upon,  and  the  avail- 
able budget  will  determine  the  size  and  function  of  the  staff  groups 
working  in  this  activity  area.  All  the  functions  and  subfunctions  involved 
in  seeking  the  attainment  of  these  objectives  could  be  placed  under  one 
department  head.  In  Esso,  however,  where  a  function  could  be  clearly 
separated  from  other  external  relations  activities  and  was  of  sufficient 
importance  to  justify  continuing  study  and  administration,  it  was  felt  that 
the  best  results  could  be  obtained  by  giving  this  responsibility  to  a  special 
group.  Consequently,  the  responsibility  for  shareholder  relations  was 
placed  in  the  office  of  the  secretary,  where  it  is  a  natural  extension  of 
the  secretary's  corporate  duties.  The  study,  analysis,  and  administration 
of  the  broad  field  of  corporate  contributions  to  charitable  and  other 
worthy  causes,  to  hospital  building  funds,  and  participation  in  local  clubs, 
civic  organizations,  and  trade  and  business  associations  were  delegated 
to  a  committee  appointed  by  the  board  of  directors,  the  contributions  and 
memberships  committee.  All  other  aspects  of  the  general  external  rela- 
tions activity  was  placed  in  the  public  relations  department.  The  public 
relations  department,  because  of  its  composition,  advises  these  other  staff 
groups  and  makes  available  to  them  the  special  skills  of  its  j^ersonnel,  as 
it  does  to  all  other  staff  and  line  groups. 
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Communicating  with  Shareholders 

Esso  Standard  Oil  Company  is  a  wholly  owned  subsidiary  of  Standard 
Oil  Company  (incorporated  in  New  Jersey).  For  this  reason  it  is  not  neces- 
sary for  Esso  to  have,  in  its  organizational  structure,  a  special  group 
devoting  its  attention  to  shareholder  communications.  For  the  purpose  of 
this  chapter,  however,  it  is  appropriate  to  describe  briefly  the  shareholder 
communication  practices  of  the  Standard  Oil  Company  of  New  Jersey. 

The  owners  of  Standard  Oil  of  New  Jersey  comprise  over  435,000  in- 
dividuals who  have  their  shares  of  stock  registered  in  their  own  names 
and  some  55,000  institutional  and  fiduciary  holders,  many  of  whom  repre- 
sent other  persons  or  institutions  that,  though  beneficial  owners,  rely  on 
the  institutional  or  fiduciary  holder  for  management  of  their  investments. 
The  importance  of  maintaining  a  two-way  communication  with  this  large 
and  important  group,  which  may  be  customers,  employees,  suppliers, 
government  representatives,  and  men  and  women  of  all  professions  as 
well  as  providers  of  capital  funds,  led  the  board  to  enunciate  formally 
the  following  policy  on  shareholder  communications: 

In  addition  to  their  other  obligations,  the  Board  recognizes  the  importance  of 
providing  shareholders  with  opportunities  to  judge  its  performance  and  of  com- 
municating to  the  shareholders,  their  financial  representatives,  and  qualified 
investment  advisors,  an  accurate  image  of  the  Jersey  Company  from  which  sound 
investment  decisions  can  be  made.  Specifically,  these  latter  obligations  entail 
activities  whose  objectives  are: 

a.  inform  all  shareholders,  on  a  regular  basis,  consistent  with  considerations  of 
practicality  and  reasonable  expense,  about  the  affairs  of  the  Company,  par- 
ticularly on  matters  of  broad  interest  to  them;  because  of  the  size  of  the  share- 
holder body,  printed  publications  are  the  media  for  such  communications: 

b.  promote  a  climate  within  the  Company  which  encourages  shareholders  to 
communicate  individually  with  management  and  which  insures  prompt  and 
courteous  attention  to  such  communications; 

c.  provide  special  opportunities  for  financial  representatives  of  shareholders  and 
for  qualified  investment  advisors  in  the  financial  community  to  communicate 
with  management. 

The  responsibility  for  organizing  and  coordinating  this  program  in 
Standard  Oil  of  New  Jersey  is  lodged  in  the  office  of  the  secretary  of  the 
corporation.  The  secretary,  of  course,  reports  directly  to  the  chief  execu- 
tive officers  of  Jersey.  Printed  publications  which  the  shareholders  receive 
regularly,  in  addition  to  the  annual  report  and  proxy  statement,  consist 
of  a  quarterly  magazine,  a  quarterly  news  pamphlet  enclosed  with  divi- 
dend checks,  and  a  comprehensive  report  of  what  transpired  at  the  annual 
shareholders'  meeting.  The  secretary  looks  to  the  public  relations  depart- 


TOP   MANAGEMENT  AND  EXTERNAL  RELATIONS  729 

ment  for  assistance  in  the  preparation  and  production  of  this  printed 
material. 

Letters  received  from  individual  shareholders  are  answered  imme- 
diately. If  the  inquiry  or  comment  is  about  the  activity  of  one  of  Jersey's 
operating  affiliates,  the  letter  is  acknowledged  and  the  writer  is  told  that 
it  has  been  referred  to  that  affiliate  for  attention  and  that  he  will  hear 
directly  from  them.  A  close  follow-up  is  maintained  to  ensure  that  he 
does. 

Obviously,  many  letters  concerning  Esso's  operations  are  received.  The 
public  relations  department  has  the  responsibility  for  ensuring  that  each 
is  answered  promptly  and  in  terms  understandable  and  acceptable  to  the 
inquirer.  If  the  information  needed  for  a  complete  answer  is  not  at  hand, 
the  public  relations  department  calls  upon  other  departments  for  as- 
sistance. When  it  is  deemed  advisable  and  the  shareholder  is  located  in 
our  operating  area,  a  representative  of  Esso  makes  a  personal  call.  A 
shareholder  living  in  our  operating  area  is  not  only  a  shareholder  and  a 
member  of  an  important  public,  but  also  a  customer  or  a  potential 
customer. 

Corporate  Contributions 

In  Esso  we  believe  that  the  company  must  be  a  good  corporate  citizen 
wherever  it  operates.  This  involves,  among  many  other  things,  a  recog- 
nition of  the  growing  responsibility  of  business  in  the  field  of  philan- 
thropy. 

The  problems  involved  in  corporate  contributions  are  increasing  in 
importance  each  year.  As  income  and  other  taxes  have  risen,  large  per- 
sonal fortunes,  which  were  once  the  important  source  of  contributions, 
have  decreased.  Although  many  more  people  now  have  more  money  than 
they  once  had,  their  combined  philanthropies  have  failed  to  fill  the  gap 
between  the  increased  needs  of  private  health,  education,  and  welfare 
institutions  and  the  decreased  support  from  the  dwindling  number  of 
great  family  fortunes.  As  a  result,  charitable  and  educational  organiza- 
tions, formerly  largely  supported  by  gifts  from  individuals,  are  now  forced 
to  seek  funds  elsewhere.  There  appear  to  be  but  two  major  sources  of  the 
required  funds,  namely,  the  government  and  the  corporation.  If  corpora- 
tions cannot,  or  will  not,  fill  the  gap,  it  would  seem  to  be  a  fair  assump- 
tion that  government  will. 

In  a  company  whose  operating  departments  are  divisionalized  geo- 
graphically and  where  authority  and  responsibility  are  decentralized  to 
a  high  degree,  it  is  necessary  that  this  activity  be  coordinated  and  that  the 
basic  policies  adopted  be  understood  by  all  concerned.  At  Esso,  a  con- 
tributions and  memberships  committee,  appointed  by  and  responsible  to 
the  board,  initiates,  reviews,  and  recommends  policies  and  procedures. 
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Each  field  unit  and  headquarters  department  submits  an  annual  budget 
of  its  anticipated  requirements.  These  are  reviewed  by  the  contributions 
and  memberships  committee  and  are  transmitted  to  the  board  with  its 
recommendations.  The  committee  also  reviews  all  proposed  contributions 
and  memberships  not  included  in  or  chargeable  to  approved  budgets. 

The  make-up  of  the  contributions  and  memberships  committee  is  im- 
portant. Recommendations  for  participation  in  civic  clubs  and  trade 
associations  and  contributions  to  charitable  organizations  and  capital 
drives  largely  originate  in  the  field.  After  being  screened  by  local  man- 
agers, the  recommendations  are  forwarded  to  headquarters.  At  this  level, 
it  is  logical  to  appoint  the  heads  of  the  several  operating  departments  to 
the  committee.  These  line  managers  have  a  close  knowledge  of  their  field 
managers'  local  problems.  After  considering  their  proposals,  they  can 
reject  or  support  them.  In  addition  to  the  line  men,  managers  of  staff 
functions  are  also  appointed  to  the  committee.  This  has  worked  very  well 
in  Esso.  Currently  the  committee  includes,  in  addition  to  the  line  men, 
the  corporation's  treasurer,  who  acts  as  chairman,  the  manager  of  the 
public  relations  department,  who  is  vice  chairman,  and  the  corporation's 
secretary,  who  also  is  the  secretary  of  the  contributions  and  memberships 
committee. 

Down  through  the  years,  certain  policies  have  evolved  as  guides  to  the 
committee  and  to  Esso's  management.  It  is  important  that  this  policy  be 
in  writing  and  available  to  all  headquarters  and  field  people  who  may 
be  solicited  for  contributions  or  who  may  originate  recommendations.  As 
a  guide,  Esso's  policy  is  given  below: 

MEMBERSHIPS 

It  should  be  possible  to  justify  the  cost  of  each  membership  paid  for  bv  die 
Company  on  the  basis  that  the  Company  derives  sufficient  benefit,  eidier  di- 
rectly or  indirectly,  from  the  membership-individual  or  corporate. 

CONTRIBUTIONS 

The  general  principles  which  apply,  with  few  exceptions,  to  all  contributions 
are: 

Firsdy,  the  group  or  organization  receiving  a  contribution  from  die  Companv 
should  be  soundly  managed,  its  objectives  should  be  constructive,  and  it  should 
not  be  limited  to  racial,  political,  or  religious  activides. 

Secondly,  the  size  of  the  Company's  contribution  generally  should  not  repre- 
sent the  major  share  of  the  total  amount  of  the  fund  being  raised  and  should  be 
in  line  with  the  amounts  being  given  by  other  businesses  having  comparable 
responsibilities  as  measured  by  capital  investment,  number  of  employees,  and 
amount  of  business  in  the  area. 

Thirdly,  each  contribution  should  be  one  which  furthers  the  long  range  inter- 
ests of  the  stockholders. 
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Fourthly,  each  contribution  should  meet  the  test  that  the  Company  is  being 
a  good  citizen  in  contributing. 

Fifthly,  the  Company  generally  should  not  be  committed  for  more  than  one 
annual  payment.  Business  and  other  conditions  are  apt  to  change,  and  conse- 
quently, management  should  be  left  free  each  year  to  judge,  in  the  light  of  con- 
ditions then  prevailing,  that  year's  proposed  contributions. 

In  addition  to  these  general  principles,  there  are  more  specific  provisions 
applying  to  the  various  types  of  activities  seeking  financial  support  from  the 
Company. 

Firstly,  there  are  trade  organizations,  which  include  technical  societies.  Here, 
as  in  memberships,  the  contribution  should,  generally  speaking,  be  based  on  the 
direct  or  indirect  benefits  which  the  Company  may  expect  to  receive  from  the 
organization  to  which  the  contribution  is  made.  Company  personnel  should  be 
active  in  such  organizations,  should  assist  in  keeping  the  Company  informed  of 
the  affairs  of  the  organization,  and  should  be  satisfied  that  the  Company's  con- 
tribution is  being  well  spent. 

Secondly,  there  are  Chambers  of  Commerce,  civic,  tax,  and  public  expenditure 
organizations.  Contributions  to  these  activities  should  be  based  on  the  caliber 
of  the  organization  and  on  the  need  it  fills,  as  well  as  on  the  scope  of  its  work 
and  kind  of  job  being  done,  as  it  affects  the  Company  and  society  in  general. 
It  is  particularly  important  for  Company  personnel  to  participate  in  activities, 
such  as  Chambers  of  Commerce  and  civic  groups  that  receive  financial  support 
from  the  Company.  Such  employee  participation  provides  the  organization  with 
sound  advice,  gives  the  Company  a  better  knowledge  of  the  activity,  broadens 
the  outlook  of  the  employee,  and  is  a  direct  contribution  to  the  furtherance  of 
activities  which  are  in  the  public  interest. 

Thirdly,  there  are  the  public  information  and  economic  education  groups. 
Most  such  organizations  are  national  in  character,  and  consequently,  Esso  Stand- 
ard does  not,  as  a  general  rule,  contribute  to  them.  However,  other  members  of 
the  Esso  affiliated  group  do  support  such  organizations'  activities  in  the  area 
in  which  it  operates. 

Fourthly,  there  is  education.  It  has  become  increasingly  apparent  that  the 
responsibilities  of  corporate  citizenship  include  paying  attention  to  and  doing 
something  about  the  needs  of  education.  Over  and  above  those  responsibilities 
business  looks  to  the  schools  to  provide  it  with  future  employees,  customers,  and 
stockholders.  In  recognition  of  these  facts,  Esso  Standard  Oil  Company  con- 
tributes to  and  participates  in  the  Esso  Education  Foundation.  The  Company 
also  supports  a  limited  number  of  projects  in  specialized  areas  not  covered  by 
the  Esso  Education  Foundation.  These  areas  include  highway  safety,  economic 
education,  teacher  seminars,  and  4-H  Club  scholarships. 

Fifthly,  there  are  hospital  maintenance  and  building  funds.  The  Company 
believes  that  hospital  maintenance  deficits  should  be  met  ^vith  Community  Chest 
funds,  and  consequently,  except  for  rare  instances,  does  not  contribute  directly 
to  hospital  maintenance  drives.  However,  the  capital  cost  of  providing  demon- 
strably needed  new  hospital  facilities  in  the  area  in  which  the  Company  operates 
poses  a  different  problem.  Here,  as  in  other  health  and  welfare  capital  projects, 
Esso  Standard  believes  it  is  sound  to  use  as  a  major  factor  in  determining  the  size 
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of  the  contribution  some  variation  of  the  relationship  between  the  number  of 
employees  or  employees  and  dependents  living  in  the  area  to  the  total  popula- 
tion to  be  served,  as  a  percentage  of  the  campaign  goal. 

Lastly,  there  is  the  question  of  contributing  to  charities  and  service  organiza- 
tions. The  Company  is  in  sympathy  with  the  Community  Chest  and  United  Fund 
concept  of  giving,  since  it  seems  logical  to  suppose  that  the  local  community 
is  best  able  to  decide  the  proportionate  amount  of  available  funds  that  ought  to 
go  to  each  of  its  charitable  agencies.  The  Company  also  believes  that  the  Ameri- 
can Red  Cross  deserves  generous  support.  As  a  consequence,  the  bulk  of  Esso 
Standard's  charitable  contributions  go  to  these  two  activities.  Service  (recreational) 
organizations  adjacent  to  refineries  account  for  the  major  share  of  the  balance 
of  the  Company's  donations  to  activities  in  this  category.  Quite  obviouslv.  public 
relations-wise,  the  Company  should,  on  occasion  contribute  to  special  drives  or 
events  for  the  benefit  of  local  charities,  and  the  amounts  of  such  contributions 
should  be  based  on  a  careful  analysis  of  the  factors  involved. 

One  type  of  contribution,  which  has  received  considerable  attention,  is  the 
taking  of  advertising  space  in  memorial  or  special  event  publications.  The  Com- 
pany refrains  from  buying  such  space  unless  its  cost  can  be  justifiably  charged 
to  the  Advertising  Budget,  rather  than  to  the  Contributions  and  Memberships 
Budget. 

Esso  Standard's  expenditures  for  contributions  and  memberships  have  sub- 
stantially increased  over  the  past  several  years.  These  expenditures  are  receiving 
more  and  more  attention  since,  like  other  costs,  they  must  be  kept  within  rea- 
sonable limits  if  the  Company  is  to  stay  in  business.  All  concerned  should  help 
to  keep  these  expenditures  within  bounds  by  carefully  evaluating  solicitations 
for  contributions,  keeping  in  mind  the  principles  outlined  above  and  then 
weighing  those  evaluations  against  the  availability  of  funds. 

In  conclusion,  it  should  be  reiterated  that  the  Company's  contribution  policv 
is  not  static,  and  that  within  the  broad  framework  of  what  is  currently  conceived 
to  be  a  proper  field  for  corporate  gifts,  each  contribution  must  be  the  result  of 
the  best  individual  and  collective  judgment  of  Esso  Standard  Oil  Company  per- 
sonnel. 

Amendment 

Generally  speaking,  the  Company's  contributions  to  capital  drives  are  related 
to  the  ratio  its  employees  and  dependents  bear  to  the  total  population  in  the 
respective  areas.  This  means  that  the  Company  is  willing  to  pay  a  specific 
percentage  of  the  campaign  goal  and,  therefore,  of  the  cost  of  the  facilities.  How- 
ever, it  sometimes  happens  that  the  money  actually  raised  falls  short  of  the  goal. 
which  results  in  Esso  Standard  having  contributed  a  substantially  higher  per- 
centage than  can  readily  be  justified. 

As  a  means  of  correcting  this  situation,  the  following  policy  amendment  will 
govern  all  proposed  contributions  in  excess  of  ^10,000  to  capital  drives  recom- 
mended by  refinery  and  sales  division  managements. 

The  Company  will  determine,  as  heretofore,  the  size  of  its  contribution.  How- 
ever, instead  of  paying  over  the  entire  contribution  in  a  lump  sum.  the  Company 
will  make  its  contribution  in  installments  based  on  the  progress  of  the  capital 
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drive  over  a  period  of  not  more  than  two  years  from  the  date  the  Company 
makes  known  its  decision.  The  initial  Company  payment  will  be  in  the  same 
ratio  (rounded  out  to  the  nearest  lo  per  cent)  of  its  conditional  pledge  as  the 
total  amount  in  cash  and  bona  fide  pledges  then  received  bears  to  the  goal  (less 
the  Esso  Standard  conditional  pledge). 

As  an  example,  if  it  is  decided  to  pledge  $100,000  toward  a  $1,000,000  drive 
and,  at  the  time  the  Company  makes  its  conditional  pledge,  the  fund  has  raised 
between  $136,000  and  $214,000  in  cash  and  bona  fide  pledges  (i.e.,  15  plus  per 
cent  to  25  minus  per  cent  of  $900,000),  the  Company  will  make  an  initial  pay- 
ment of  $20,000  or  20  per  cent  of  its  pledge.  When  the  fund  has  succeeded  in 
raising  $270,000  or  30  per  cent  of  the  difference  between  the  Company's  condi- 
tional pledge  and  the  goal,  the  Company  will  make  an  additional  payment  of 
$10,000.  Each  time  the  fund  raises  an  additional  $90,000  or  10  per  cent,  the 
Company  will  make  an  additional  $10,000  payment  until  either  the  goal  has  been 
reached  or  two  years  have  elapsed. 

The  announcement  of  Esso  Standard's  pledge  should  state  clearly  that  the 
Company  will  contribute  up  to  X  dollars  (the  amount  of  the  contribution  decided 
upon  as  the  Company's  share  of  the  campaign  goal)  in  installments  as  the  cam- 
paign progresses,  and  that  the  total  amount  actually  paid  will  depend  entirely 
on  the  success  of  the  drive's  efforts  to  raise  funds  from  others  over  a  period  of 
not  more  than  two  years  from  the  date  of  the  Company's  announcement. 

Field  Organization 

At  Esso,  divisionalized  geographically  and  decentralized,  each  field 
manager  is  responsible  not  only  for  profitable  operations,  but  for  every- 
thing that  affects  the  company's  interest  and  position  in  his  area,  includ- 
ing all  aspects  of  external  relations.  However,  it  is  not  expected  that 
these  line  managers,  with  their  daily  tasks  of  keeping  their  manufacturmg 
or  marketing  operations  competitive,  will  have  the  special  skills  or  the 
time  to  originate  and  direct  an  over-all  external  relations  program.  Yet 
the  line  manager  cannot  be  held  accountable  for  costs  or  profits  unless 
he  has  complete  authority  over  all  personnel  and  all  activities  that  affect 
his  costs  or  profits.  Consequently,  the  line  manager  at  each  refinery  and 
sales  division  has  a  staff  assistant,  or  assistants,  whose  entire  efforts  are 
concentrated  on  the  external  relations  program. 

While  aptitudes  and  abilities  to  perform  the  tasks  involved  are  im- 
portant, men  selected  for  this  staff  function  in  the  field  operations  are 
not  chosen  solely  for  special  skills  usually  associated  with  public  relations 
work.  Where  such  highly  specialized  skills  are  needed,  the  headquarters 
public  relations  department  is  available  for  help.  In  some  cases,  the  as- 
signment of  this  staff  function  to  an  employee  who  has  demonstrated 
ability  in  other  directions  and  who,  in  the  opinion  of  the  management,  is 
available  for  future  promotion  to  management  rank  has  ^vorked  success- 
fully and  provided  excellent  training  for  the  individual  concerned.  \Vhile 
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on  this  assignment,  the  local  staff  assistant  attends  seminars  and  con- 
ferences related  to  his  specialty  and  prepares  a  report  for  the  manager. 
He  maintains  close  liaison  with  the  headquarters  public  relations  depart- 
ment. He  may  administer  the  plant  or  sales  division's  contributions  and 
memberships  budget  and  also  direct  the  activities  of  a  local  speakers' 
bureau. 

This  liaison  between  the  headquarters  public  relations  department  and 
the  field  line  managers  through  their  staff  assistants  permits  the  maximum 
freedom  of  action  in  meeting  local  conditions  while  remaining  within 
the  framework  of  the  over-all  corporate  program. 

The  line  people  in  the  field  are  free  to  make  public  statements  and 
speeches,  answer  inquiries,  and  put  out  news  releases  on  matters  of  local 
interest  on  their  own  initiative.  If  they  have  any  questions  of  policy  or 
method,  they  are  as  close  to  the  headquarters  public  relations  department 
as  they  are  to  their  telephones.  On  the  whole,  this  has  worked  out  ^\ell. 
It  is  better  to  risk  the  possibility  of  an  infrequent  error  than  impose  too 
rigid  controls.  When  policies  and  objectives  are  known,  the  probability 
of  error  is  not  great. 

Headquarters  Public  Relations  Department 

The  functional  responsibility  for  carrying  out  the  various  external  re- 
lations activities  not  specifically  assigned  to  others,  such  as  the  secretary 
or  the  contributions  and  memberships  committee,  is  vested  in  the  head- 
quarters public  relations  department.  This  is  a  staff  function.  The  public 
relations  department  has  no  authority  over  other  corporate  departments 
or  divisions.  Its  job  is: 

1.  To  carry  out  the  program  decided  upon  to  the  maximum  scope 
permitted  by  budget  limitations 

2.  To  suggest  and  coordinate  field  activities 

3.  To  provide  staff  advice  and  assistance  to  all  corporate  departments 
and  field  units 

4.  To  review  continually  the  progress  made  by  the  headquarters  de- 
partments and  the  field  units 

5.  To  report  these  results  to  management  with  appropriate  recom- 
mendations 

The  organization  of  a  headquarters  public  relations  department  com- 
petent to  perform  these  functions  is  the  responsibility  of  the  department 
manager.  The  president  has  stated  what  is  expected  from  the  department 
and  what  will  be  paid  for  its  accomplishment.  The  job  of  bringing 
together  the  special  knowledge  and  skills  required  should  be  left  to  the 
manager.  This  obviously  demands  the  employment  of  people  expert  in 
many  areas-press,  radio  and  television,  general  writing,  opinion  research, 
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and  educational  relations.  It  requires  the  selection  of  outside  organiza- 
tions to  conduct  polls  sampling  opinions  and  attitudes  of  specific  groups 
and  perhaps  the  use  of  outside  counsel  to  advise  in  special  areas  of  the 
over-all  activity. 

The  majority  of  the  staff  of  the  headquarters  public  relations  depart- 
ment will  be  specialists  employed  to  work  in  their  special  fields.  But  these 
employees  cannot  make  their  maximum  contributions  to  the  job  before 
them  without  some  knowledge  of  the  corporate  structure,  the  business 
in  which  it  is  engaged,  and  its  traditions,  policies,  and  practices.  An 
orientation  program  is  a  must  for  these  people.  Fortunate  indeed  is  the 
company  that  can  find  some  of  the  special  talents  its  external  relations 
activity  requires  in  men  wdth  broad  company  experience.  Although  the 
manager  of  the  public  relations  department  must  be  held  responsible  for 
bringing  together  a  group  properly  balanced  in  expertness  and  technical 
skills,  the  chief  executive  should  counsel  with  him  and  secure  the  co- 
operation of  other  department  heads  so  that  employees  throughout  the 
organization  can  be  screened  to  determine  if  any  of  them  have  the  special 
skills  required  and  would  like  to  transfer  to  this  important  company 
activity.  In  the  final  analysis,  it  is  the  chief  executive  who  must  judge  the 
quality  of  the  public  relations  department  by  the  extent  to  which  it  de- 
livers and  by  how  well  it  performs  its  assigned  tasks. 


MEASURING  RESULTS 

Measuring  the  performance  of  the  public  relations  department  is,  how- 
ever, an  extremely  difficult  problem.  Remember,  its  assigned  task  is  to 
improve  the  climate  of  opinion  in  which  the  company  operates  and  to 
broaden  the  public's  knowledge  of  the  company,  of  the  industry  of  which 
it  is  a  part,  and  of  our  economic  system.  At  Esso,  a  number  of  techniques 
are  employed  to  measure  our  progress,  the  effectiveness  of  certain  phases 
of  our  activity,  and  the  change  in  attitudes  of  certain  segments  of  the 
public  with  which  we  are  primarily  concerned. 

Repeated  surveys  conducted  by  organizations  retained  for  the  purpose 
and  pinpoint  surveys  made  by  the  research  division  of  our  marketing 
department  give  us  valuable  objective  data— finite  answers  to  some  of  our 
questions.  But  these  reflect  the  results  of  but  a  part  of  the  total  activity. 
For  the  rest  there  are  no  reliable  statistical  data,  no  balance  sheet,  no 
statement  of  profit  and  loss.  The  chief  executive,  in  attempting  to  meas- 
ure the  effectiveness  of  the  effort,  must  rely  largely  on  subjective  judg- 
ment. He  must,  in  other  words,  depend  upon  opinion  when  attempting 
to  evaluate  public  relations  activities.  For  this  opinion  to  be  valid,  it  must 
be  based  upon  current  observation  of  the  operations  and  activities.  One 
may  not  wait  for  periodic  statistical  reports  that  never  materialize.  This 
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means  that  there  must  be  constant  and  close  contact  between  top  man- 
agement and  the  manager  of  the  pubUc  relations  department.  My  ex- 
perience has  been  that  this  is  best  accomplished  by  frequent  regular 
conferences  with  the  public  relations  manager.  At  these  conferences  we 
review  what  is  expected  of  the  external  relations  effort,  discuss  the  more 
important  current  activities,  consider  added  or  alternative  actions,  clear 
up  any  misunderstandings,  and  determine  if  there  are  any  areas  where 
personal  attention  of  the  president  would  be  helpful  to  the  public  rela- 
tions staff. 

Written  reports  have  their  place.  A  monthly  summary  of  activities  for 
distribution  to  all  key  personnel  is  informative  and  helps  maintain  a 
consciousness  of  external  relations  problems.  A  complete  written  and, 
in  some  cases,  illustrated  or  documented  report  on  a  special  project  or 
completed  program  is  entirely  in  order.  Reports  of  this  kind  should  be 
referred  to  the  president  in  a  form  which  requires  only  his  approval. 

A  PUBLIC  RELATIONS  DEPARTMENT  SPECIFICATION 

It  may  be  helpful  to  give  some  more  specific  indication  of  mv  personal 
attitude  toward  the  functions  of  the  public  relations  department— to  run 
down  a  check  list  of  what  I  expect.  The  over-all  functions  of  the  public 
relations  department  are  not  easily  defined.  I  find  it  difficult  to  come  up 
with  a  simple  analogy.  A  public  relations  department  by  its  very  existence 
is  an  open  door,  an  invitation  to  all  to  come  in  or  inquire.  In  relation  to 
other  departments  of  the  corporation  it  may  be  likened  to  a  switchboard 
with  open  lines  to  all  company  activities  and  to  all  segments  of  the  pubhc. 
Although  by  definition  it  is  a  staff  department  with  authority  onlv  to 
recommend,  advise,  and  assist,  it  would  be  a  sorry  situation  if  everv 
inquiry  received  had  to  be  referred  to  other  company  executives  for  an 
answer.  As  a  practical  matter,  most  requests  for  information  about  com- 
pany activities  come  to  the  public  relations  department  and  are  answered 
by  them  instantly. 

I  expect  my  public  relations  people  to  be  so  firmly  grounded  in  basic 
corporation  policy  that  only  on  rare  occasions  will  they  find  it  necessary 
to  check  with  top  management  to  answer  an  inquiry  or  clear  a  speech 
or  a  press  release,  but  I  expect  them  to  recognize  instantly  that  rare 
occasion. 

I  regard  it  as  my  personal  responsibility  to  see  to  it  that  the  public  rela- 
tions department  is  kept  fully  informed  on  poHcy  matters,  and  I  expect 
them,  through  close  liaison  with  all  other  departments,  to  inform  them- 
selves on  how  the  policies  are  put  into  practice.  I  expect  the  public 
relations  department  to  forever  question  all  company  policies  and  prac- 
tices. They  must  always  ask  themselves,  "How  will  the  public,  how  T\-ill 
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any  segment  of  the  public,  react  to  this?"  If  in  their  opinion  there  is  even 
a  possibiHty  of  an  adverse  reaction  to  a  policy  or  its  implementation,  I 
expect  a  recommended  course  of  action.  This  might  take  the  form  of  a 
program  to  explain  to  interested  segments  of  the  public  the  reason  for 
the  policy  and  its  merits  before  it  becomes  known  or  before  its  effect  is 
felt.  Or  it  might  be  the  preparation  in  advance  of  a  statement  to  be  made 
at  the  time  the  policy  is  questioned  or  attacked.  If  such  a  statement  is 
difficult  to  prepare,  it  may  be  wise  for  top  management  to  take  another 
look  at  the  policy. 

The  public  relations  department  should  be  organized  to  tap  all  avail- 
able sources  of  information  and  should  report  to  the  president  the  specific 
and  general  problems  facing  the  company  and  the  industry  that  are  of 
public  interest.  It  should  make  an  evaluation  of  the  relative  importance 
of  these  problems  and  recommend  a  course  of  action. 

It  should  report  periodically  to  the  president  its  opinion  of  the  attitudes 
of  the  general  public  and  important  segments  of  it  toward  the  company 
and  the  industry.  It  should  also  report  its  analysis  of  the  activities  of 
individuals  and  groups  seeking  to  achieve  objectives  detrimental  to  the 
company,  the  industry,  and  society  and  should  make  recommendations 
of  counteraction  where  desirable. 

The  public  relations  function  described  in  the  above  three  paragraphs 
is,  perhaps,  the  most  difficult  to  direct,  analyze,  and  act  upon.  Whereas 
the  chief  executive  can  expect  most  recommendations  from  subordinates 
to  be  presented  as  a  complete  package  which  can  be  analyzed  and  ap- 
proved or  rejected,  the  external  relations  package  is  never  quite  complete, 
and  both  the  people  who  prepare  it  and  the  president  know  it.  The 
president  is  being  asked  to  take  action  on  a  recommendation.  The  recom- 
mendation is  clear-cut,  but  the  material  upon  which  it  is  based  is  often 
far  from  clear-cut.  Yet  management  cannot  automatically  reject  the 
package  because  it  is  not  complete.  It  often  can  never  be  complete,  and 
action  is  needed.  Although  it  is  time-consuming,  the  president  may  well 
sit  down  with  the  public  relations  people  and  ask  for  some  analysis  of 
the  things  upon  which  they  formed  the  opinions  which  led  to  their  rec- 
ommendations. Here  is  an  instance  where  the  chief  executive  must  not 
only  accept  the  responsibility  for  decision  making,  but  must  accept  some 
responsibility  for  establishing  the  validity  of  the  data  and  opinion  on 
which  the  decision  is  based.  If  it  is  necessary  to  ignore  the  sound  business 
counsel,  "to  guess  is  to  gamble."  The  president  must  assume  the  responsi- 
bility for  both  the  guess  and  the  gamble,  the  degree  of  guess  and  the 
magnitude  of  the  gamble  need  not  be  great  if  the  president  has  done  his 
part  in  counseling  with  the  public  relations  people  on  what  is  expected 
of  them. 

I  expect  the  public  relations  staff  to  be  intensely  aware  of  what  is  going 
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on  about  them  in  the  company,  in  the  industry,  and  in  the  society  in 
which  we  live. 

I  expect  a  public  relations  staff  to  use  to  the  fullest  extent  all  available 
tools  to  measure  opinions  and  attitudes.  This  implies  the  exhaustive 
study  of  all  published  material  reflecting  current  thought,  surveys  directly 
probing  opinions  and  attitudes,  important  speeches  of  business,  academic, 
and  political  personages,  and  periodicals  devoted  to  business  and  social 
studies.  Where  they  deem  it  necessary,  I  expect  them  to  employ  outside 
research  organizations  or  our  own  research  group  to  find  answers  to 
specific  problems.  I  expect  them  to  analyze  press  reports  and  editorial 
writing  carefully  enough  to  detect  trends  in  thinking  that  may  be  in- 
fluential. I  expect  them  to  establish  a  two-way  communication  svstem 
with  our  field  operations  so  that  what  happens  in  our  farthest  division  or 
refinery  community  is  reported  back.  I  expect  them  to  give  proper  weight 
to  the  opinions  of  company  personnel.  I  expect  them  to  not  overlook  the 
significance  of  the  myths  and  misapprehensions  repeated  over  and  over 
by  comedians  and  others  appearing  before  public  groups. 

To  put  this  material  together,  to  give  proper  weight  to  each  item,  and 
to  synthesize  this  material  into  a  definite  picture  is  no  easy  task.  At  best 
there  will  be  some  missing  pieces.  But  at  best  the  "guess"  will  be  reduced 
to  its  irreducible  minimum  and  the  gambling  odds  will  be  heavily 
weighted  in  our  favor. 

EMPLOYEES  AS  COMMUNICATORS 

Well-informed  employees  can  play  an  important  role  in  the  corpo- 
ration's external  relations  program.  It  has  been  found  that  the  understand- 
ing of  the  company  and  the  opinion  of  it  by  nonemployee  groups  are 
measurably  more  favorable  in  areas  where  there  is  a  concentration  of 
employees  than  in  areas  where  few  employees  live.  The  emphasis  is  on 
the  well-informed  employee.  Public  relations  people  should  establish  and 
maintain  close  contact  with  those  charged  with  personnel  administration, 
with  management,  and  with  the  line  organization  to  determine  the  com- 
pany policies  and  problems  of  which  employee  understanding  is  impor- 
tant. They  should  originate  material  for  all  available  media  to  accomplish 
this  end.  This  includes  spot  announcements  for  bulletin-board  use  and 
editorial  material  to  be  used  in  all  internal  publications,  films,  pamphlets, 
and  booklets. 

On  the  other  side  of  the  coin,  the  public  relations  staff  should  under- 
take, through  direct  contact  and  all  other  means,  to  find  out  what  the 
employees  would  like  to  know  and,  after  consultation  with  management, 
prepare  and  disseminate  appropriate  material.  A  most  direct  and  effective 
way  of  informing  the  employee  of  the  company's  position  and  of  securing 
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cooperation  is  through  occasional  meetings.  It  goes  without  saying  that 
management  cannot  expect  the  employee  to  attach  more  importance  to 
such  meetings  than  is  demonstrated  by  management  itself.  It  is  essential 
that  top-level  managers  participate  in  the  preparation  of  such  meetings 
and  assume  a  leading  role  in  the  presentations. 

PRESS  ACTIVITIES 

It  is  not  to  be  expected  that  all  line  and  staff  people  will  readily  recog- 
nize the  news  value  of  their  activities.  Their  expertness  lies  in  other 
fields.  It  is  top  management's  responsibility  to  see  that  channels  are  open, 
giving  the  public  relations  staff,  who  are  expert  in  identifying  activities 
and  developments  that  are  of  interest  to  the  public,  maximum  oppor- 
tunity to  locate  newsworthy  activities.  I  expect  the  public  relations  staff 
to  keep  close  contact  with  all  line  and  staff  departments,  to  identify 
activities  that  are  newsworthy  and  that  help  toward  a  better  understand- 
ing of  the  company  and  create  favorable  impressions,  and  to  recommend 
news  treatment.  They  are  charged  with  selecting  the  best  media  for 
getting  the  story  to  the  public.  The  identification  of  the  newsworthy,  the 
selection  of  media,  the  preparation  and  release  of  the  story  to  trade 
publications,  radio,  television,  or  to  the  general  press,  all  have  to  be  left 
to  the  skills  and  expertness  of  the  public  relations  staff  people.  The  chief 
executive  need  only  approve  the  publicizing  of  the  particular  activity  and 
give  final  clearance  of  the  material. 

The  editors  of  newspapers  and  the  other  mass  media  are,  of  course,  the 
final  judges  of  the  news  value  of  the  material  sent  them.  However,  a 
competent  public  relations  staff  should  be  expert  enough  in  this  field  to 
select  with  a  sure  eye,  and  not  burden  editors  with  slanted  or  self-serving 
stories  lacking  in  real  interest  to  their  readers.  Such  self-discipline  is  man- 
datory if  a  corporation  is  to  develop  and  maintain  a  friendly  and  respect- 
ful relationship  with  the  working  press. 

The  development  and  maintenance  of  sound  relations  with  those  who 
work  in  the  mass-media  field  is  one  of  the  most  important  aspects  of  the 
entire  external  relations  activity.  To  accomplish  this  is  a  primary  function 
of  the  public  relations  department,  but  it  requires  the  active  participation 
and  cooperation  of  all  levels  of  management.  Many  of  the  contacts  be- 
tween the  working  press  and  the  company  are  entirely  informal.  There 
are  calls  from  reporters  seeking  confirmation  of  stories  about  our  opera- 
tions which  they  have  obtained  from  other  sources.  There  are  also  many 
calls  seeking  help  on  articles  which  do  not  directly  concern  us.  Some  seek 
clarification  of  an  item  that  has  come  over  the  wires;  others  need  help 
in  interpreting  the  significance  of  current  industry  statistics.  Requests  for 
help  come  from  reporters  writing  about  oil  topics  for  the  first  time  who 
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want  some  background  information  quickly  or  who  need  to  have  some  of 
the  terminology  of  the  oil  industry  defined. 

At  Esso,  it  is  believed  that  a  reporter  working  for  any  of  the  media 
has  every  right  to  such  help.  In  most  cases,  the  public  relations  staff  can 
give  all  the  information  and  assistance  needed.  If  they  cannot,  they  call 
upon  whichever  department  of  the  company  is  most  nearly  concerned 
with  the  problems  in  order  to  find  someone  who  can  furnish  the  answer. 
Frequently  this  requires  an  interview  with  the  department  manager. 
Esso's  public  relations  people  are  expected  to  use  good  judgment  in  these 
matters.  However,  if  in  their  opinion  management  should  give  time  to  a 
reporter,  management  must  comply  willingly. 

I  have  always  found  time  to  meet  a  reporter  if  public  relations  man- 
agement recommended  it.  Regardless  of  the  nature  of  an  inquiry  or  the 
information  wanted,  a  press  matter  should  be  handled  promptlv,  cour- 
teously, and  completely.  The  public  relations  staff  is  expected  to  knoAs- 
what  information  about  company  activities  can  be  given  freely,  what 
information  might  be  premature,  and  what  information  would  be  en- 
tirely improper.  For  example,  the  introduction  of  a  new  or  improved 
product  or  the  launching  of  an  important  advertising  campaign  is  a  tight 
secret  one  day,  but  the  next  day  extensive  publicity  is  welcomed.  Other 
information  about  company  operations  is  of  little  interest  to  the  general 
public,  but  might  be  of  considerable  value  to  competitors.  Questions  must 
be  answered  fully  when  it  is  appropriate  to  do  so.  ^Vhen  questions  cannot 
be  fully  answered,  adequate  explanations  must  be  given.  Reporters  under- 
stand and  appreciate  such  action.  I  have  never  liked  off-the-record  answers. 
They  are  unfair  to  the  inquirer.  "No  comment"  should  be  reserved  for 
those  extremely  rare  cases  when  the  inquirer  is  overly  persistent  or  do^vn- 

right  rude. 

When  interviews  have  been  arranged  between  reporters  or  other  writers 
and  members  of  management,  it  is  desirable  to  have  a  public  relations 
staff  man  present.  The  reason  for  this  is  simple.  The  public  relations  staff 
man  has  a  better  understanding  of  the  reporter  and  just  what  he  wants. 
In  many  cases  he  has  been  a  newspaperman  himself.  This  makes  it  pos- 
sible for  him  to  help  guide  the  interview  and  to  bring  out  the  facts  or 
information  the  writer  seeks.  He  also  knows  more  about  the  companv 
than  the  reporter  does  and  at  the  close  of  the  interview  can  assist  the 
reporter  in  interpreting  the  facts  and  information  he  has  received  and 
thus  avoid  any  misunderstanding  or  faulty  conclusions. 

The  inevitable  by-product  of  these  interviews  and  telephone  conversa- 
tions between  representatives  of  the  press,  radio,  television,  and  trade 
and  other  publications  and  the  public  relations  staff  people,  our  man- 
agement, and  others  at  Esso  is  the  formation  of  opinion.  I  believe  that 
this  opinion  has  been  conducive  to  mutual  respect. 
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However,  corporate  management  changes,  and  so  does  the  working 
press.  The  occasions  for  face-to-face  meetings  between  them  are  not  too 
frequent.  To  supplement  these  business-hour  contacts,  Esso  has,  for 
several  years,  entertained  the  working  press  at  an  annual  reception.  This 
is  designed  to  be  as  informal  as  possible.  It  starts  shortly  after  Esso's 
working  day  and  carries  on  to  early  evening.  Guests  are  free  to  come 
when  they  please  and  leave  when  they  please.  There  are  no  speeches, 
unless  a  brief  welcome  and  introduction  of  new  company  faces  may  be 
called  a  speech.  There  are  refreshments  and  a  buffet,  but  no  dinner  time. 
There  are  no  news  breaks  and  no  favors.  The  reception  is  intended  to 
provide  an  occasion  for  the  working  press  to  renew  old  acquaintanceships 
and  make  new  ones  among  company  people  and  to  visit  briefly  with  them 
and  with  each  other.  It  does  this  and  nothing  more.  I  believe  these  press 
receptions  help  maintain  and  cement  good  mutual  relations  between  the 
company  and  the  press,  but  I  emphasize  that  good  relations  existed  be- 
fore the  first  press  reception.  The  invitations  to  the  receptions  go  out  in 
the  president's  name.  The  first  one  would  never  have  been  mailed  had 
I  not  been  confident  that  it  was  going  to  a  person  whose  respect  we 
merited. 


SPEECHES 

All  business  firms,  certainly  all  large  corporations,  regularly  receive 
requests  to  furnish  speakers  for  a  wide  range  of  occasions.  It  may  be  a 
women's  study  group  with  twelve  members  or  a  national  convention  with 
thousands.  It  may  be  a  group  of  businessmen  concerned  only  with  the 
current  problems  of  their  industry  or  a  convention  of  high  school  prin- 
cipals interested  in  a  businessman's  views  on  education.  Although  no 
business  organization  can  accept  every  invitation  to  furnish  a  speaker, 
making  speeches  is  an  important  part  of  the  external  relations  activity. 
It  is,  in  fact,  unique.  The  declared  purpose  of  our  external  relations 
program  is  to  explain  ourselves  in  terms  that  will  be  understood  and 
to  improve  the  level  of  economic  understanding.  Here  we  are  invited  to 
do  just  that,  and  as  a  guest.  These  invitations  are  opportunities,  and  the 
acceptance  of  many  of  them  is  an  obligation. 

Requests  for  speakers  may  come  to  the  headquarters  office  or  may  be 
received  by  a  local  division.  The  public  relations  department  and  the 
public  relations  staff  assistants  to  the  field  line  managers  must  carefully 
evaluate  every  one  of  these  requests.  As  a  result  of  this  evaluation,  many 
of  the  requests  received  at  headquarters  are  sent  to  the  field  for  handling 
at  that  level.  Some  of  the  requests  received  by  the  field  offices  are  for- 
warded to  headquarters.  In  each  case,  the  public  relations  people  must 
decide  if  it  is  appropriate  to  accept  the  invitation.  If  a  small  women's 
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Study  club  has  requested  a  speaker  to  talk  on  a  subject  closely  related 
to  our  business,  I  regard  this  as  an  opportunity.  In  most  cases,  these  in- 
vitations can  be  satisfied  by  speakers'  bureaus  organized  at  the  field  unit 
levels  with  the  assistance  of  the  headquarters  public  relations  department. 
Many  requests  to  assist  with  programs  can  be  adequately  cared  for  by 
drawing  on  our  motion-picture  library.  Some  requests  for  speakers  require 
the  participation  of  department  managers,  directors,  or  top  corporation 
officers.  The  public  relations  department  must  make  specific  recommenda- 
tions in  these  cases.  They  will  recommend  that  many  of  these  assignments 
be  accepted  by  the  chief  executive.  Preparation  for  these  occasions  re- 
quires a  substantial  part  of  the  president's  time.  Yet  if  department  heads 
and  field  managers  are  expected  to  accept  opportunities  to  discuss  im- 
portant matters  before  public  groups,  the  president  must  also.  His  par- 
ticipation in  the  whole  external  relations  activity  sets  the  tone  for  the 
organization.  There  are  also  times  when  no  one  else  will  do,  when  no 
other  voice  will  be  accepted  as  the  voice  of  the  company. 

The  public  relations  departmxent  assists  management  at  all  levels  with 
the  preparation  of  speeches,  clears  speeches  prepared  by  others,  and 
follows  up  to  secure  maximum  publicity. 

IDENTIFICATION  WITH  GENERAL  WELFARE 

In  Esso,  the  contributions  and  memberships  committee  is  responsible 
to  the  board  for  the  final  recommendation  of  the  civic,  social,  charitable, 
educational,  and  trade  organizations  which  the  company  should  identify 
itself  with  and  support  financially.  However,  the  public  relations  depart- 
ment is  expected  to  assist  the  committee  in  evaluating  the  external  rela- 
tions value  involved. 

The  public  relations  department  also  is  responsible  for  directly  ad- 
ministering the  company's  participation  in  areas  identified  ^vith  the 
general  public  welfare  such  as  highway  safety.  As  a  major  supplier  of 
gasoline,  Esso  has  felt  a  special  responsibility  in  this  area.  Follo^ving  the 
White  House  Conference  on  Highway  Safety  held  in  February,  1954.  the 
company  intensified  its  activities.  Esso's  program,  in  general  terms,  is  to 
support  financially  and  to  work  through  established  organizations,  to 
assist  graduate  students  specializing  in  driver  education  and  traffic  engi- 
neering, to  widen  the  availability  of  extension  courses  in  traffic-law  en- 
forcement, to  support  research  projects,  to  use  all  media  to  publicize 
safety  campaigns,  and  to  devote  a  substantial  part  of  our  advertising 
dollar  to  carry  messages  on  safety  to  the  public  by  billboards,  radio  and 
television,  and  newspaper  advertising. 

The  public  relations  department  is  held  responsible  for  the  coordina- 
tion of  the  program,  for  recommending  the  specific  activities  within  the 


TOP  MANAGEMENT  AND  EXTERNAL  RELATIONS  743 

framework  of  the  program  adopted,  and  for  determining  the  organiza- 
tions to  be  supported  and  the  extent  of  such  support.  The  public  rela- 
tions department  is  expected  to  advise  and  work  with  our  sales  division 
and  refinery  line  and  staff  people  in  order  to  secure  their  full  coopera- 
tion with  the  program  and  their  active  participation  at  the  local  level. 
Here,  as  in  all  cases  where  we  wish  our  field  managers  to  become  identi- 
fied with  worthy  local  causes,  the  chief  executive  must  be  willing  to  set 
the  example  by  giving  the  time  and  effort  to  become  identified  at  the 
headquarters  or  national  level  of  the  organizations.  Active  participation 
in  the  policy  making  and  work  of  these  organizations  is  time-consuming, 
but  as  in  other  phases  of  the  external  relations  activity,  the  president  can 
call  nothing  "extracurricular." 

EDUCATIONAL  RELATIONS 

The  greater  portion  of  the  time  and  effort  of  the  staff  groups  adminis- 
tering the  external  relations  activity  and  of  all  levels  of  management  that 
participate  in  it  is  spent  in  disseminating  information  about  the  company 
and  identifying  the  company  and  its  people  with  projects  benefiting  the 
general  public.  However,  we  also  recognize  that  we  should  make  whatever 
contributions  we  can  toward  improving  the  level  of  general  economic 
understanding. 

This  effort  is  a  responsibility  of  the  public  relations  department,  which 
is  directed  to  make  a  thorough  and  continuing  study  of  the  problem  and 
to  recommend  to  management  a  program  based  on  their  findings.  They 
are  expected  to  appraise  the  activities  of  the  many  organizations  engaged 
in  this  work  and  to  recommend  which  we  should  support  with  money, 
manpower,  and  materials.  In  making  such  recommendations  they  must, 
of  course,  take  into  consideration  whether  the  work  of  these  groups  would 
duplicate  or  complement  things  we  can  do  ourselves.  Through  periodic 
seminars  with  teachers  and  specialists,  the  public  relations  staff  is  ex- 
pected to  determine  the  most  effective  method  or  methods  the  company 
can  pursue  to  improve  economic  understanding  among  our  youth,  both 
in  and  out  of  school.  Generally  we  have  found  that  we  can  be  most  useful 
by  furnishing  aids  for  classroom  teaching. 

SUMMARY 

The  overriding  responsibility  of  Esso's  public  relations  department  is 
to  organize  and  coordinate  the  activities  of  all  departments,  divisions,  and 
refineries  to  make  the  most  effective  use  of  manpower  and  materials  to 
achieve  the  objectives  of  the  external  relations  program.  It  is  not  to  be 
expected  that  all  line  managers  will  give  the  same  weight  to  the  many 
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parts  of  this  program  or  completely  agree  as  to  how  it  can  best  be  made 
effective.  To  accomplish  these  purposes  requires  close  liaison  between 
the  headquarters  public  relations  department  and  all  other  groups  plus 
the  active  backing  of  the  chief  executive.  It  must  be  borne  in  mind  that  in 
organizing  and  coordinating  the  total  program,  public  relations,  as  a  staff 
department,  has  no  authority  to  command.  Its  job  is  to  explain  why  and 
advise  how.  If  company  policy  has  been  put  in  writing,  endorsed  by  the 
president,  and  placed  in  the  hands  of  all  department  and  field  unit  man- 
agers, there  need  be  no  conflict.  Indeed,  there  should  be  room  for  none. 
All  other  line  and  staff  people  in  the  organization  know  that  public  rela- 
tions, having  participated  in  the  formation  of  the  adopted  policy  and 
objectives,  is  in  the  best  position  to  explain  the  policies  and  reasoning 
lying  behind  their  adoption.  Public  relations  is  accepted  as  having  a 
special  expertness  and  the  technical  skills  to  advise  and  assist.  If  conflict 
should  occur,  it  is  the  responsibility  of  the  chief  executive  to  take  appro- 
priate action,  as  it  is  in  all  other  cases. 

note:  Mr.  Hope  prepared  this  chapter  in  1958  prior  to  his  retirement  from  Esso 
Standard  Oil  Company.  Since  that  time,  Esso  Standard  and  other  domestic  affiUates  of 
Standard  Oil  Company  (New  Jersey)  have  been  merged  to  form  Humble  Oil  i  Refining 
Company. 


Milton  Fairman 

ASSISTANT  VICE  PRESIDENT,  PUBLIC  RELATIONS 
THE  BORDEN  COMPANY 
NEW  YORK,  NEW  YORK 


In  what  is  often  thought  of  as  one  of  the  younger  professions,  Milton 
Fairman,  at  fifty-five,  has  had  more  than  a  quarter  century  of  experi- 
ence in  the  public  relations  field.  For  the  past  seventeen  years  he  has 
headed  the  public  relations  activities  of  one  of  the  nation's  largest 
corporations. 

Born  in  Chicago  on  December  8,  1^04,  he  was  educated  at  Loyola 
University  there  and  the  University  of  Chicago  before  joining  the  City 
News  Bureau  as  a  reporter  in  ic)2^.  Six  months  later  he  left  to  take  a 
temporary  post  as  assistant  to  Joseph  I.  Breen  in  handling  public 
relations  for  the  26th  International  Eucharistic  Congress,  the  most 
impressive  religious  spectacle  ever  presented  in  America.  In  7926  he 
returned  to  journalism  as  a  staff  reporter  on  the  Chicago  American, 
later  moved  over  to  the  Chicago  Post,  rose  to  assistant  city  editor, 
and  then  took  over  the  satne  assignment  with   the  Herald-Examiner. 

After  ten  years  in  newspaper  work,  Milton  Fairman  moved  to  Wash- 
ington, B.C.,  as  an  assistant  on  the  public  relations  staff  of  Secretary 
of  the  Interior  Harold  L.  Ickes,  handling  also  much  of  the  information 
work  of  the  Public  Works  Administration  which  the  Secretary  headed 
also.  Two  years  later  he  left  the  government  to  organize  a  new  regional 
public  relations  office  for  the  Borden  Company  in  Columbus,  Ohio. 
He  joined  the  company  in  January,  1^37. 

In  ic)43  he  was  offered  the  post  of  director  of  public  relations  for 
Borden's  in  New  York.  He  continued  with  this  title  until  his  appoint- 
ment as  assistant  vice  president  for  public  relations  in  October,  i^^y. 

As  public  relations  head  at  Borden's,  Milton  Fairman  initiated  or 
developed  many  corporate  public  relations  techniques  that  are  now 
considered  standard  in  the  field. 

Mr.  Fairman  is  active  in  his  profession  and  is  in  wide  demand  as  a 
speaker  and  writer  on  public  relations  topics.  He  is  a  former  president 
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of  the  Public  Relations  Society  of  America  and  was  editor  of  its 
official  publication,  the  Public  Relations  Journal,  for  two  years.  In 
this  capacity  he  was  in  constant  contact  with  all  areas  of  public  rela- 
tions, frequently  interpreting  opinions  in  this  field. 

Milton  Fairman  is  a  trustee  of  the  Foundation  for  Public  Relations 
Research  and  Education  and  a  contributor  to  Funk  &  Wagnalls  Stand- 
ard Dictionary  and  to  World  Book  Encyclopedia.  A  member  of  the 
International  Public  Relations  Association,  he  has  served  on  public 
relations  committees  of  the  Milk  Industry  Foundation,  the  Grocery 
Manufacturers  of  America,  the  Citizens  Committee  for  the  Hoover 
Report,  the  U.S.  Chamber  of  Commerce,  and  the  Greater  Xew  York 
Fund.  He  is  a  member  of  the  U.S.  Executive  Reserve,  assigned  to  the 
U.S.  Information  Service. 

Mr.  Fairman  and  his  wife,  Kathryn,  and  son,  Roger,  make  their 
home  in  Stamford,  Connecticut. 

March,  i960 


CHAPTER    35 

Managing  the  External  Relations  Activity 


The  effective  handling  o£  external  relationships  is  one  of  the  most  chal- 
lenging problems  faced  by  American  business.  Some  aspects  are  as  old  as 
business  itself-even  the  merchants  of  ancient  Greece  had  to  contend  with 
public  opinion,  not  by  choice  but  because  business  cannot  flourish  in  a 
hostile  environment.  Recognizing  this  truism,  today's  businessmen- 
particularly  the  managements  of  large  concerns-are  devoting  more  atten- 
tion and  more  money  to  public  relations  than  ever  before. 

The  reasons  for  the  importance  of  public  relations  are  not  hard  to  find. 
Business  has  grown  beyond  the  individual  entrepreneur  who  dealt  ^dth 
a  few  employees  and  a  small  circle  of  customers  who  had  his  measure,  as 
he  had  theirs.  The  man-to-man  relationships  faded  as  business  developed 
into  multiplant  enterprises  whose  stockholders  and  markets  spread  across 
the  nation.  As  an  outgrowth  of  modern  communications,  public  opinion 
has  acquired  a  new  mobility  and,  over  the  last  quarter  century,  has  de- 
veloped concepts  that  are  critical,  if  not  downright  hostile,  to  business 
and  the  businessman. 

With  the  public  relationship  as  inevitable  as  death  or  taxes,  American 
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business  with  accustomed  efficiency  has  organized  to  handle  it  as  effectively 
as  possible.  Virtually  every  concern  has  its  public  relations  specialist,  and 
the  large  companies  have  staffs  enlisting  the  services  of  scores— in  some 
cases,  hundreds— of  professional  public  relations  workers.  Serving  smaller 
organizations  as  well  as  large,  and  offering  specialized  as  well  as  general 
services,  are  several  thousand  public  relations  counselors  and  consulting 
firms.  Public  relations  has  become  a  nine-figure  business. 

Grown  to  such  size  and  importance,  public  relations  obviously  requires 
skilled  management.  Yet,  curiously,  the  millions  of  words  printed  about 
public  relations  include  few  about  its  management.  To  the  best  of  my 
knowledge,  I  coined  the  term  "public  relations  management"  when  I  at- 
tempted, as  editor  of  the  Public  Relations  Journal,  to  publish  a  regular 
column  on  the  subject.  The  column  succumbed,  after  a  few  appearances, 
for  lack  of  contributions.  The  library  of  the  Public  Relations  Society  of 
America  has  only  three  items  on  the  subject,  the  American  Management 
Association  library  has  nothing  in  its  file,  and  there  is  not  a  single  listing 
in  A  Public  Relations  Bibliography,  the  official  reference  work. 

There  are  explanations  for  this  dearth  of  information  and  interest. 
The  professional  practice  of  public  relations  is  relatively  new;  few  of  the 
practitioners  were  formally  trained  in  it;  and  many,  viewing  it  more  as 
an  art  than  a  science,  are  skeptical  that  it  lends  itself  to  formal  education. 
Most  of  those  who  head  public  relations  departments  are  not  professional 
managers,  but  primarily  public  relations  men,  and  so  regard  themselves. 
Moreover,  corporate  departments  evolved  to  meet  specific  needs,  which 
are  still  reflected  in  functional  patterns  that  vary  widely  from  company  to 
company.  In  an  area  as  irregularly  defined  and  administered  as  public 
relations,  it  is  difficult  to  cultivate  a  common  ground  for  managers. 

Under  these  circumstances  a  definitive  statement  of  the  principles  of 
public  relations  management  is  impossible,  and  certainly  none  is  intended 
in  this  chapter,  which  at  best  can  be  only  a  stimulant  or  check  list  for 
others.  All  that  I  am  attempting  to  relate  is  what  one  man  does  in  Jiis  job, 
and  how,  and  why.  Whether  over  some  sixteen  years  of  handling  this 
responsibility  for  the  Borden  Company  I  have  managed  well  is  a  matter 
of  conjecture,  one  in  which  my  opinion  may  not  coincide  with  others.  But 
one  thing  is  certain:  I  have  managed.  There  is  comfort  in  Justice  Holmes's 
comment,  "We  learn  to  behave  as  lawyers,  soldiers,  merchants,  or  what 
not  by  being  them.  Life,  not  the  parson,  teaches  conduct."  To  what  I 
have  learned  by  "being"  is  added  vicarious  experience  gained  as  president 
of  the  Public  Relations  Society  of  America  from  hundreds  of  my 
counterparts  in  other  companies.  And  inasmuch  as  good  management 
includes  theory  as  well  as  practice,  I  shall  include  principles  that,  for 
various  reasons,  I  have  not  applied  but  nevertheless  believe  sound  and 
worthy  of  the  consideration  of  others. 
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By  Way  of  Definition.  The  term  "public  relations"  has  almost  as  many 
definitions  as  it  has  practitioners.  However,  Webster's  New  International 
Dictionary  defines  it  as  follows: 

The  activities  of  an  industry,  union,  corporation,  profession,  government,  or 
other  organization  in  building  and  maintaining  sound  and  productive  relations 
with  special  publics  such  as  customers,  employees,  or  stockholders,  and  with 
the  public  at  large,  so  as  to  adapt  itself  to  its  environment  and  interpret  itself 
to  society. 

This  is  a  solid  definition— one  worth  keeping  in  mind  if  the  area  of 
public  relations  is  to  serve  company  interests  completely  and  not  be 
limited  to  communications  activities.  To  emphasize  features  that  are 
frequently  overlooked,  a  few  popular  definitions  may  be  helpful  also. 
The  oversimplified  "pubHc  relations  is  doing  good,  then  telling  about  it" 
stresses  the  essentiality  of  constructive  policy  or  action,  giving  it  prece- 
dence over  publicity.  "Public  relations  is  a  two-way  street"  is  an  axiom 
that  illustrates  the  importance  of  listening  to  the  public  and  understand- 
ing its  reactions,  as  well  as  communicating  the  company  point  of  view. 

Every  public  relations  executive  paraphrases  these  simple  definitions 
in  planning  his  work.  But  if  he  is  to  be  effective,  similar  understanding 
must  be  developed  in  the  ranks  of  management,  which  shape  the  policies 
and  activities  that  in  the  long  run  provide  an  atmosphere  for  good  or 
poor  public  relations. 

A  Favorable  Climate 

A  vexatious  characteristic  of  public  relations  is  that  it  cannot  be  con- 
trolled. There  are  two  parties  to  every  relationship,  and  the  overtures 
of  one  are  not  necessarily  accepted  by  the  other.  Thus  emplovees.  cus- 
tomers, financiers,  politicians,  as  well  as  the  general  populace-^sdiom 
management  may  view  as  recipients  of  a  public  relations  program-are 
actually  participants  in  it  and  have  a  hand  in  shaping  the  relationship. 
Although  these  groups  may  be  influenced,  they  cannot  be  controlled. 

Confronted  with  these  variables,  management  should  provide  the  con- 
stant factor,  which  must  be  inherent  in  the  company  itself.  If  a  company 
is  to  enjoy  a  sound  public  position,  there  must  be  a  ^sorthwhile  cor- 
porate product,  a  management  philosophy  that  recognizes  the  public's 
interest  in  the  company's  operations,  and  an  environment  in  ^diich  the 
public  relationship  can  flourish. 

Someone  once  remarked  that  war  is  too  grave  a  matter  to  be  left  to 
the  generals  and  admirals.  Public  relations  is  likewise  too  important  to 
be  the  sole  responsibility  of  an  area  manager.  Every  executive  who  has  a 
hand  in  shaping  policies  or  directing  operations  shares  in  the  responsi- 
bility for  the  company's  public  relationship.  He  should  give  it  the  same 
thoughtful  consideration  accorded  to  any  other  important  business  factor. 
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And  he  should  support  with  full  cooperation  the  public  relations  man- 
ager and  staff. 

Most  management  groups  include  men  who  pride  themselves  on  a 
"practical"  approach  and  are  cynical  about  public  relations,  even  when 
practicing  it  constructively.  For  example,  one  may  say,  "We  can't  market 
this  product— it  isn't  good  enough  to  carry  our  label."  This  is  a  basic  pub- 
lic relations  approach  and  practical  business  as  well.  Yet  the  individual 
who  observes  sound  public  relations  tenets  in  conference  may  jeopardize 
a  public  relations  program  by  failing  to  support  it  and  communicating 
his  indifference  through  his  area  of  the  organization. 

The  stance  of  a  management  group  is  most  frequently  set  by  the  chief 
executive.  His  leadership,  important  in  every  area  of  a  business,  is  essen- 
tial in  public  relations,  where  values  and  results  cannot  be  measured  on 
a  drafting  board  or  by  a  computer.  His  sense  of  business  statesmanship 
can  go  far  in  compensating  for  the  more  restricted  vision  of  his  associates. 
Some  of  America's  greatest  business  leaders  have  established  within  their 
organizations  a  tradition  of  public  relations  that  permeates  every  area 
of  activity  and  accounts  in  large  measure  for  the  success  of  their  com- 
panies. 

A  sound  general  management  cannot  exist  without  due  recognition  of 
the  public  relations  area;  if  the  area  is  ignored  or  its  values  minimized, 
then  the  management  is  not  "general."  The  corporations  whose  public 
relations  performance  is  commendable,  in  my  opinion,  appear  also  to  be 
those  that  demonstrate  high  proficiency  in  all  areas  of  management.  This 
correlation  is  generally  true  in  my  own  company.  Several  years  ago,  at  the 
request  of  our  chief  executive,  I  rated  nine  zone  managers  in  terms  of 
their  cooperation  in  public  relations  matters  and  found  that  they  fell 
into  three  trios  that  could  be  rated  "excellent,"  "fair,"  and  "poor."  Sub- 
sequently, in  reviewing  their  sales  and  earnings  results,  I  found  their 
operating  position  exactly  paralleling  their  rank  in  public  relations. 

When  the  principal  executives  combine  their  efforts  to  create  a  favor- 
able environment  for  public  relations,  the  work  of  the  area  manager  is 
vastly  simplified.  Where  this  cooperation  is  lacking,  the  manager's  capac- 
ity will  be  underutilized,  he  will  be  dogged  by  frustration,  and  the 
company  can  never  realize  the  full  potential  of  a  good  public  relationship. 

THE  PUBLIC  RELATIONS  MANAGER 

Thousands  of  American  business  concerns  have  made  the  decision  that 
"we've  got  to  do  something  about  public  relations."  Having  arrived  at 
this  judgment,  only  a  minority  of  these  firms  have,  I  suspect,  fully  recog- 
nized that,  once  established,  the  public  relations  area  requires  skilled 
management.  Yet  the  success  of  public  relations  work  is  contingent  upon 
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factors  other  than  the  favorable  dimate  that  I  have  described.  These 
include  the  ability  and  personality  of  the  manager,  his  qualifications  for 
public  relations  work,  his  potential  as  a  manager,  his  positioning  in  the 
organizational  structure,  the  authority  and  responsibility  delegated  to 
him,  and  the  rapport  that  he  enjoys  with  the  organization,  particularly 
with  the  chief  executive.  Each  of  these  is  a  factor  of  such  importance 
that  it  can  make  or  break  a  company's  public  relations  effort. 

From  what  I  know  of  public  relations  and  its  good  practitioners  I 
believe  that  there  are  three  qualities  required  for  success: 

Judgment:  to  analyze  data,  determine  what  is  relevant,  and  come  to 
practical  decisions  with  dispatch 

Intelligence:  a  high  IQ,  intellectual  curiosity,  and  a  wide  range  of 
interests  and  knowledge 

Articulateness:  to  verbalize  ideas  and  communicate  effectively 

To  these  qualities,  which  should  be  sought  also  in  every  public  relations 
staff  member,  certain  others  must  be  added  for  an  effective  manager  of 
the  area: 

Imagination:  to  rise  above  the  commonplace  in  developing  plans,  ar- 
riving at  solutions,  and  communicating  ideas 

Empathy:  to  understand  public  opinion  and  mass  motivation  and  reac- 
tion, to  "walk  with  kings— nor  lose  the  common  touch" 

Objectivity:  to  avoid  the  emotionalism  inherent  in  many  public  rela- 
tions situations,  to  view  the  company  as  others  do  and  bring  the  "out- 
sider's" viewpoint  to  the  conference  table 

Leadership:  to  enlist  support  for  the  activity  from  others  in  the  organ- 
ization, to  represent  the  company  effectively  in  external  contacts,  and  to 
inspire,  guide,  and  direct  the  public  relations  staff 

Organizational  ability:  to  establish  realistic  goals  and  chart  the  road  to 
them,  to  muster  the  necessary  resources  and  utilize  them  effectively,  and 
to  manage 

This  is  the  type  of  job  description  that  usually  brings  a  whistle  from 
the  placement  office.  But  a  good  job  description  always  calls  for  more  than 
any  one  candidate  can  offer.  Were  I  selecting  a  good  public  relations 
manager,  I  would  hope  for  strength  in  all  these  qualities,  being  prepared. 
of  course,  to  compromise  short  of  the  ideal.  In  my  mind,  they  are  the 
syndrome  of  good  public  relations  management. 

Most  of  the  people  in  public  relations,  including  managers,  were  re- 
cruited from  journalism.  I  have  a  predilection  for  this  background,  which 
happens  to  be  my  own,  because  it  develops  certain  valuable  habits  of 
thought   and   action    that   are   transferable   to  business.    Objectivity,   de- 
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cisiveness,  and  resourcefulness  help  make  the  manager  as  well  as  the 
editor.  Moreover,  a  substantial  part  of  public  relations  work  involves  the 
press  and  other  media,  and  general  familiarity  with  them  expedites  the 
manager's  work.  Finally,  there  is  a  diversity  in  newspaper  work  that  is 
useful  in  the  public  relations  area  and  helps  make  the  manager  the 
generalist  that  his  responsibility  requires. 

There  are  many  good  managers  who  have  been  drawn  from  fields  other 
than  journalism,  and  their  number  will  probably  increase  in  the  future. 
But  where  a  manager  lacks  a  newspaper  background,  he  should  find  an 
assistant  who  has  it.  In  fact,  effective  staff  work,  particularly  in  small 
staffs,  calls  for  complementary  experience  and  skills  from  its  members. 
Here  unified  diversity  means  strength. 

The  positioning  of  a  public  relations  manager  is  so  important  that  it  is 
a  factor  in  determining  his  effectiveness.  He  must  be  at  least  the  peer  of 
the  people  whom  he  is  expected  to  counsel,  and  his  rank  should  reflect 
the  management's  evaluation  of  public  relations  in  the  concern.  If  his 
responsibility  is  a  simple  one  of  getting  the  company  an  occasional  men- 
tion in  the  local  press,  his  rank  is  no  problem.  But  if  the  area  is  actually 
public  relations  in  a  broad  sense,  he  must  be  able  to  command  a  respect- 
ful hearing  at  a  conference  table.  He  requires  all  the  backing  that  can  be 
given  because  in  time  everybody's  business  may  become  his  business,  and 
few  executives  welcome  advice— much  less  interference— from  a  subordi- 
nate. 

Rank  and  title  are  almost  as  important  in  business  as  in  military  life, 
because  they  not  merely  gratify  the  bearer  but— and  more  important— 
they  indicate  the  relative  significance  of  his  responsibility  in  the  organ- 
ization. Inasmuch  as  men  up  and  down  the  line  are  rank-conscious,  the 
public  relations  manager's  task  is  facilitated  or  made  more  difficult  by 
his  positioning.  In  a  company  with  a  broad-scale  program,  he  should  be  a 
vice  president,  particularly  if  other  important  staff  or  line  roles  are  so 
designated.  Obviously,  this  should  not  be  the  case  if  his  responsibility  is 
limited  to  the  issuance  of  a  house  magazine  under  the  direction  of  a 
personnel  department  or  the  handling  of  product  publicity  under  a  sales 
manager.  His  role  outside  the  company  may  be  a  factor  also  in  positioning 
him:  if  he  is  to  represent  the  company  on  the  platform,  or  in  contacts 
with  Congress  or  important  segments  of  the  trade,  he  may  require  a  title 
that  commands  attention  and  respect. 

In  most  companies,  the  public  relations  manager  reports  directly  to 
the  president;  in  fewer  concerns,  to  the  chairman  of  the  board.  This 
reporting  line  recognizes  the  unique  character  of  the  public  relations 
operation.  However,  no  matter  how  the  organization  chart  is  drawn,  no 
manager  in  this  area  can  function  effectively  unless  he  has  free  access 
to  the  principal  executive. 
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Free  access  is  only  one  factor  in  the  relationship  with  the  chief  execu- 
tive. Since  much  that  is  policy  is  unwritten  and  the  manager  must  project 
the  thinking  of  the  chief  executive  and  constantly  make  decisions  in  his 
area  without  benefit  of  prior  consultation,  he  should  know  the  chief 
executive's  mind  and  personality  in  depth.  This  knowledge  is  essential 
to  the  projection  of  a  corporate  personality  that  comprehends  the  real 
character  of  the  management.  Moreover,  the  manager  should  be  in  sym- 
pathy with  the  philosophy  and  objectives  of  his  superior.  The  two  men 
should  be  similarly  gaited-a  manager  whose  concepts  lag  behind  or 
soar  above  his  chief's  will  probably  not  be  effective. 

Finally,  the  public  relations  manager,  if  he  is  to  succeed,  must  have 
the  authority  and  backing  necessary  in  his  job.  This  appears  so  obvious 
that  comment  seems  superfluous.  However,  it  is  not  uncommon  to  hear 
a  chief  executive  say  that  public  relations  must  be  "sold"  in  his  organiza- 
tion. No  activity  can  function  effectively  on  such  a  basis.  If  the  manage- 
ment of  a  company  determines  that  an  area  is  sufficiently  important  to 
become  established  in  the  organization,  the  decision  should  close  the 
"sale."  The  manager  may  have  to  "sell"  the  validity  of  specific  recom- 
mendations, as  is  proper,  but  he  and  his  place  in  the  organization  should 
be  firmly  based.  Where  management  fails  in  this  respect,  the  manager 
and  his  staff  cannot  function  at  full  efficiency,  their  morale  is  affected, 
and  the  program  cannot  attain  its  full  potential. 

ORGANIZING  FOR  PUBLIC  RELATIONS 

There  are  undoubtedly  companies  whose  public  relations  programs 
were  conceived  on  a  drafting  board,  emerging  as  blueprints  for  action. 
However,  in  most  companies  of  my  acquaintance,  the  program  presently 
pursued  is  the  result  of  long-term  evolution.  It  started,  as  a  rule,  to 
handle  a  specific  situation,  because  the  president  ^vanted  "to  get  our  storv 
to  the  public"  or  imminent  union  trouble  indicated  the  need  for  a  house 
organ.  From  humble  beginnings,  departments  expanded  to  meet  ne^v 
needs  as  recognized  by  management  and  eventually  evolved  into  the 
multifunctioned  staff  that  exists  today  in  most  sizable  companies. 

Whatever  the  process-planned  conception  or  long-term  evolution-a 
public  relations  program  should  at  some  stage,  and  perhaps  periodicallv. 
be  subjected  to  analysis  to  determine  whether  it  fully  serves  the  needs  of 
the  company,  and  the  needs  themselves  must  be  surveyed  and  analyzed. 
A  searching  inward  look  is  required  to  set  forth  objectively  the  company's 
long-  and  short-term  plans,  problems,  and  goals;  to  establish  the  relative 
importance  of  the  various  groups  with  which  it  deals,  analyze  its  relation- 
ships with  these  publics,  and  stake  out  areas  of  mutual  interest;  to  plan 
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improvements  in  these  relationships;  and  to  estimate  what  is  needed  in 
manpower  and  money  to  execute  the  plans. 

To  illustrate  how  these  steps  may  be  taken,  I  shall  cite  the  case  of  my 
own  firm,  the  Borden  Company.  Our  department  originated  in  1935  be- 
cause some  activity  was  deemed  necessary  to  counter  attacks  on  the  dairy 
industry  by  the  consumer  and  farm  groups  that  flourished  during  the 
Depression.  As  time  went  on,  the  department  evolved,  until  it  now  serves 
the  fields  of  consumer  relations,  farm  relations,  employee  communications, 
and  stockholder  relations,  as  well  as  the  general  and  specialized  press. 

Our  first  long-term  projection  was  developed  after  I  took  charge  of  the 
department  in  1943.  Coming  from  a  regional  office  I  needed  several  years 
to  acquaint  myself  with  the  problems  of  the  over-all  company  and  estab- 
lish a  rapport  with  the  home-office  management.  Eventually  I  felt  that 
the  company's  public  relations  situation  could  be  analyzed  and  its  needs 
projected.  Each  company  has  its  unique  pattern,  and  ours  was  described 
in  this  way:  -  - 

As  a  result  of  diversification,  we  are  in  a  dozen  industries,  each  having  its  own 
characteristics.  ...  As  a  result  of  decentralization,  we  do  not  operate  under 
rigid  management  patterns  .  .  .  some  units  are  virtually  autonomous,  and  even 
in  centralized  divisions,  considerable  latitude  is  allowed  to  accommodate  regional 
differences.  .  .  .  Our  operations  are  carried  on,  not  in  a  few  large  plants,  but 
in  large  and  small  units  in  hundreds  of  communities  where  the  company  is 
represented  by  procurement,  production,  distribution,  or  sales  units.  .  .  .  We 
have  scores  of  different  types  of  outlets  for  our  products.  .  .  .  We  have  a  com- 
plex relationship  with  many  publics  in  addition  to  the  groups  usually  of  interest 
to  corporations  .  .  .  dairy  farmers,  nutritionists,  government  control  agencies, 
and  organized  consumer  groups  ...  the  nature  of  the  business  involves  us  with 
educators,  nutritionists,  physicians,  etc. 

Without  benefit  of  an  objective  analysis  of  the  company  itself,  a  public 
relations  program  can  easily  go  astray,  ignoring  fields  of  major  impor- 
tance while  cultivating  lesser  ones.  A  program  that  is  effective  for  one 
company  may  be  inadequate  or  wasteful  for  another.  For  example,  a 
concern  that  anticipates  a  need  for  financing  may  stress  activities  that 
have  limited  practical  value  for  a  company  whose  present  financing  is 
adequate  for  the  foreseeable  future.  A  manufacturer  planning  major 
innovations  in  his  product  line  may  well  concentrate  his  public  relations 
resources  on  dealers  and  consumers.  An  analysis  should  cover  not  only 
the  organization  as  it  is  today,  but  also  as  it  is  expected  to  be  if  current 
plans  and  aspirations  are  realized. 

The  company  analysis  may  be  made  by  a  management  group,  or  by 
the  public  relations  department  (as  ours  was),  or  by  an  outside  public 
relations  consultant  working  with  either  or  both  of  these  groups.  There 
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is  much  to  commend  the  use  of  a  good  consultant  for  this  purpose.  Not 
only  can  he  provide  an  objectivity  that  is  frequently  hard  to  achieve 
within  a  company,  but  he  should  also  be  able  to  apply  to  subsequent 
program  planning  his  knowledge  of  what  other  concerns  have  done  to 
meet  similar  needs. 

A  company  analysis  will  reveal  its  principal  publics,  which  may  already 
be  obvious,  and  may  also  reveal  influential  segments  of  the  public  that 
had  not  previously  been  considered  a  part  of  the  public  relations  picture. 
Our  analysis  contained  few  surprises,  but  it  focused  attention  on  im- 
portant opportunities  that  had  not  been  fully  exploited.  Our  principal 
publics  are  32,000  employees,  48,000  shareholders,  30,000  dairy  farmers, 
several  hundred  thousand  dealers,  and  millions  of  customers,  including  a 
million  who  receive  regular  doorstep  delivery  of  milk.  Thus  an  effective 
program  must  concentrate  on  these  major  groups. 

Setting  Objectives 

As  a  result  of  our  analysis,  we  structured  our  public  relations  depart- 
ment into  sections,  as  shown  by  Figure  35-1,  their  make-up  reflecting  the 
composition  of  our  publics.  We  have  an  employee  communications  sec- 
tion, a  financial  section,  a  farm  section,  and  a  consumer  section.  In  addi- 
tion, there  is  a  general  press  section  and  a  product  publicity  section,  the 
latter  devoting  itself  exclusively  to  the  promotion  of  Borden  food  prod- 
ucts to  consumers.  Thus  there  is  a  section  for  each  of  the  primary  publics, 
except  dealers.  Sales  managers,  who  fortunately  are  hypersensitive  to 
the  jingle  of  the  cash  register,  handle  the  dealer  relationships  very  effec- 
tively with  help  from  us  only  in  trade  press  and  communications  activities. 
Responsibility  for  work  with  secondary  publics  is  distributed  among  the 
various  department  sections  on  the  basis  of  special  skills  of  personnel. 
availability  of  time  and  facilities,  and  the  like. 
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Fig.  35-1.  Organization  chart  of  the  Borden  Company  public  relations  department. 
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Having  segmented  the  public  relations  program,  it  is  necessary  to 
establish  an  objective  for  each  of  the  plans  within  the  over-all  program. 
The  objective  should  stem  from  the  basic  relationship  the  company  main- 
tains—or hopes  to  establish— with  each  of  its  publics.  Ideally,  this  relation- 
ship should  be  set  forth  as  an  official  statement  of  company  policy.  In  our 
case,  because  of  the  company's  decentralization,  this  course  was  not  prac- 
ticable. The  statement  of  the  farm  relationship  was  worked  out  with  the 
principal  executives  of  the  company,  who  also  collaborated  in  establishing 
the  objectives.  However,  the  statements  of  the  other  relationships  were 
prepared  by  me  and  cleared  only  with  the  company  president.  They 
attempted  to  reflect  the  group  thinking  of  management,  as  I  understood 
it,  without  the  benefit  of  group  action.  The  farm  relationship  was  set 
forth  as  follows:  "As  a  matter  of  good  business,  the  Company  is  interested 
in  the  welfare  of  the  farmer.  It  wants  him  to  have  an  expanding  market 
for  his  product,  and  enjoy  a  high  living  standard.  It  recognizes  the  mutual 
interests  of  the  farmer  and  the  Company.  It  wants  to  be  on  friendly  terms 
with  him,  and  is  eager  to  do  its  share  in  removing  any  causes  of  misunder- 
standing and  friction." 

A  similar  statement  exists  for  each  of  the  principal  publics,  and  the 
statements  collectively  are  known  in  the  department  as  "charters."  A 
typical  "charter"  is  shown  in  Figure  35-2.  To  an  outside  observer,  some 
of  these  statements  may  appear  to  endorse  the  obvious.  But  I  have  found 
them  valuable;  they  are,  in  effect,  a  "grant  of  power"  and  a  road  map  as 
well  and  have  kept  our  activities  on  a  straight  course. 

To  each  statement  is  appended  the  objectives  necessary  to  maintain  the 
relationship  sought  by  the  company.  These  objectives  are  specific  and  are 
an  important  guide  in  carrying  out  the  day-in,  day-out  work  of  each 
section.  Typical  of  the  "charter"  objectives  are  those  of  the  employee 
communications  section: 

To  assist  management  in  developing  a  good  employee  relationship  by: 

1.  Establishing  the  mutual  interests  of  the  Company  and  its  employees; 

2.  Developing  employee  pride  in  the  Company  by  providing  information 
about  its  varied  activities; 

3.  Establishing— in  general  terms— the  fact  that  the  Company  is  a  good  place 
to  work; 

4.  Obtaining  employee  cooperation— in  general  terms— for  greater  safety, 
courtesy,  efficiency,  and  waste  prevention,  etc.; 

5.  Developing  the  employee  market  for  the  sale  of  Borden  products; 

6.  Encouraging  informal  public  relations  work  by  employees  with  their  friends 
and  the  public  generally;  and 

7.  Improving  employee  understanding  of  the  political  and  economic  factors 
which  affect  the  Company  and  its  employees. 
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FINANCIAL  SECTION 

The  management  endeavors  to  discharge  fully  its  obligation  to  operate 
the  Company  in  the  best  interests  of  its  stockholders.  It  recognizes  the 
stockholder's  right  to  information  about  the  Company  and  welcomes  his 
suggestions  and  criticism.  It  encourages  his  participation  and  cooperation 
in  Company  affairs  for  the  purpose  of  advancing  the  Company  interest  and 
thus  benefitting  the  stockholders  as  a  whole. 

General  Objectives: 

To  maintain  a  sound  relationship  with  stockholders  by; 


Reporting  to  them  fully  and  factually  all  pertinent  information  about 
the  Company 

Encouraging  and  expediting  their  support  of  Company  activities 
Providing  special  service  in  handling  their  inquiries  and  requests 
Maintaining  interest  in  the  Company's  securities,  and  an  active  market 
for  them,  by  informing  the  financial  community  and  financial  press  of 
pertinent  Company  developments 

Operating  Policy: 

Inasmuch  as  the  Chairman  of  the  Board  and  the  President  are  the 
logical  contacts  with  stockholders,  this  program  must  have  centralized 
direction.  Responsibility  for  the  execution  of  the  program  is  that  of  the 
P.R.  Department,  operating  with  the  counsel  of  the  proper  Compam 
executives.  In  external  contacts  with  shareholders,  the  Section  is  kno^vn 
as  the  Stockholder  Service  Bureau.  Inasmuch  as  many  contacts  with  the 
financial  community  are  necessarily  handled  by  officers  of  the  Companv. 
the  Section  limits  itself  to  providing  information  publicly  available. 

Continuing  Projects  of  the  Program: 

1.  Writing  and  production  of  the  Annual  Report 

2.  Writing  and  production  of  the  Quarterly  Memo  to  Stockholders 

3.  Release  of  quarterly  sales  and  earnings  figures,  and  dividend  announce- 
ments, to  the  press 

4.  Tabulation  and  analysis  of  Continuing  Study  of  Companv  Ownership 


Fig.  35-2.  Example  of  a  typical  public  relations  department  "charter.  " 

The  charters  carry  two  additional  charges.  One  sets  forth  the  operating 
policy,  i.e.,  the  collaboration  or  cooperation  established  with  operating 
divisions;  the  other  lists  the  assignment  of  continuing  projects,  such  as 
publications  and  specialized  publicity  activities. 

Public  relations  programs  should  be  subjected  to  frequent  revieAv.  ^Ve 
have  shifted  emphasis  of  our  own  efforts  several  times  to  accommodate 
changed  situations.  For  example,  the  growing  competition  in  the  food 
field  is  responsible  for  a  greater  concentration  of  effort  on  product  pub- 
licity in  both  the  trade  and  general-press  areas.  We  have  deemphasized 


MANAGING  THE  EXTERNAL  RELATIONS  ACTIVITY  757 

our  work  in  farm  relations  as  a  result  of  basic  changes  in  agriculture  and 
milk-procurement  methods.  Unless  reviewed  periodically,  programs  may 
continue  past  the  point  of  usefulness. 

It  may  be  argued  that  the  type  of  programming  that  I  have  outlined 
is  too  general  to  provide  adequate  work  direction.  I  would  partly  agree 
to  such  an  objection.  However,  I  believe  that  nonspecific  guidance  is 
necessary  to  provide  for  the  unpredictable  situations-and  opportunities- 
that  are  common  in  corporate  public  relations.  Also,  we  supplement  our 
charters  with  scores  of  specific  plans.  Thus,  for  the  introduction  of  a  new 
product,  or  a  waste-reduction  program  among  employees,  or  a  plant  open 
house,  a  detailed  program  is  outlined,  presented  to  the  proper  operating 
executive,  and  when  approved,  executed  step  by  step  until  completed. 
Most  of  these  specific  plans  are  simple  one-page  memos;  our  centennial 
plan,  however,  ran  into  many  single-spaced  typewritten  pages. 

The  Over-all  Public  Relations  Policy 

Every  business  has  its  philosophy  of  dealing  with  the  public;  it  is  as 
unavoidable  as  the  public  relationship  itself.  This  philosophy  may  be 
good  or  bad  from  the  standpoint  of  public  interest,  effective  or  ineffective 
in  achieving  business  ends.  In  a  small  company,  it  is  merely  the  owner's 
way  of  doing  business.  In  a  large  company,  it  is  usually  the  composite 
thinking  of  the  management  group  and  is  shaped  in  varying  degree  by 
the  leadership  of  the  principal  executive. 

In  a  small  business,  the  owner's  philosophy  is  simply  transmitted  by 
what  he  says  and  what  he  does.  In  a  larger  business,  the  philosophy  of 
management  must  be  communicated  to  others  and  must  be  expressed  in 
terms  of  policy.  Without  written  policy  as  a  projection  of  management 
thinking,  there  is  no  guidance  for  the  managers  and  supervisors  who  must 
carry  out  the  intention  of  top  management,  which  they  have  had  no  active 
part  m  determining.  There  is  probably  no  area  of  business  that  requires 
a  written  policy  more  than  public  relations  does. 

I  must  confess  being  a  convert  to  this  viewpoint.  In  my  first  corporate 
public  relations  job,  I  operated  a  district  office.  My  associates  were  small- 
city  businessmen  who  never  even  used  the  term  "policy."  The  district 
staff  met  weekly,  and  everyone  knew  the  group  thinking  on  any  important 
matter;  if  he  did  not,  it  was  simple  to  walk  into  the  chief's  office  and  find 
out.  Moreover,  I  knew  my  job  and  felt  the  need  of  policy  direction  as 
httle  as  a  doctor  needs  it  in  treating  a  case  of  chicken  pox.  My  job  was 
to  get  the  patient  well  and  keep  him  that  way. 

While  this  informal  approach  may  still  work  in  a  small  business,  I 
now  recognize  the  desirability  of  a  formal  policy  statement  in  large  busi- 
ness organizations.  It  is  needed  to  focus  organization  attention  on  broad 
"intangible"  objectives  that  may  easily  be  overlooked  in  the  drive  toward 
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"realistic"  goals,  which  may  in  the  long  run  be  less  essential  to  the  success 
o£  the  organization.  Many  companies  now  have  such  policy  statements. 
If  more  than  lip  service  is  given  them,  these  statements  should  encourage 
the  consideration  of  all  business  moves  in  the  light  of  their  prospective 
effect  on  public  relationships. 

Although  I  drafted  my  company's  public  relations  policy,  I  do  not 
commend  this  course  to  others.  To  be  most  effective,  this  kind  of  pohcy 
should  result  from  discussion  and  participation  within  the  top  manage- 
ment group.  The  steps  leading  to  the  adoption  of  the  policy  are  in  them- 
selves good  for  all  concerned  and  will  help  make  it  effective.  One  of  the 
best  statements  is  that  of  Standard  Oil  of  Indiana,  which  .sas  developed 
over  a  period  of  years.  Successive  steps  were  review  of  the  statements  of 
other  companies;  tentative  draft  attempting  to  reflect  management  be- 
liefs and  attitudes;  review  of  the  draft  by  executives  at  various  levels; 
revision  and  trial  review  by  policy  makers;  trial  use  and  modification 
after  trial.  The  steps  were  complex,  the  final  policy  simple.  It  is  as  follows: 

We  are  in  business  to  find  oil,  make  good  products,  and  sell  them  at  fair 

prices  and  profits. 

We  try  to  operate  in  the  best  interests  of  shareowners,  employees,  customers 

and  the  public. 

We  believe  our  company-and  all  business  and  industry-can  do  this  best  under 
American  free  enterprise  and  competitive  private  management. 

Our  public  relations  policy  is  to  treat  people  right,  to  heed  their  op 
and  to  keep  them  informed. 

Although  our  own  policy  was  developed  in  a  different  manner, 
sought  to  reflect  the  beliefs,  practices,  and  aspirations  of  management,  as 
I  understood  them.  It  is  as  follows: 

The  Borden  Company's  business  is  to  make  and  sell  good  products  at  a  profit. 

In  carrying  out  these  objectives,  the  Company  recognizes  and  assumes  certain 

responsibilities   to    stockholders,    employees,    customers,    and    suppliers,    as   well 

as  the  general  public.  It  endeavors  to  discharge  these  responsibilities  equitablv 

in  its  policies  and  business  activities. 

Good  relations  with  the  public  are  vital  to  the  success  of  our  Companv.  Thev 
are  developed  and  maintained  by  our  public  relations  program,  the  responsibilitv 
for  which  is  shared  by  everyone  in  the  organization. 

The  Public  Relations  Department  has  the  specific  responsibilitv  of  providing 
the  organization  with  the  professional  counsel  and  skills  necessary  to  maintain 
and  improve  the  Company's  public  position.  Specificallv.  the  Department  is 
responsible  for  the  public  interpretation  of  Company  policies  and  activities  to 
the  end  that  the  Company  is  established  as  a  constructive,  friendlv.  and  com- 
municative organization. 

It  is  obvious  that  the  two  statements  above  were  prepared  for  different 
purposes.  Ours,  keyed  to  a  decentralized  company  and  necessarilv  broad 


)inions. 


it  too 
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because  of  diversified  activities,  went  beyond  Standard  Oil's  excellent 
statement  in  that  it  established  a  charge  for  our  public  relations  depart- 
ment. Approved  by  our  president,  it  serves  as  a  preamble  for  the  charters, 
which  I  have  previously  described. 

Just  as  there  are  reasons  commending  a  statement  of  public  relations 
policy,  there  are  arguments  against  it.  Some  managers  believe— and 
with  a  good  basis  for  their  belief— that  statements  tend  to  be  platitudinous 
and  actually  have  little  effect.  This  depends,  I  believe,  upon  the  type  of 
statement  and  the  character  of  the  organization  issuing  it.  Many  state- 
ments are  window  dressing,  rewrites  of  the  Evangelists  prepared  to  adorn 
the  waiting  room  or  for  the  frontispiece  of  the  annual  report.  When 
statements  are  insincere,  they  do  more  harm  than  good.  Knowledgeable 
people  are  not  taken  in  by  them,  and  they  foster  cynicism  among  em- 
ployees and  others  having  an  intimate  knowledge  of  the  organization. 

There  is  an  indirect  method  of  expressing  public  relations  policy  that 
has  been  followed  in  many  companies.  Policy  can  be  set  forth  by  the 
president  in  public  speeches  or  in  appearances  before  company  groups. 
If  sincere,  his  utterances  and  leadership  can  be  effective.  If  they  are  merely 
rhetorical,  they  are  just  as  ineffectual  and  damaging  as  formal  statements 
designed  as  window  dressing.  r 

The  Budget 

There  are  no  safe  generalizations  about  the  budgeting  of  public  rela- 
tions work.  There  can  be  no  safe  comparisons  between  companies  and 
their  expenditures  because  no  two  companies  are  identical;  nor  do  they 
have  identical  needs  or  face  identical  problems  or  handle  them  in  the 
same  way.  In  some  companies,  public  relations  departments  may  perform 
functions  that  are  handled  in  others  by  the  secretary  or  treasurer  or  by 
the  sales  or  advertising  or  personnel  departments.  In  some  the  full  charge 
of  public  relations  work  is  borne  by  the  executive  department;  in  others, 
program  costs  are  split  according  to  various  formulas.  In  some  organiza- 
tions, contributions  are  considered  public  relations  expense  or  institu- 
tional advertising  is  included  in  the  budget;  in  most  they  are  not. 

I  have  heard  that  some  companies  assign  a  definite  percentage  of  sales 
or  profits  to  public  relations.  If  this  is  true,  it  would  appear  an  unsound 
course,  just  as  would  the  assignment  of  a  predetermined  percentage  to 
the  salary  or  materials  accounts.  Sound  management  dictates  the  mini- 
mum expenditure  to  achieve  the  desired  results.  The  proper  expenditures 
might  be  considered  to  be  roughly  proportionate  to  the  size  of  a  company, 
but  even  companies  of  comparable  size  would  spend  in  accordance  with 
their  respective  and  probably  different  public  relations  needs.  As  to  a 
profit  ratio  specifically,  a  company's  greatest  need  for  public  relations 
may  be— and  frequently  is— at  a  time  of  financial  difficulties. 


i-gQ  ACTIVITY  AREA  MANAGEMENT 

Questions  about  public  relations  budgeting  come  to  me  frequently; 
yet  I  have  never  encountered  a  public  relations  manager  who  developed 
any  data  of  value  from  inquiries  of  this  kind.  The  best  he  can  do  is  to 
segregate  a  single  item  of  comparable  characteristics,  such  as  an  annual 
report  Even  here  there  are  pitfalls  in  comparisons.  Several  surveys  of  per- 
unit  annual-report  costs  have  been  made  and  reveal  little  because  identical 
reports,  one  for  a  company  with  50,000  stockholders,  the  other  for  a 
corporation  with  100,000,  must  vary  widely  in  per-unit  costs  because  of 
the  size  of  the  press  runs. 

The  reason  for  the  interest  in  cost  comparisons  undoubtedly  stems 
from  a  natural  curiosity  in  competitive  costs  on  the  part  of  general  man- 
agers Here  is  a  measure  of  efficiency  that  has  a  definite  bearing  on  pric- 
ing policies  and  is  important  where  competitors  are  manufacturing  com- 
parable widgets.  Applied  to  public  relations  expense,  this  curiositv  creates 
confusion  and  will  continue  to  do  so  until  all  concerns  standardize  not 
only  their  budgeting  procedures  but  their  problems. 

When  a  program  has  been  determined,  a  public  relations  manager 
should  request  a  budget  sufficient  to  execute  it  effectivelv.  Manv  programs 
fail  because  they  are  inadequately  financed,  and  it  is  better  to  eliminate 
one  phase  of  the  program  entirely  than  to  spread  funds  so  thmh 
over  a  wide  front  that  no  front  is  adequately  covered.  The  amount  to  be 
spent  for  each  phase  of  the  program  should  be  a  simple  business  judg- 
ment: What  do  we  want  to  accomplish?  How  much  .vill  it  cost."  Is  it 

worth  it? 

Over  the  years  I  have  operated  on  a  budget  that  is  small  for  a  company 
of  our  size  and  characteristics.  The  traditionally  tight  margins  of  the 
dairy  industry  do  not  breed  easy  spenders,  and  my  first  experience  in  the 
company  was  with  a  management  group  that  measured  everv  cost-no 
matter  how  small-against  the  question,  "How  many  quarts  of  milk  must 
be  sold  to  pay  for  it?"  This  is  a  sobering  test  that  becomes  m  time  in- 
grained in  a  manager's  thinking.  Yet  this  discipline  has  been  good  m 
that  it  has  forced  us  to  use  ingenuity  and  imagination  instead  of  dollars 
for  much  of  our  work. 

Public  relations  expenses  are  difficult  to  limit  and  if  not  firmlv  con- 
trolled get  out  of  hand  quickly.  If  a  manager  attempts  to  control  every 
item-and  some  do-he  has  little  time  to  manage  because  there  are  hun- 
dreds of  unanticipated  miscellaneous  expenses  that  require  his  approval. 
We  have  handled  this  problem  rather  successfully  by  assigning  budgets  to 
each  of  our  section  heads.  These  individual  budgets  are  tightly  dra.ni 
and  based  on  long  experience.  Each  staff  member  takes  pride  m  handling 
his  budget,  realizing  that  he  must  keep  a  tight  control  against  future 
emergencies.  An  expenditure  in  excess  of  $100  must  be  cleared  even 
though  it  is  in  the  budget.  This  method  has  been  so  successful  that  it  is 
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necessary  to  check  the  monthly  reports  to  make  certain  that  individual 
budgets  have  not  been  held  down  to  a  point  that  affects  operations.  There 
is  no  economy  in  paying  staff  salaries  and  withholding  expenditures  that 
are  needed  for  effective  staff  work. 

Sound  budgetary  practice  should  also  provide  defenses  against  unrea- 
sonable demands  from  operating  departments.  We  follow  a  practice  of 
charging  out-of-pocket  expenses  to  the  division  benefiting  from  them  and 
absorbing  staff  costs  in  our  own  budget.  This  is  not  only  a  control  on 
costs  but  a  checkrein  on  the  impractical  ideas  that  are  occasionally 
brought  to  us  for  handling.  Great  sweeping  ideas  quickly  lose  their  im- 
portance when  their  proponent  learns  he  must  reach  for  the  tab. 

The  Staff 

The  public  relations  manager  who  lacks  adequate  staff  is  a  not  uncom- 
mon example  of  penny  wisdom  in  business.  If  he  is  competent  to  manage 
his  area,  he  should  command  a  substantial  salary  and  devote  himself  to 
creating  values  that  are  commensurate  with  his  compensation.  He  is  over- 
qualified  and  overpaid  for  some  of  the  routine  work  that  must  be  handled 
in  a  public  relations  department.  Yet  many  managers  are  forced,  because 
of  restricted  staffs,  to  handle  chores  that  could  be  done  as  effectively  by 
a  staff  member  earning  a  fraction  of  the  manager's  salary. 

Efficient  operation  requires  the  manager  to  obtain  not  only  sufficient 
staff,  but  people  whose  ability  enables  them  to  work  with  minimum  direc- 
tion. The  selection,  development,  and  direction  of  the  staff  is  a  managerial 
responsibility  equaled  only  by  that  of  providing  counsel  and  guidance 
in  public  relations  matters  to  management. 

In  selecting  a  staff,  I  believe  a  manager  should  seek  people  of  sound 
judgment,  high  intelligence,  technical  competence,  and  personal  integrity. 
These  are  all  essentials.  Curiously,  none  of  these  has  emerged  as  the  most 
desirable  quality  for  public  relations  staff  members  in  the  several  surveys 
on  personnel  qualifications  that  I  have  read.  They  usually  place  in  first 
position  "the  ability  to  get  along  with  people"!  Certainly,  no  one  will- 
ingly adds  a  troublemaker  to  his  staff,  but  congeniality  is  no  more 
important  in  a  public  relations  office  than  in  a  shop,  laboratory,  or  execu- 
tive suite. 

When  we  select  a  staff  member,  we  make  exhaustive  checks  of  his 
qualifications.  Staff  turnover  is  costly  because  of  the  long  indoctrination 
period  required  to  mature  a  staff  member,  so  we  try  to  avoid  mistakes 
in  selecting  candidates.  Little  attention  is  paid  to  references  provided  by 
the  applicant,  but  former  supervisors  and  associates  are  thoroughly  can- 
vassed. These  checks  and  the  interview  establish  a  basis  for  assessing 
general  competence  and  integrity.  If  the  applicant  survives  this  screening, 
he  undergoes  a  battery  of  psychological   tests  that  provide  data  on  in- 
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telligence,  aptitudes,  and  personality  traits.  The  data  also  fortify  personal 
observation  as  to  whether  the  applicant  will  fit  into  the  organization,  not 
only  with  his  supervisor  and  staff  associates,  but  also  with  other  people 
who  make  up  the  company.  Even  with  this  care,  we  make  errors  in  selec- 
tion. If  we  err  in  basic  matters  that  appear  impossible  to  rectify,  we 
terminate  the  relationship. 

Since  few  of  the  people  in  public  relations  have  been  professionally 
trained,  staffs  are  developed  through  "body  snatching."  Some  members 
may  come  from  similar  staffs;  others  are  drawn  from  fields  that  provide 
the  background,  experience,  and  training  that  can  be  converted  to  public 
relations  skills.  Most  of  our  staff  were  trained  as  newspapermen,  the 
others  as  home  economists,  reflecting  our  predominant  consumer  interests. 
Larger  staffs  can  afford  specialization  and  may  include  personnel  from 
the  fields  of  finance,  education,  law,  and  the  sciences. 

A  wise  manager  will  analyze  his  own  strengths  and  weaknesses  and 
develop  people  who  have  complementary  attributes. 

The  "Know  thyself!"  of  the  Delphic  oracle  has  implications  for  man- 
agers who  are  building  a  staff.  The  rapport  I  enjoy  with  my  three  senior 
associates— all  twenty-year  employees— illustrates  the  importance  of  this 
precept.  My  intuitive,  abstract  approach  is  balanced  by  the  deductive, 
concrete  mind  of  my  second-in-command.  Another  veteran's  forte  is  phys- 
ical science  and  offsets  my  own  scanty  knowledge  of  that  field.  The  third's 
realistic  understanding  of  the  average  man  shields  me  from  some  of  the 
illusions  about  people  that  even  public  relations  management  can  indulge 
in.  These  dissimilarities  in  mind,  temper,  and  kno^vledge  are  a  source 
of  group  strength  and  reassurance. 

Getting  the  Facts 

To  operate  effectively,  a  public  relations  department  must  be  fed  a 
steady  diet  of  facts.  They  are  needed  by  the  manager  to  keep  him  fit 
for  his  role  of  counseling  management  and  for  planning  and  directing 
activities  in  his  area.  And  they  are  the  basic  ingredients  of  the  program 
itself— the  raw  material  on  which  the  staff  works  to  carry  out  its  com- 
municating functions.  Essential  as  facts  are,  they  cannot  be  assembled 
without  an  organized  plan,  diligently  and  aggressively  carried  out. 

The  manager  should  have  access  to  eveiy  fact  about  the  companv; 
nothing  should  be  withheld  from  him.  If  he  lacks  discretion  in  the 
handling  of  the  most  confidential  information,  he  doesn't  belong  in  his 
job.  Without  full  disclosure,  he  moves  at  peril  to  himself  and  the  com- 
pany. Yet  there  are  few  veterans  in  public  relations  who  have  not  found 
themselves  in  a  situation  embarrassing  to  the  organization  because  thev 
had  been  told  everything— but  one  significant  fact. 

To  make  certain  that  the  full  picture  is  being  sketched  for  him.  a 


MANAGING  THE  EXTERNAL  RELATIONS  ACTIVITY  763 

manager  must  contend  with  various  types  of  resistance  or  misunderstand- 
ing of  the  necessity  for  full  disclosure.  Some  people  are  by  nature 
secretive,  or  careless  in  assembling  facts,  or  inept  in  communicating  them. 
Others  are  reluctant  to  admit  error  because  of  pride  or  fear  that  it 
will  affect  their  standing  in  the  organization.  In  defensive  public  relations 
situations,  the  manager  may  have  to  resort  to  cross-examination  to  make 
certain  that  he  is  fully  equipped  to  act. 

What  the  manager  learns  is  not  necessarily  what  he  passes  on  to  his 
staff.  He  should  communicate  as  fully  as  possible  all  pertinent  facts  to 
them,  but  he  cannot  violate  confidences.  If  confidential  information  must 
be  passed  on  to  ensure  effective  work,  he  should  endeavor  to  obtain  agree- 
ment for  such  a  disclosure  from  his  informant.  In  many  situations, 
however,  he  can,  without  divulging  full  details,  use  his  knowledge  of 
delicate  matters  to  guide  his  aides  properly. 

For  routine  operations,  the  manager  should  organize  his  sources  of 
information.  He  should  acquaint  himself  with  all  regular  reports  of  the 
company,  arrange  to  receive  those  that  are  useful  to  him,  and  firmly 
prevent  the  others  from  coming  to  him.  If  he  does  not  exercise  discretion 
in  selecting  reports,  he  may  be  buried  in  an  avalanche  of  paper.  For 
example,  I  limit  myself  to  receiving  the  monthly  reports  of  our  board  of 
officers,  which  cover  principal  line  and  staff  operations;  three  monthly 
reports  having  to  do  with  profits,  sales,  and  the  balance  sheet;  monthly 
reports  on  expenditures  of  the  budgets  for  which  I  am  responsible;  and 
occasional  special  reports  that  have  value  in  our  work.  Several  score  other 
regular  reports  are  available  but  would  merely  tell  me  more  than  I  need 
to  know. 

Informal  contacts  can  be  more  informative  than  tabulations  and 
written  communications.  Our  board  of  officers  has  a  weekly  luncheon,  and 
conversations  about  the  table  often  lend  a  dimension  not  available  in 
the  reports.  When  discussing  a  specific  matter  with  a  division  or  depart- 
ment head,  I  usually  broaden  the  discussion  to  keep  posted  on  other 
developments,  avoiding  detailed  data  wherever  possible. 

What  I  learn  from  contacts  and  reports  is  passed  on  to  our  section 
heads  in  our  weekly  plans  board  meetings  or  as  it  has  a  bearing  on 
specific  situations.  What  I  need  for  planning  or  counseling  is  usually 
less  than  they  require  to  do  their  job  properly.  Consequently,  I  forward 
pertinent  detailed  reports  to  staff  members  having  a  special  interest  in 
them.  In  addition,  we  have  developed  a  system  of  information  gathering 
that  is  fairly  effective. 

In  a  large  organization,  there  are  hundreds  of  people  who  are  sources 
of  information.  The  most  reliable  data  usually  come  from  the  man  most 
familiar  with  a  situation,  and  good  operation  requires  direct  contact  with 
him.  We  have  developed  "beats"  for  our  staff  members— an  adaptation 
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of  a  standard  practice  in  journalism.  Coverage  of  the  beat  requires  that 
each  information  source  listed  on  it  be  contacted  at  least  once  a  week. 
This  system  provides  much  of  the  grist  for  the  public  relations  mill. 
The  beat  system  supplements  the  Directory  of  Information  Sources, 
which  was  originally  instituted  to  expedite  the  data-gathering  process. 
The  directory  is  composed  of  lists  of  individuals  and  the  specific  matters 
on  which  their  division  or  department  heads  have  authorized  them  to 
speak.  In  each  case,  a  principal  executive's  name  heads  the  list  as  the 
source  for  "general  policy."  Listings  following  his  are  usually  very 
specific;  for  example,  the  page  devoted  to  the  public  relations  depart- 
ment has  a  score  of  entries.  With  this  official  listing,  we  assume  that  our 
contact  speaks  with  authority  or,  when  necessary,  wdll  obtain  it  from  his 
superior.  Soon  after  publication  for  departmental  use,  our  telephone 
operators  asked  for  copies  as  aids  in  referring  calls.  Now  some  300 
employees  in  the  home  office  use  it  as  a  timesaving  guide. 

A  unique  and  valuable  method  of  collecting  information  is  the  Meet 
the  Press  session  that  we  established  some  years  ago  as  a  feature  of  our 
annual  departmental  meeting.  The  president  and  chief  operating  heads 
are  invited  to  lead  an  impromptu,  off-the-record  discussion  of  their 
respective  areas.  Following  the  format  of  the  popular  radio-T\'  program, 
staff  members  may  direct  any  question  at  the  guest-^vith  only  one 
prohibition:  no  query  about  anything  readily  available  from  a  less  im- 
portant source.  The  tone  for  these  meetings  was  set  by  a  former  president, 
who  gave  a  stellar  performance  at  our  first  session  by  answering  every 
question,  no  matter  how  delicate,  with  such  forthrightness  that  it  set  an 
example  for  all  those  who  have  followed  him.  No  holds  are  barred  in  the 
discussions,  and  company  problems  are  covered  with  a  frankness  that 
would  shock  many  businessmen.  From  these  meetings,  our  staff  members 
get  a  background  of  management  policy  and  planning  that  the  written 
word  could  never  convey  and  a  lift  in  morale  that  ^vould  be  difficult  to 
achieve  through  other  means.  To  the  best  of  my  knowledge,  no  member 
has  ever  violated  the  "off-the-record"  agreement. 

Information  gathering  is  more  than  an  internal  operation.  The  man- 
ager must  keep  posted  on  outside  developments  affecting  the  company. 
Trade  associations,  the  general  and  trade  press,  and  library  reference 
facilities  should  be  used  to  supplement  and  check  the  accuracy  of  data 
supplied  from  within  the  organization. 

Public  attitudes  toward  the  company  are  substantial  factors  in  policy 
decisions  and  in  shaping  the  program.  Where  there  is  doubt  about  these 
attitudes  on  any  matter  of  substantial  concern  to  the  company,  opinion 
surveys  may  be  necessary.  Other  sources  of  opinion  include  the  dailv 
mailbag,  the  clipping  services,  and  contacts  with  the  leaders  of  the 
company's   various   publics.   General   reading   and   published   studies   of 
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public  opinion,  available  from  various  sources,  are  helpful  in  getting  the 
public  pulse  in  broad  social  and  political  movements  affecting  corporate 
interests. 

Organizing  the  Information.  Facts  of  themselves  neither  solve  a  business 
problem  nor  make  an  effective  public  relations  campaign.  The  manager 
must  continuously  sort  through  data,  establishing  their  perspective,  valid- 
ity, relativity,  and  significance,  synthesizing  them  as  a  basis  for  decision 
and  action.  Just  as  too  few  facts  may  lead  to  poor  judgments  and  poor 
programs,  too  much  information  can  be  a  hazard  also  unless  properly 
synthesized.  Confronted  with  a  mass  of  data,  I  try  to  segregate  the  es- 
sential elements  and  concentrate  on  them  in  evaluation  and  planning. 
They  become  the  superstructure  which  others  complete  in  greater  detail 
as  they  carry  out  the  program. 

Although  managers  of  every  kind  must  evaluate  their  data,  the  public 
relations  manager  must  operate  with  fewer  "facts"  than  most  of  his 
associates;  or  he  must  depend  to  a  greater  extent  on  judgments  that  are 
subjective,  based  on  his  own  perceptions  or  intuition.  This  subjective 
process,  which  engineers,  accountants,  and  lawyers  tend  to  discount,  is  a 
necessary  part  of  the  daily  routine  of  public  relations  management.  A 
manager's  success  in  handling  it  is  a  measure  of  his  abilities.  And  one 
of  his  problems  is  convincing  literal-minded  colleagues  that  the  subjective 
procedures  in  public  relations  are  as  trustworthy  as  those  contained  in 
statute  books. 

Although  a  manager  should  avoid  being  overburdened  with  informa- 
tion, the  members  of  his  staff  must  handle  it  in  detail.  Many  successful 
public  relations  moves  have  been  based  on  what  appeared  to  be  an 
insignificant  fact.  Just  as  a  dragnet  should  be  used  in  the  collection  of 
information,  a  fine  sieve  is  needed  for  evaluation.  Checking  one  source 
against  another,  the  manager  can  rely  again  on  intuition  and  his  own 
knowledge  of  the  business  for  the  purpose  of  obtaining  accurate  data. 

Years  of  experience  have  taught  me  to  be  chary  of  much  information 
developed  within  the  company  and  to  urge  what  may  seem  unnecessary 
checks.  Other  people  in  the  business  cannot  be  expected  to  appreciate  the 
need  for  absolute  accuracy  in  preparing  data  for  publication.  Principal 
executives  may  have  a  sound  general  concept  of  a  situation  but  err  in 
supplying  particulars.  Some  facts  are  obscured  by  emotion:  the  superin- 
tendent is  outraged  when  his  plant  is  struck,  the  sales  manager  is  over- 
enthusiastic  about  a  new  product.  Experts  are  difficult  sources,  not  only 
because  they  may  resist  popularization  of  their  ideas  and  tend  to  be 
hairsplitters,  but  also  because  staff  members  may  vie^v  them  as  omniscient 
sources  and  fail  to  apply  the  necessary  checks  on  their  information.  One 
of  our  few  major  "bloopers"  occurred  when  we  failed  to  audit  a  com- 
petent accountant's  arithmetic! 
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When  our  information  has  been  assembled,  verified,  and  cleared  by  the 
proper  executive,  we  issue  a  "fact  sheet."  This  becomes  an  official  source 
of  information  for  the  department.  Some  fact  sheets  are  designed  for 
internal  use  only,  others  for  distribution  to  the  press  as  background  data; 
an  occasional  fact  sheet  is  issued  in  two  editions,  one  for  internal  use, 
another  briefer  issue  for  outsiders.  A  fact  sheet  may  have  a  one-time 
use,  such  as  for  a  plant  opening.  It  may  have  long  life,  such  as  basic- 
product  sheets,  which,  revised  when  conditions  change  or  the  stock  is 
exhausted,  may  go  through  many  editions.  These  fact  sheets  save  time 
and  energy,  provide  reliable  data,  avoid  unnecessary  clearances  of 
information,  and  prevent  the  issuance  of  contradictory  or  inaccurate 
information. 

One  of  our  most  valuable  sources  is  the  minutes  of  our  annual  Meet 
the  Press  session  with  our  principal  executives.  Basically  background  ma- 
terial, these  minutes  are  for  staff  use  only  and  are  never  shown  to  anyone 
else  in  the  organization.  I  edit  these  myself,  bracketing  whatever  I 
believe  should  be  held  confidential,  and  the  minutes  become  a  rich 
mine  for  articles  and  speeches  setting  forth  company  policy. 

Planning  and  Programming 

Starting  in  this  business  I  developed  a  strong  aversion  to  the  term 
"programming"  and  distinguished  it  from  "planning,"  a  distinction  that 
I  still  maintain,  Webster  to  the  contrary.  I  associated  programming  with 
advertising-agency  presentations  that  often  seemed  honeyed  with  super- 
salesmanship.  On  the  other  hand,  planning  was  what  went  on  in  mv  own 
mind  when  I  had  a  problem  to  solve,  a  decision  to  make,  a  course  of 
action  to  pursue.  I  still  distinguish  it  as  such. 

Taking  on  the  responsibility  of  directing  a  staff,  I  became  a  convert 
to  programming,  just  as  I  had  to  the  written  policy.  It  became  apparent 
that  a  plan  will  suffice  for  a  man  marooned  on  a  desert  island,  but  a 
program  becomes  necessary  if  his  family  is  with  him.  The  program  is  the 
plan  for  group  action.  A  good  part  of  the  manager's  activity  is  devoted 
to  planning,  the  method  determined  by  his  own  mental  make-up,  which 
is  probably  not  amenable  to  change  by  others.  He  may,  however,  benefit 
from  some  suggestions  on  programming. 

There  should  be,  of  course,  an  over-all  company  program  setting  forth 
pubHc  relations  objectives  and  outlining  in  general  terms  ho^v  they  are 
to  be  attained.  In  addition,  programs  are  necessary  for  specific  projects 
undertaken  within  the  framework  of  the  over-all.  ^Ve  resort  to  these 
"subprograms"  when  (i)  objectives  may  require  clarification;  (2)  work 
assigned  to  several  individuals  must  be  coordinated;  (3)  the  activity  mav 
continue  over  a  long  period,  involve  detailed  moves,  and  have  proper 
timing  as  an  element;  or  (4)  when  desirable  to  conform  to  the  usage  of 
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Other  units  in  the  organization  that  are  accustomed  to  operating  on 
programs,  schedules,  and  the  Hke,  or  needed  to  inform  those  whose 
cooperation  in  the  project  is  required.  A  plan  may  be  more  effective 
if  all  the  people  concerned  are  involved  in  formalizing  it.  When  we  are 
about  to  undertake  a  project,  I  prefer  to  set  the  objective  and  let  the 
program  evolve  in  group  discussion.  This  often  results  in  an  elaboration 
of  my  own  plan,  but,  more  importantly,  it  creates  a  sense  of  participation 
among  those  who  must  execute  the  program. 

In  an  active  department,  programming  also  provides  a  method  of 
checking  on  results.  When  we  develop  a  program,  we  present  it  for 
approval  to  the  staff  or  operating  department  concerned,  assign  indi- 
viduals to  specific  work,  and  periodically  check  the  program  against 
results  to  make  certain  that  it  is  carried  out. 

Unlike  the  blueprints  of  engineers,  public  relations  programs  can 
only  chart  efforts,  not  results.  Attainment  of  objectives  usually  depends 
on  the  reactions  of  others— editors,  customers,  and  employees— and  there 
can  be  no  guarantee  that  they  will  react  according  to  plan.  Moreover, 
programs  should  be  kept  fluid  to  permit  their  accommodation  to  changed 
situations  and  allow  staff  memibers  to  exploit  opportunities  that  arise 
subsequent  to  the  adoption  of  the  plan. 

Some  of  the  most  important  public  relations  situations  do  not  lend 
themselves  to  programming.  Business  crises  occur  unexpectedly  and  must 
be  handled  swiftly,  and  the  moves  must  be  made  without  benefit  of 
research  or  long  discussion.  They  frequently  establish,  as  no  formal 
program  can,  the  value  of  a  public  relations  staff  to  the  organization 
and  the  test  of  the  manager's  qualities. 

Making  the  Decision 

In  most  areas  of  business,  decision  making  proceeds  from  established 
data  and  the  recommendations  of  specialists  from  such  disciplined  fields 
as  law,  accounting,  and  the  physical  sciences.  It  is  expedited  by  the 
practical  experience  of  the  decision  makers,  which  is  usually  applicable 
to  the  problem  at  hand.  Further,  there  is  usually  agreement  as  to  the 
need  to  decide.  In  the  public  relations  area,  these  factors  may  be  lacking 
or  play  a  lesser  role,  when  decisions  are  considered  by  the  manager,  by 
the  executive  to  whom  he  makes  recommendations,  or  through  group 
actions. 

Solo  decisions  are  the  best  decisions,  to  my  way  of  thinking.  In  a 
public  relations  operation,  a  manager  may  make  scores  of  them  daily;  they 
occur  automatically  in  his  conferences,  his  staff  direction,  his  cor- 
respondence. Each  time  he  decides,  he  must  make  a  choice  of  alternatives 
and  run  the  risk  of  error. 

Risk  taking  goes  inevitably  with  the  manager's  trade,  although  many 
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do  not  view  it  so.  For  my  part,  I  prefer  to  run  the  risks  and  make  de- 
cisions with  a  minimum  of  aid  from  others.  The  device  of  ''we  decided 
this"  as  an  explanation  of  poor  judgment  is,  in  my  opinion,  inexcusable. 
Free  discussion  marks  our  staff  meetings,  and  the  thinking  of  staff  mem- 
bers is  helpful  in  arriving  at  a  course  of  action.  But  the  decision  and 
responsibility  for  it  are  mine  alone,  and  when  a  poor  decision  is  made, 
it  is  I  who  am  responsible  for  it,  not  the  group. 

When  others  become  involved  in  decision  making  in  the  public  rela- 
tions field,  I  have  less  confidence  in  the  outcome.  It  is  difficult  to  estabUsh 
that  specialized  skills  are  required  in  analyzing  public  attitudes,  develop- 
ing methods  of  influencing  people,  and  carrying  out  communications. 
Inexperience  deters  few  men  from  harboring  convictions  about  them. 
Consequently,  group  discussions  can  become  confusing  and  result  m 
decisions  that  are  unsound  from  a  public  relations  standpoint.  Yet  group 
action  where  policy  is  being  determined,  or  where  others  must  assume 
the  responsibility  for  the  effects  of  the  manager's  recommendations, 
is  sensible  and  unavoidable. 

In  situations  calling  for  joint  decision  making,  the  manager  should 
endeavor  to  limit  the  discussion  to  policy  and  objectives.  The  methods 
for  carrying  out  the  policy  or  meeting  the  objective  are  his  responsibility 
and  should  not  require  group  consideration.  There  is  no  certain  wav  ot 
doing  this,  but  several  suggestions  may  be  helpful.  First,  make  certain 
that  the  manager  has  prepared  a  solid  recommendation  before  the  con- 
ference. Second,  document  the  recommendation  with  facts  and  arguments 
whose  validity  is  readily  accepted  by  others.  Third,  keep  the  discussion  on 
the  broadest  practical  base.  Fourth,  if  the  discussion  turns  to  details  of 
public  relations  work,  try  to  get  it  back  on  the  proper  track.  And  finallv. 
maintain  a  steady  campaign  among  colleagues  to  demonstrate  that  the 
job  has  its  own  specialized  know-how,  based  on  training  and  experience. 
At  one  time  I  worked  with  a  management  group  that  firmlv  held  pre- 
posterous  beliefs    about   public   opinion   and   whose   business    decisions 
reflected  these  beliefs.  In  self-defense,  I  worked  an  elaborate  scheme  to 
ascertain  what  each  member  thought  opinion  was  on  a  series  of  con- 
troversial issues.  With  the  collaboration  of  the  group  chairman,  I  got 
each  member  to  fill  out  a  questionnaire  and  graded  the  answers,  using 
available  opinion  studies  as  the  control.  Each  member  ^vas  given  his  own 
score  as  well  as  the  group  average.  The  experiment  demonstrated  that 
this  management  group  had  a  poorer  grasp  of  public  opinion  than  any 
group,  including  day  laborers,  that  had  been  similarly  tested.  The  effect 
of  the  study  was  wholesome. 

Just  as  most  people  feel  competent  to  deal  with  public,  opinion,  even 
more  become  "experts"  in  communications,  frequently  with  disastrous 
results.  An  excellent  example  of  this  was  a  campaign  against  government 
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intervention  in  business,  which  was  projected  through  paid  advertising 
by  a  national  institution.  To  a  practiced  reader,  it  was  evident  that 
inexpert  hands  had  reedited  copy  until  it  was  no  longer  a  communication. 
One  of  several  campaigns  tested  for  the  effectiveness  of  its  communica- 
tion by  checking  opinions  before  and  after  reading  advertisements,  this 
advertising  program  actually  converted  readers  to  tighter  government 
controls  of  business! 

From  some  hundreds  of  conferences  on  public  relations  problems,  I 
find  that  the  negative  attitude  is  the  greatest  barrier  to  effective  work. 
Business  demands  positive  action  in  most  areas  because  the  effects  of 
inaction  are  obvious— the  machine  will  not  work  until  the  gear  is  fixed; 
the  sale  cannot  be  closed  until  the  proposal  is  made.  In  such  situations, 
the  normally  cautious  man  is  pushed  into  a  decision.  In  public  relations, 
cause  and  effect  do  not  appear  so  closely  related  and  important  decisions 
may  be  postponed  or  avoided  because  of  this.  Many  men  who  accept  the 
necessity  of  risk  taking  in  other  areas  frequently  become  hesitant  in 
public  relations,  and  many  practitioners  themselves  are  prone  to  inaction. 
"Since  effects  are  intangible  or  difficult  to  measure,  why  bother  about 
them?"  seems  to  be  a  common,  although  unvoiced,  attitude.  A  number  of 
cliches  are  advanced  to  justify  inaction:  "Let's  not  get  in  a  contest  with 
a  skunk!"  "Let's  not  push  the  panic  button!"  "Let's  not  try  the  case 
in  the  newspapers"  are  common  expressions,  and  while  there  is  wisdom 
in  each,  they  are  no  substitutes  for  logical  consideration  of  a  problem. 

The  public  relations  manager  should  not  overrate  the  importance  of 
his  interests  in  situations  involving  other  business  factors,  which  is  a 
common  fault  among  specialists.  While  vigorously  presenting  his  view- 
point, he  should  be  aware  of  the  effects  of  his  recommendations  on  other 
areas  of  the  company.  It  is  possible  that  poor  public  relations  may 
result  from  a  basically  sound  business  move,  and  vice  versa.  What  is 
important  is  that  all  factors  are  objectively  considered  in  arriving  at 
the  decision. 

The  manager  who  is  trying  to  handle  public  relations  effectively  should 
combat  negative  attitudes,  in  himself  as  well  as  others.  This  requires  self- 
examination,  an  understanding  of  the  character  of  his  associates,  sound 
reasoning,  and  patience.  While  willingly  accepting  the  responsibility  for 
decisions  made  unilaterally,  he  should  endeavor  to  convince  others  of 
the  importance  of  decisiveness  in  matters  that  are  determined  jointly. 
And  he  should  view  his  area  in  its  proper  perspective  to  over-all  business 
interests. 

The  Communications  Network 

Whatever  else  a  public  relations  manager  may  be,  he  must  also  be  a 
communicator.  Segment  him  into  functions,  and  communication  will  be 
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one  of  the  most  active.  In  the  organization,  he  must  communicate  reports 
upward  to  convey  information  about  his  activities  and  matters  affecting 
the  organization,  across  staff  and  line  units  for  this  same  purpose  and 
to  secure  cooperation  for  the  public  relations  effort,  and  downward  to 
direct  his  staff  operation.  Outward  communication  is  a  responsibility 
he  shares  with  the  staff  in  carrying  out  the  program.  Inasmuch  as  com- 
munication is  the  substance  of  his  work,  it  should  be  simple.  In  practice 
it  is  a  complicated  network,  disrupted  by  short  circuits  and  line  breaks 
and  requiring  constant  maintenance. 

Upward  communication  should  be  simple.  Reports  to  the  general  man- 
agement should  be  concise  and  avoid  trivia.  Situations  that  require 
policy  guidance  must,  of  course,  be  communicated  with  sufficient  detail 
to  allow  judgment,  and  general  managers  should  be  kept  posted  on 
developments  in  which  they  have  a  known  interest.  In  our  company,  we 
confine  general  reporting  to  a  monthly  one-page  summary,  ^vhich  is 
included  in  a  board  of  officers  agenda  with  reports  of  other  staff  and 
operating  departments,  and  the  distribution  of  our  weekly  plans  board 
minutes  to  all  officers.  In  addition,  there  are  occasional  reports  covering 
specific  situations  that  are  sent  only  to  those  having  a  particular  interest 

in  them. 

Although  upward  reporting  should  be  easy,  in  practice  it  can  become 
difficult.  This  is  partly  the  fault  of  public  relations  managers,  partly 
that  of  other  managers,  and  in  part  the  result  of  the  uniqueness  of  the 
public  relations  area.  The  manager  is  frequently  caught  bet^seen  the 
executive  who  complains  that  too  many  reports  come  his  way  and  another 
who  cannot  understand  why  he  is  not  kept  informed.  Generally,  I 
believe  managers  in  the  public  relations  area  are  prone  to  overreporting. 
Knowledge  of  their  work  is  recognition-a  factor  of  consequence  to 
them-and  they  have  a  compulsion  to  obtain  that  recognition  by 
reporting  more  than  enough  and  in  greater  detail  than  may  be  necessary. 
Moreover,  their  communications  tend  to  become  missionary  efforts  be- 
cause of  the  belief,  largely  justified,  that  general  executives  require  indoc- 
trination in  public  relations  thinking.  My  own  preference  is  for  the  least 
upward  communication.  This  saves  the  time  of  all  managers  and  permits 
a  public  relations  staff  to  concentrate  on  the  functions  assigned  to  it. 

Lateral  communication  is  necessary  if  the  cooperation  of  the  entire 
organization  is  being  solicited  for  the  public  relations  effort.  This  com- 
munication is  best  carried  on  in  conferences  or  meetings  where  back-and- 
forth  discussion  is  possible.  In  multiplant  concerns,  written  communica- 
tion may  be  the  sole  method  of  getting  support  for  the  public  relations 
program.  Several  companies  produce  regular  publications  for  this  pur- 
pose. Since  1937,  Borden's  has  prepared  a  monthly  P.R.  Memo,  which 
currently  goes  to  about  1,300  key  employees,  who  are  scattered  through 
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some  600  communities.  Behind  the  pubUcation  is  the  assumption  that 
some  pubHc  relations  work  must  be  handled  in  the  field— in  fact,  some  is 
best  handled  there.  The  P.R.  Memo  gives  suggestions  on  how  this  non- 
professional public  relations  effort  should  be  handled,  offers  materials 
to  be  used  in  the  work,  and  recognizes  public  relations  efforts  by  indi- 
viduals in  the  operating  units.  In  a  sense,  it  serves  as  a  correspondence 
school  because  of  materials  in  the  fields  of  human  relations,  economics, 
and  science  which  it  regularly  offers. 

Communications  of  the  P.R.  Memo  type  are  helpful  in  building  public 
relations  awareness.  We  have  found,  however,  that  supplemental  effort 
is  needed  to  get  the  field  organization  to  work  on  specific  projects.  To 
achieve  this,  we  issue  ad  hoc  kits  with  full  do-it-yourself  plans.  Some  kits 
are  prepared  in  collaboration  with  other  staff  or  operating  departments; 
others  are  solely  the  work  of  the  public  relations  department.  Examples 
of  the  former  are  annual  kits  for  Crusade  Child  Safety,  the  Quarter 
Century  Club  meetings,  and  plans  for  the  local  introduction  of  new 
products.  Examples  of  the  latter  are  an  annual-report  kit  and  the  very 
complete  set  of  materials  prepared  for  our  centennial  celebration. 

Some  companies  hold  seminars  to  communicate  public  relations  con- 
cepts to  key  employees;  others  include  a  public  relations  section  in 
programming  sales  or  general  management  meetings.  We  have  followed 
the  latter  method  with  varying  success.  Our  experience  is  that  our  operat- 
ing men  are  too  pressed  for  time  to  attend  special  public  relations  meet- 
ings, for  which  it  is  often  hard  to  develop  enough  what-you-can-do-about- 
it  material.  When  we  are  invited  to  participate  in  a  general-purpose 
meeting,  we  endeavor  to  confine  our  presentation  to  future  plans  and 
specific  materials  to  aid  the  group  and  avoid  theory  and  reporting  past 
services. 

Communicating  with  the  Staff.  The  manager's  communications  with  his 
staff  are  ostensibly  for  the  transmittal  of  information,  of  plans  for  the 
handling  of  the  information,  and  of  directions  for  the  execution  of  the 
plans.  His  communications  have  also  a  deeper  significance:  the  manner 
in  which  they  are  handled  is  a  factor  in  the  manager-staff  relationship 
and,  as  such,  influences  work  attitudes  and  ultimately  the  quality  of 
staff  performance. 

Considered  first  in  its  narrower  sense,  intrastaff  communication  should 
provide  three  elements:  frankness  in  the  disclosure  of  information,  clarity 
in  outlining  plans  and  objectives,  and  maximum  permissiveness  for  the 
individual  in  the  execution  of  his  assignment  within  the  plan. 

There  are  compelling  reasons  for  frank  and  full  disclosure.  Obviously, 
a  sound  public  relations  operation  must  be  based  upon  complete  data; 
the  unknown  and  the  undisclosed  are  always  pitfalls.  Beyond  this,  frank- 
ness is  important  in  maintaining  the  mutual  confidence  that  is  essential 
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in  a  sound  manager-staff  relationship.  Public  relations  workers  are  know- 
ing people  and  expect  to  be  recognized  as  such;  like  newspapermen  they 
consider  themselves  "insiders."  Moreover,  through  their  contacts  in  the 

or,2:anization.  thev  often  know  more  about  a  situation  than  the  manager 
himself. 

The  mana,ger  should  be  strai.s^htforward  in  his  intrastaff  communica- 
tions. If  he  is  not— if  he  ^vithholds  information  or  glosses  over  pertinent 
data— he  jeopardizes  the  success  of  a  project  and  his  own  leadership  as 
well.  He  cannot,  of  course,  violate  confidences  or  act  against  company 
interests.  but  the  staff  Adll  understand  his  reticence,  if  his  general 
approach  is  one  of  frankness.  And  he  can  avoid  a  not-uncommon  weak- 
ness of  supervisors— the  desire  to  know  something  more  than  their 
subordinates  do. 

Claritv  requires  studied  effort  in  intrastaff  communication,  just  as  in 
communication  ^vith  outsiders.  Much  of  the  waste  in  pubUc  relations 
work-the  unused  research,  the  redrafting  of  material,  the  resetting  of 
tvpe-results  from  the  manager's  failure  to  make  himself  clear  in  out- 
lining plans  and  objectives.  For  claritv.  he  must  first  of  all  establish  his 
intentions  in  his  own  mind.  Although  staff  discussion  may  be  helpful  in 
crvstallizing  the  mana,2:er"s  thinking,  he  should  not  solelv  relv  on  such 
general  exchange  to  communicate  plans.  It  is  helpful  to  the  staff  as 
back,ground.  but  it  should  be  summarized  in  his  o^vn  clear  statement  of 
the  plan.  In  addition,  if  several  staff  members  are  to  be  involved  in 
executing  the  plan,  there  should  be  a  definite  understanding  of  the 
role  to  be  plaved  bv  each— an  important  factor  ^\-here  individual  respon- 
sibilities overlap  and  there  is  a  possibiHty  of  effort  being  dupHcated. 
Back  talk  is  important  in  ensuring  that  plans  are  understood  correctly. 
If  I  have  anv  doubt  that  the  communication  has  been  completed.  I 
interrogate  the  individual  to  make  certain  that  his  understanding  of  the 
situation  coincides  with  mine.  ^Ve  have  a  staff  relationship  that  en- 
courages anvone  to  speak  up  if  he  believes  that  I  am  planning  an  umdse 
move.  ^Vhile  I  suspect  that  junior  members  are  hesitant  to  argue  points, 
the  seniors  certainlv  are  not.  and  their  opposition  has  frequentlv  caused 
me  to  reconsider  intentions  and  thus  avoid  error. 

To  be  fullv  effective,  staff  communications  must  be  personal,  differing 
for  each  individual  according  to  his  need.  AVhen  planning  with  some 
of  mv  long-time  associates.  I  can  communicate  a  plan  almost  tele- 
graphicallv.  ^Vith  others.  I  must  outline  the  procedure  step  bv  step  to 
make  certain  that  it  ^vill  be  grasped.  ^Vhatever  method  is  followed.  I  am 
at  fault  if  there  is  a  misunderstanding:  communication  is  alwavs  the 
responsibilitv  of  the  communicator,  not  the  communicatee. 

Finallv,  the  communication  of  directions  for  the  execution  of  plans 
should  be  general,   providing   the  greatest   degree  of  permissiveness   for 
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those  who  must  execute  them.  This  is  in  direct  contrast  to  the  specificity 
that  is  needed  in  estabHshing  objectives,  outlining  poHcy  and  plan,  and 
positioning  the  individual  in  the  project.  A  public  relations  worker  who 
is  worth  his  salt  does  not  want  to  be  told  exactly  what  to  do.  He  has 
his  own  know-how,  ideas,  and  pride  in  craftsmanship.  The  same  latitude 
cannot  be  extended  to  all,  but  each  should  be  encouraged  to  use  his 
own  initiative  and  ingenuity  to  the  utmost  in  performing  his  assign- 
ments. This  is  a  good  way  to  develop  a  mature  staff  and  conserve  a 
manager's  time  and  energies  for  his  more  important  responsibilities. 

The  ''Good  Shop" 

Among  professional  public  relations  people,  there  is  a  term  that  has 
a  wealth  of  meaning.  A  "good  shop"  to  staff  workers  means  a  desirable 
place  to  work.  Among  managers,  it  is  an  organization  recognized  for 
the  general  quality  of  its  operation.  The  nature  of  the  work  relation- 
ship requires  that  the  manager  of  a  good  shop  define  it  as  an  efficient, 
serviceable  unit  dedicated  to  company  interests,  while  the  staff  may 
have  different— but  not  necessarily  opposite— ideas  about  it.  If  the  manager 
is  to  develop  his  kind  of  good  shop,  he  must  also  recognize  the  specifica- 
tions of  the  people  who  report  to  him  and  strive  to  develop  a  mutually 
beneficial  shop. 

Each  manager  has  his  own  approach  to  this  situation.  Although  all 
may  strive  for  the  near-perfect  operation,  no  two  have  identical  philos- 
ophies of  staff  direction.  What  I  do  in  my  striving  for  the  good  shop 
may  not  work  for  others,  but  it  has  for  me  and,  I  believe,  my  associates. 
It  was  developed  over  two  decades  of  supervision,  involving  several 
score  professional  workers,  in  which  both  successes  and  misadventures 
played  a  role. 

From  this  experience,  and  some  hundreds  of  conversations  with  public 
relations  job  applicants  and  workers  on  other  staffs,  I  believe  that  the 
most  effective  work  relationship  is  composed  of  most  of  the  elements 
that  exist  in  other  types  of  work,  although  the  relative  importance  of 
the  elements  may  vary,  plus  some  essentials  that  may  be  less  necessary 
in  other  kinds  of  operations. 

There  are  the  bread-and-butter  requirements  that  appear  in  most 
employee  surveys:  good  working  conditions,  security,  and  good  pay.  Al- 
though public  relations  people  would  resent  exploitation,  working  con- 
ditions would  probably  rank  well  down  in  their  list  of  job  requirements. 
Their  interest  in  security  is  relatively  minor,  possibly  because  qualified 
workers  relocate  themselves  with  ease  in  this  growing  craft.  Salary  is  an 
important  requirement.  Although  few  public  relations  people  are  primar- 
ily motivated  by  money,  they  nevertheless  have  the  professionals'  socio- 
economic status  to  maintain  and  naturally  seek  a  salary  sufficient  to  do  it. 
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The  determination  of  fair  compensation  for  public  relations  ^vorkers  is 
not  easy.  Salary  ranges  should  bear  an  equitable  relationship  to  those 
for  other  professional  personnel  within  a  company.  They  must  also, 
however,  be  related  to  the  going  rates  of  public  relations  workers  gen- 
erally, because  the  skills  are  readily  transferrable  from  one  industr\'  to 
another.  But  going  rates  themselves  cannot  be  estabHshed  easily.  Most 
salary  studies  reveal  ranges  so  wide  that  they  offer  little  guidance.  There 
is  a  lack  of  common  denominators  in  job  requirements  and  responsibili- 
ties, and  surveys  cannot,  of  course,  cover  qualitative  factors  that  mav 
explain  the  extremes  in  salary  ranges.  A  further  complication  is  the 
difference  between  the  real  and  the  reputed  compensation  of  people  in 
the  field:  some  public  relations  people,  for  prestige  reasons,  tend  to 
overstate  compensation. 

An  Approach.  In  the  face  of  this  confusion,  a  public  relations  manager 
has  the  responsibility  of  operating  economically  and  efficiently  in  the 
company  interest  while  dealing  fairly  with  the  people  who  report  to  him. 
How  can  this  be  done?  In  the  case  of  our  companv.  I  have  foUo^ved 
for  some  years  a  plan  that  was  devised  to  accommodate  equitablv  the 
requirements  of  both  company  and  staff  workers.  Although  it  mav  not 
commend  itself  to  other  organizations,  it  has,  I  believe,  ^vorked  ^vell  for 
all  concerned  in  our  operation. 

The  thinking  behind  our  plan  is  this:  turnover  in  a  public  relations 
operation  is  costly;  while  men  may  bring  skills  to  a  staff,  they  must 
learn  a  great  deal  about  the  company  before  they  can  function  effectiveh. 
Other  factors  being  equal,  the  longer  a  man  is  on  the  staff,  the  more 
valuable  he  is  to  the  company.  Therefore  the  company  should  endeavor 
to  reward  and  retain  those  whom  it  has  trained  and  who  are  of  greatest 
value  to  it.  On  the  other  hand,  staff  ^vorkers  want  recognition  that  is 
hard  to  provide;  the  promotion  opportunities  of  a  sales  force  cannot  be 
offered,  and  men  rarely  move  from  public  relations  into  other  branches 
of  the  business;  increased  compensation  can  offset  the  lack  of  pro- 
motion and  is  one  form  of  recognition  that,  coupled  with  others  I 
shall  mention  later,  helps  provide  the  satisfactions  that  make  for  staff 
stability. 

With  these  thoughts  in  mind,  I  developed  a  plan,  with  management 
approval,  that  provides  unusually  wide  salary  ranges.  ^Ve  start  our  people 
at  the  bottom  of  the  range.  If  they  work  out  well,  there  is  a  raise  bv  the 
end  of  the  first  year;  if  they  do  not,  we  usually  separate  them.  Even 
year  there  is  a  review  of  the  individual's  work  and  a  raise  that  reflects  his 
improved  value.  There  is,  of  course,  a  practical  ceiling  on  the  compen- 
sation of  any  job,  but  none  of  our  staff  has  approached  it  as  yet.  The 
effect  of  the  plan  is  to  recognize  greater  value  to  the  company,  not 
seniority. 


MANAGING  THE  EXTERNAL  RELATIONS   ACTIVITY  775 

Even  with  this  system,  compensation  alone  would  not  hold  our  staff 
together.  The  food  industry  traditionally  pays  low  salaries  and  cannot 
compete  in  pay  with  wider-margin  industries.  Our  staff  salaries  were 
long  delayed  in  reaching  levels  compatible  with  going  rates,  as  nearly  as 
I  can  establish  them.  Looking  around  me  at  one  meeting  of  our  plans 
board,  I  was  struck  by  the  fact  that  six  of  the  seven  members  had,  to  my 
knowledge,  been  recently  offered  higher-paying  jobs  by  other  companies. 
Why  had  they  elected  to  stay  with  us? 

I  think  that  we  have  a  low  turnover  because  of  satisfactions  beyond 
the  bread-and-butter  job  requirements.  Three  of  these  are  particularly 
esteemed  by  public  relations  people— opportunity,  recognition,  and 
quality  of  supervision— and  we  have  striven  to  provide  them  in  a  manner 
that  meets  the  peculiar  needs  of  people  in  this  kind  of  work. 

Opportunity  to  ambitious  young  businessmen  usually  means  climbing 
up  the  executive  ladder.  This,  as  I  have  noted,  is  difficult  to  provide 
public  relations  people,  particularly  in  a  small  staff,  unless  the  turnover 
is  high  or  mortality  intervenes.  It  w^ould  be  a  mistake,  however,  to  view 
advancement  as  the  sole  embodiment  of  opportunity.  Professional  people 
look  for  the  opportunity  to  use  their  skills  and  from  this  exercise  can 
obtain  a  satisfaction  equal  to  or  transcending  a  promotion,  for  which 
it  may  be  substituted. 

One  of  the  reasons  for  the  permissiveness  that  prevails  in  our  staff 
work  is  the  satisfaction  that  it  gives  the  individual.  Latitude  in  executing 
work  is  an  incentive  to  better  quality  and  greater  output;  if  it  fails  as  an 
incentive,  the  individual  is  in  the  wrong  business.  A  good  worker  in 
public  relations  thinks  of  himself  as  being  "creative"  and  frequently  is. 
He  w^elcomes  challenge  and  is  proud  of  what  he  does.  Given  an  op- 
portunity to  be  creative,  he  develops  an  interest  and  a  drive  that  can 
never  be  generated  through  step-by-step  supervision. 

Obviously,  no  business  is  established  to  manufacture  employee  satis- 
factions, but  if  they  can  be  turned  out  as  by-products  that  enhance  the 
value  of  the  main  production,  they  are  certainly  worth  developing. 
Through  trial  and  error  we  measure  each  individual's  capacity  for  work- 
ing on  his  own  and  then  allow  the  proper  degree  of  latitude.  Recognizing 
that  there  are  certain  pedestrian  chores  that  must  be  done— termed 
"pig  iron"  in  our  department— we  try  to  distribute  these  fairly  so  that 
no  individual  is  burdened  to  the  exclusion  of  the  more  challenging 
work,  which  is  also  assigned  equitably  and  according  to  individual 
abilities.  We  try  also  to  give  each  person  an  assignment  that  is  his  own- 
something  in  ^vhich  he  may  have  a  proprietary  interest  and  by  -which  he 
may  be  identified. 

This  awareness  of  a  need  to  exercise  skills  has  contributed  niciterially 
to  the  will  to  work  and  to  the  efficient  functioning  of  the  staff.  It  has 
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developed  in  many  of  our  people  a  job  devotion  that  is  unusual  in  any 
type  of  business.  Recently  we  inaugurated  a  daily  news  report  that  sum- 
marizes pertinent  news  items.  Since  it  would  require  considerable  reading 
on  the  editor's  own  time  and  require  him  to  arrive  an  hour  early  each 
day,  the  original  intention  had  been  to  rotate  it  among  staff  members. 
Surprisingly,  one  man  asked  that  it  be  his  permanent  assignment,  in 
addition  to  duties  he  was  already  performing.  In  another  case,  concerned 
about  the  work  load  carried  by  an  individual,  I  proposed  to  shift  the 
responsibility  for  a  publication.  Instead  of  being  relieved,  the  individual 
pleaded  to  retain  the  work  because  it  "is  different  from  most  of  the  things 
I  do."  Still  another  member  requested  responsibility  for  a  technical 
publication  in  a  field  of  his  interests,  although  fully  aware  that  much 
of  the  work  would  have  to  be  done  on  his  own  time  because  of  an 
already  heavy  schedule. 

The  manager  who  has  a  public  relations  background  may  find  it  dif- 
ficult to  be  permissive.  There  are  several  ways  of  handling  most  assign- 
ments, and  he  may  have  preconceived  ideas  as  to  the  best  course.  He 
should  learn  to  hold  back  his  ideas  until  his  associates  have  had  a  chance 
to  express  theirs  and  to  intervene  only  when  his  help  is  requested  or 
when  necessary  to  prevent  serious  error.  This,  of  course,  is  an  ideal;  no 
one  who  is  engrossed  in  public  relations  can  at  all  times  exercise  such 
self-restraint.  But  if  the  manager  works  toward  the  ideal,  he  will  develop 
a  self-reliant  and  satisfied  staff.  And  there  will  remain  opportunities,  in 
free  discussions  where  ideas  are  being  developed  and  evaluated,  that  will 
serve  as  creative  outlets  for  him. 

Cherishing  the  illusion  that  I  can  do  most  things  better  than  others, 
I  have  found  self-repression  one  of  the  most  difficult  features  of  the 
managerial  discipline.  Although  my  assistants  appreciate  my  method  and 
work  more  effectively  because  of  it,  some  of  my  colleagues  in  management 
feel  that  closer  supervision  should  be  provided.  The  degree  of  supervision 
should  vary  from  area  to  area,  but  I  believe  it  a  mistake  to  vie^\-  restraint 
in  management  as  inadequate  management. 

The  Problem  of  Recognition.  In  a  recent  survey  of  the  "tensions"  of 
some  6,000  business  executives,  the  Life  Extension  Foundation  reported 
an  interesting  finding  about  public  relations  men:  they  led  the  field  of 
eighteen  classes  of  executives  in  claiming-or  admitting-three  specific 
causes  of  tension:  working  too  hard,  lacking  recognition,  and  having 
superiors  who  "steal  all  the  glory."  This  is  an  illuminating  svndrome, 
and  if  it  is  an  accurate  gauge  of  executive  feeling,  it  must  be  more  wide- 
spread in  the  ranks  of  public  relations  workers  from  which  most  of  the 
managers  come.  Combined,  these  three  sources  of  tension  spell  the  need 
for  recognition.  Thus  a  manager  must  be  able  to  detect  the  presence  of 
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this  syndrome,  in  himself  as  well  as  his  aides,  and  develop  a  treatment 
or  remedy  for  it. 

The  need  for  recognition  is,  I  suspect,  more  pronounced  in  staff  than 
in  line  organizations  and  results  in  part  from  the  basic  differences  be- 
tween their  functions.  Forgetting  that  glory  properly  goes  with  responsi- 
bility, staff  men  may  resent  the  successes  achieved  by  line  men  with  ideas 
or  materials  developed  by  staff  work.  Understandably,  they  may  feel 
slighted  and  unrewarded.  The  situation  is  not  improved  by  the  attitude 
of  some  line  men  who,  insensitive  to  the  mutual  dependence  of  the  two 
groups,  may  assume  that  the  success  of  the  enterprise  is  due  to  them  alone. 
While  wryly  amused  by  the  naivete  of  this  assumption,  I  still  cannot  avoid 
being  irritated  when  a  line  colleague  intimates  that  staff'  people  do  not 
understand  the  need  for  profits  or— even  more  annoying— that  he  is  sup- 
porting my  area  with  the  profits  he  earns,  presumably  without  my  help. 
A  general  source  of  irritation  to  staff  managers,  talk  of  this  kind  is  de- 
moralizing to  their  aides. 

To  help  offset  the  feeling  of  facelessness  that  may  depress  public  rela- 
tions workers,  their  manager  should  endeavor  to  develop  recognition  for 
them.  Some  methods  of  achieving  this  are  simple,  inexpensive,  and  easily 
put  into  effect.  Although  some  public  relations  departments  retain  com- 
plete anonymity,  we  have  long  permitted  our  writers  to  sign  their  press 
releases.  Names  and  functions  are  listed  in  organization  directories,  and 
every  individual's  name  is  affixed  to  his  office  door.  Each  staff  member 
has  his  own  memo  pads,  bearing  his  name  below  the  department's  release 
insignia.  These  and  similar  devices  should  not  be  regarded  as  "gimmicks"; 
they  are  tangible  expressions  of  a  basic  philosophy  that  recognizes  the 
importance  of  the  individual.  All  of  them,  incidentally,  have  values  be- 
yond that  of  recognition  and  were  instituted  partly  because  they  ex- 
pedited the  work  of  the  department  in  other  ways. 

In  company  contacts,  I  endeavor  to  obtain  recognition  for  the  staff  and 
individual  members  as  well.  Although  I  am  aware  of  the  importance  of 
operating  "through  channels,"  I  nevertheless  believe  that  staff  members 
should  maintain  close  relationships  with  the  people  for  whom  they  are 
preparing  a  project.  In  almost  every  instance,  operating  and  line  execu- 
tives know  the  staff  member  who  handles  work  for  his  division.  None  of 
them  is  expected  to  go  through  channels  with  a  request;  he  can  assume 
that  our  staff  worker  will  report  upward  if  any  public  relations  policy 
clearance  is  required.  All  the  senior  staff  members  are  personally  ac- 
quainted with  all  officers;  this  is  facilitated  by  the  annual  Meet  the  Press 
sessions  and  by  the  several  social  gatherings  we  arrange  each  year.  For 
example,  the  annual  dinner  of  the  financial  press  writers  serves  as  an 
occasion  to  bring  together  officers  and  staff  members.  Incidentally,  our 
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executives  appear  to  enjoy  these  get-togethers,  possibly  because  they  find 
our  people  knowledgeable,  interesting  companions. 

I  believe  it  is  good  to  encourage  staff  activity  in  professional  organiza- 
tions. While  serving  as  graduate  schools  of  a  kind,  these  groups  provide 
a  valuable  type  of  recognition— that  of  one's  peers.  The  people  in  the 
company  may  lack  sufficient  background  to  appreciate  the  worth  of  the 
staff  assistance  rendered,  but  in  the  professional  groups  the  appraisal  of 
individuals  is  critical  and  genuine  merit  is  recognized.  For  this  reason, 
it  is  always  gratifying  to  watch  the  rise  of  an  aide  in  his  own  professional 
organization.  Apart  from  the  personal  values  he  accrues,  there  are  also 
advantages  to  the  company  in  the  knowledge  he  gains  and  the  contacts 
he  makes. 

Adequate  recognition  encourages  identification  with  the  companv  and 
corporate  interests.  Psychologists  realize  the  value  of  this  factor,  but  manv 
"practical"  businessmen  are  either  unaware  of  it  or  tend  to  minimize  this 
strong  motivating  force.  It  is  not  always  possible  to  develop  close  identi- 
fication with  the  over-all  company— a  desirable  goal-but  it  can  be  stimu- 
lated in  relation  to  the  individual's  work  and  the  group  effort  of  the  staff. 
By  structuring  our  department  on  the  basis  of  the  company's  publics- 
consumers,  employees,  and  press— we  have  achieved  a  strong  identification 
with  work  areas  for  staff  members.  (This  also  has  a  disadvantage  in  that 
it  can  result  in  a  form  of  "nationalism"  in  which  the  individual  jealously 
guards  his  sovereign  rights.)  The  assignment  of  at  least  one  continuing 
project  to  each  staff  member  also  strengthens  work  identification.  Over-all 
company  identification  is  stimulated  by  the  "insider"  status  of  public 
relations  people  and  their  contacts  with  executives.  Stock  options,  quite 
apart  from  their  monetary  value,  further  strengthen  identification,  and 
all  our  senior  staff  members  are  included  in  our  option  plan. 

The  Manager  and  His  Staff.  Although  all  members  of  an  organization 
may  be  expected  to  participate  in  its  program  to  improve  relationships, 
the  responsibility  for  it  is  nevertheless  that  of  the  public  relations  man- 
ager, and  the  greater  part  of  the  program  is  executed  bv  him  and  his  staff. 
The  manager  himself  is  the  measure  of  the  staff's  efficacy.  It  is  possible 
for  a  vigorous  and  competent  manager  to  maintain  a  fair  public  relation- 
ship without  adequate  staff,  but  it  is  unlikely  he  will  succeed,  even  with 
gifted  staff  members,  if  he  lacks  the  qualities  of  mind,  temperament,  and 
experience  required  for  the  job. 

If  managing  is  the  work  of  getting  results  from  others— and  that  is  the 
thesis  of  this  Hfl^^6oo/^-management  is  essentially  leadership.  In  no 
other  staff  area  of  a  business  is  leadership  more  important  than  in  public 
relations.  Morale  is,  of  course,  needed  in  all  areas,  but  it  may  be  possible 
for  workers  in  some  other  areas  to  carry  on  competently  even  if  their 
leadership  is  apathetic.   A  public  relations  program,  however,  succeeds 
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only  when  there  is  strength  and  buoyancy  in  the  direction  of  staff  efforts. 
And  the  development  and  maintenance  of  these  qualities  are  the  con- 
tinuing challenge  of  the  manager  in  his  role  as  leader. 

Most  of  the  men  who  are  born  leaders  are  also,  I  suspect,  born  human- 
ists, appreciating  the  potentialities  of  mankind,  sympathetic  to  man's 
problems  and  weaknesses,  and  gifted,  through  their  knowledge  of  human 
aspirations  and  motivations,  in  drawing  "uncommon  results  from  com- 
mon men."  However,  most  leaders  are  made,  not  born,  and  must  learn 
their  trade.  Contact  and  observation  are  their  best  laboratory,  which  is 
supplemented  today  by  writings  on  popular  psychology.  What  a  manager 
learns  about  his  fellow  men  should  be  used  for  humane  ends,  and  not 
for  the  purpose  of  manipulating  them.  The  development  of  the  individ- 
ual's full  potential  benefits  him  and  the  organization  as  well;  mutual 
satisfactions  are  created.  However,  the  "gimmickry"  contrived  by  many 
popular  psychologists  does  not  seek  to  aid  the  individual  but  to  exploit 
him.  It  may  succeed  in  one-time  salesmanship,  but  apart  from  any  moral 
implications,  it  is  an  ineffectual  and  even  hazardous  approach  in  staff 
leadership. 

Two  cases  illustrate  this  point.  A  bright  young  executive  studied  the 
work  of  Dale  Carnegie  and  embarked  upon  a  course  of  influencing 
people.  Although  his  technique  was  skillful  and  effective  with  strangers, 
it  alienated  his  key  people;  their  distrust  eventually  was  communicated  to 
the  ranks,  and  labor  unrest  in  his  plant  was  attributed  to  this  factor.  At 
the  other  extreme,  one  of  the  best  leaders  I  have  known  was  a  hard-boiled 
city  editor,  who  was  harsh,  cynical,  impatient,  and  demanding  and  made 
no  effort  to  disguise  any  of  these  traits.  But  he  was  also  intelligent,  com- 
petent in  his  job,  and  scrupulously  fair  in  his  staff  dealings;  his  men 
respected  him,  and  his  staff  had  the  morale  of  a  unit  of  Marines  and 
turned  out  the  town's  best  reporting. 

The  manager  should  base  his  leadership  upon  natural  qualities  that  are 
best  suited  to  his  role.  Aware  of  his  weaknesses,  he  may  compensate  for 
them  by  studied,  conscious  effort.  But  he  should  not  attempt  to  make 
himself  over  to  conform  to  a  managerial  "type"  that  may  actually  repress 
qualities  of  strength.  All  kinds  of  men  have  provided  leadership.  Their 
one  common  trait  has  been  the  ability  to  command  from  others  a  posi- 
tive response  that  reflects  the  man  himself  and  not  his  rank  or  position. 
Respect,  admiration,  affection— even  awe— are  examples  of  positive  reac- 
tions that  make  for  an  effective  leadership  in  work  relations. 

Analyzing  the  development  of  a  work  relationship  of  which  one  is  a 
part  is  a  hard  task.  As  an  introspective  man,  I  have  given  considerable 
thought  to  it,  but  many  components  of  the  relationship  and  the  way  in 
which  they  developed  are  elusive.  My  contribution  to  the  relationship  is 
mostly  my  basic  philosophy  about  people;   what  I  have  learned   about 
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supervision  is  the  lesser  part.  What  another  manager  does  may  be  un- 
suitable but  may  suggest  an  adaptation  consistent  with  my  own  character 
and  temperament.  In  the  same  way  my  own  approach  may  be  suggestive, 
and  thus  helpful,  to  others. 

I  believe  in  shirt-sleeve  management.  A  manager  should  minimize  the 
status  differences  between  himself  and  other  members  of  the  staff  and 
attempt,  in  so  far  as  possible,  to  work  at  the  staff  level.  He  should  dis- 
courage inequality  in  planning  and  work  discussions.  He  should  follow 
the  same  work  schedules  as  others  and  should  not  expect  of  anv  other 
staff  member  anything  that  he  considers  beneath  his  own  dignity.  And  he 
should  work  harder  and  contribute  more  than  anyone  else  is  expected 
to.  These  tenets,  which  I  have  always  followed,  have  not  jeopardized  my 
prestige  or  leadership  among  my  own  people. 

A  leader  has  to  think  big,  because  that  is  his  job.  His  staff  looks  to  him 
for  broad  concepts  and  are  disappointed  when  he  becomes  involved  in 
details  that  they  can  handle  better  themselves.  He  has  to  be  decisive;  that 
is  his  exclusive  role,  and  reluctance  to  play  it  mars  the  whole  performance. 
He  is  expected  to  devise  the  difficult  solutions,  not  the  easy  ones.  He  is 
expected  also  to  know  the  better  way— the  alternative  routes— when  he  is 
critical  of  one  that  has  been  proposed.  These  are  large  expectations,  but 
living  up  to  them  is  part  of  the  manager's  job. 

General  rules  for  directing  a  public  relations  staff  must  have  personal- 
ized application.  Each  member  is  an  individual  doing  individualistic 
work,  and  direction  must  recognize  this.  Work  is  assigned  according  to 
individual  capacities.  Each  individual  requires  varying  degrees  of  super- 
vision. What  is  a  big  problem  for  one  is  none  for  another;  yet  the  man- 
ager must  always  view  the  problem  in  the  other  person's  perspective.  To 
dismiss  lightly  what  another  thinks  is  important  is  to  shake  his  confidence 
in  himself  and  in  the  manager's  ability  as  a  leader. 

To  suggest  the  golden  rule  as  a  business  principle  may  appear  ingenu- 
ous. Yet  I  know  of  no  sounder  precept  for  ensuring  a  productive  relation- 
ship between  a  manager  and  his  staff.  I  have  found  myself  applving  it, 
unconsciously,  for  the  most  part.  What  has  seemed  undesirable  in  my 
direction  from  superiors  over  the  years,  I  have  painstakingly  avoided  in 
directing  the  people  responsible  to  me,  and  the  elements  of  supervision 
that  have  drawn  the  best  effort  from  me  have  been  adapted  in  mv  o^\-n 
staff  relationship.  Curiously,  the  worst  managers  have  been  the  most 
effective  teachers;  their  faults  are  so  egregious  that  they  leave  a  lasting 
imprint. 

Fairness  is  an  important  element  in  staff  relations.  If  construed  as 
equity,  fairness  is  extended  as  a  matter  of  course  by,  any  intelligent 
supervisor.  However,  many  employees  interpret  fairness  as  impartiality, 
which  is  difficult  to  achieve  with  a  public  relations  staff;  in  fact.  I  am 
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not  sure  that  it  is  a  desirable  goal.  There  are  large  qualitative  differences 
in  the  work  output,  its  value  to  the  company,  and  the  contributions  and 
needs  of  individual  staff  members.  Identical  treatment  in  work  assign- 
ments and  in  the  rewards  for  them  is  impractical.  To  treat  everyone  at 
least  equitably,  and  the  more  deserving  with  reasoned  partiality,  seems 
a  sound  course. 

Measuring  Results 

Where  a  substantial  volume  of  work  is  handled  by  a  public  relations 
staff,  a  system  of  controls  is  necessary  to  assure  effectiveness  of  the  pro- 
gram. The  controls  will  vary,  depending  upon  the  importance  of  a  project 
and  the  degree  of  supervision  desired  by  a  manager,  but  basically  they 
should  include  four  check  points:  Is  the  planning  sound?  Has  the  work 
been  done?  Was  it  done  properly?  Was  it  effective? 

Routine  work  can  be  planned  between  worker  and  supervisor;  the 
latter's  judgment  serves  as  a  check  on  the  thinking  of  his  assistant.  When 
a  major  undertaking  is  being  planned,  we  develop  the  program  in  con- 
ference, where  the  diverse  backgrounds  and  viewpoints  of  staff  members 
tend  to  test  as  well  as  strengthen  it.  The  tentative  program  is  then  sub- 
mitted for  approval  to  me  and  the  operating  or  staff  executive  for  whom 
it  will  be  executed.  This  first  check  point,  with  its  built-in  counterchecks, 
is  usually  effective  in  ensuring  soundly  conceived  programs. 

Checkbacks  to  make  certain  the  work  is  performed  require  a  standard 
procedure,  particularly  in  a  staff  where  every  member  is  simultaneously 
working  on  several  projects.  We  have  used  various  methods  with  varying 
effectiveness.  Reliance  on  the  individual  to  execute  without  specific  report 
back  is  followed  in  routine  work,  particularly  that  done  in  carrying  out 
sectional  responsibilities.  Weekly  sectional  reports  provide  a  form  of  con- 
trol but,  unless  kept  simple,  can  absorb  more  time  than  the  control  is 
worth.  We  experimented  with  one  system  requiring  form  reporting  for 
simple  assignments  outside  the  scope  of  programs  but  abandoned  it  when 
the  office  bogged  down  in  paper  work.  We  have  recently  adopted  a  stream- 
lined version  of  the  assignment  book  used  in  newspaper  city  rooms,  which 
we  hope  will  be  effective  as  a  control.  However,  one  of  the  best  controls  is 
the  spot  check  by  supervisors  and  manager;  by  keeping  everyone  on  his 
toes,  it  has  the  advantage  of  a  surprise  inspection  in  a  military  unit.  In 
our  staff,  the  spot  check  has  been  facilitated  by  an  elephantine  memory 
which  enables  me,  months  later,  to  recall  even  minor  items  and  check 
back  on  their  execution. 

There  should  be  no  problem  in  measuring  results  of  work  that  is  set 
forth  in  formal,  written  programs.  The  supervisor  of  a  program  can  regu- 
larly review  it,  modify  it  to  accommodate  any  change  in  the  situation,  and 
check  each  assignment  to  make  certain  that  it  has  been  carried  out  on 
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schedule.  If  the  companv  department  requesting  the  work  wants  a  prog- 
ress report,,  it  is  provided,  but  because  of  time  involved  in  their  prepara- 
tion, we  attempt  to  hold  reports  to  a  minimum. 

Oualitv  control— the  proper  execution  of  work— is  the  third  check  point. 
This  control  should  be  first  exercised  in  planning  the  program  and  mak- 
ine  assignments  to  the  staff  member  -^vho  can  best  handle  it.  AVhere  a 
delicate  or  particularly  difficult  feature  is  involved,  I  may  plan  it  in  con- 
ference Asith  the  individual  assigned  to  handle  it.  In  the  case  of  ^\Titten 
materials,  the  copv  desk  provides  another  quality  check.  AVe  have  an 
inviolable  rule  that  no  A\Titer  mav  be  his  own  editor,  and  since  our  vol- 
ume of  ^vritten  material  is  too  great  to  be  checked  by  the  assistant  direc- 
tor or  nivself.  routine  or  minor  copy  is  often  rotated  among  staff  mem- 
bers having  an  editorial  background.  Xom\Titing  activities  do  not  lend 
themselves  to  these  standard  checks.  Staff  members  who  provide  counsel 
to  other  companv  personnel  or  represent  the  company  in  external  affairs 
must  be  guided  b\  their  o^\-n  on-the-spot  judgment,  the  qualitv  check 
being  possible  onlv  in  preliminary  discussion  and  planning. 

The  test  for  effectiveness  of  work  is  the  most  difficult  of  the  four  con- 
trols. There  are.  of  course,  intermediate  checks  on  specific  projects,  but 
a  definite  ans^ver  to  management's  recurring  question,  "^Vhat  good  does 
it  accomplish?"  cannot  be  arrived  at  easily  or  without  substantial  cost. 
One  of  the  reasons  is  that  public  relations  is  rarelv  the  onlv  force  at  work 
in  a  situation,  and  its  effects  cannot  be  isolated  for  appraisal:  another  is 
that  public-opinion  measurement  is  a  highlv  technical  and  costly  pro- 
cedure, ^diich  can  be  economicallv  justified  onlv  in  the  most  important 
situations. 

Mana,2;ers  must  relv  lar.o;elv  on  the  intermediate  checks  of  effectiveness. 
Thus,  in  publicity,  the  publication  of  the  release  material  may  be  re- 
garded as  an  intermediate  check:  the  mission  has  been  accomplished,  up 
to  a  point.  But  publicity  is  onlv  a  means  to  an  end;  tlie  test  is  what  did 
readers  or  listeners  do  as  a  result  of  being  exposed  to  the  publicity?  Did 
it  contribute  to  a  better  understanding  of  a  companv  issue?  Did  it  help 
shape  a  better  picture  of  the  corporation  in  the  public  mind?  Did  it  en- 
courage the  purchase  of  a  new  product?  Continuing  surveys  of  public 
opinion  may  pro^  ide  a  partial  ans^ver  to  the  extent  that  they  reveal  trends 
in  attitudes.  But  still  unansA\-ered  is  ichat  factors  caused  the  change? 
People  respond  to  products,  personnel,  and  other  contacts  with  a  cor- 
poration, and  they  buy  in  response  to  advertising  as  well  as  publicity.  And 
there  is  no  practical  ^vav  of  determining  ^diich  stimulus  caused  the 
reaction. 

Specific,  limited  projects  may  provide  a  test.  Company  publications 
frequently  lend  themselves  to  checks  on  reader  interest  and  action  result- 
ing from  it.  ^Vhen  lo  per  cent  of  our  stockholders  ^yrite  for  a  speech  bv 
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our  president,  which  has  been  offered  in  the  quarterly  stockholders'  bulle- 
tin, or  when  30  per  cent  respond  to  an  offer  of  a  new  product  sample,  we 
have  a  test  of  the  publication's  effectiveness.  If  a  company  succeeds  in 
opposing  zoning  restrictions  and  public  relations  is  the  only  support  of 
the  company's  position,  it  may  be  assumed  that  public  relations  is  re- 
sponsible for  the  victory. 

Where  a  situation's  importance  warrants  the  cost  of  scientifically  check- 
ing the  progress  of  a  public  relations  program,  a  manager  may  use  surveys, 
testing  opinion  before  the  institution  of  a  program  and  testing  again  for 
progress.  But  he  should  determine  in  advance  the  use  to  which  he  will  put 
information  developed  in  the  survey.  If  no  action  is  contemplated,  the 
survey  data  are  academic.  I  have  an  uneasy  feeling  that  many  surveys  are 
conducted  not  for  the  guidance  of  managers,  but  for  the  reassurance  of 
general  management,  which  seems  to  me  an  uneconomic  expenditure. 

Although  public  relations  is  certainly  not  a  science,  many  of  its  tech- 
niques have  been  validated  by  various  kinds  of  tests.  A  manager,  if  in 
doubt,  may  study  the  use  of  proven  techniques  in  situations  paralleling 
his  own  and  determine  whether  the  findings  are  applicable.  I  know  that 
public  relations  can  markedly  change  public  opinion  because  of  a  pilot 
program  conducted  some  years  ago  with  surveys  preceding  and  following 
it.  Having  once  established  this  fact,  it  is  unnecessary  for  me  to  reestablish 
it  any  more  than  a  surgeon  reruns  Lister's  experiments  to  prove  that  he 
must  sterilize  his  instruments.  Although  a  public  relations  manager  may 
be  satisfied  with  the  validity  of  his  approaches,  his  colleagues  in  manage- 
ment may  not  be.  However,  he  should  endeavor  to  discourage  them  from 
applying  their  criteria  to  his  field.  Each  area  of  the  business  has  its  own 
methods  of  measurement;  a  plate  count  cannot  analyze  a  balance  sheet, 
nor  a  speedometer  measure  sales  progress.  The  check  on  effectiveness  of 
most  public  relations  work  must  necessarily  be  the  manager's  own  judg- 
ment, based  on  his  training,  experience,  and  intuition. 


THE  TURNING  WHEEL 

The  dynamism  of  every  enterprise  is  management,  and  the  central 
source  of  its  power  the  executive  suite.  The  area  managers  are  booster 
stations,  transmitting  what  is  received  from  above,  supplementing  it  to 
serve  their  special  area  needs,  and  substituting  their  own  energies  if  the 
central  source  falters  or  fails. 

For  his  role  as  energizer,  the  public  relations  manager  must  muster  all 
his  strengths.  He  can  allow  no  break  in  the  energ)'  that  flo^vs  from  him 
into  the  area  of  his  responsibility.  He  should  have  no  concern  greater 
than  that  of  his  own  morale,  which  ^vill  at  times  be  assailed  by  the  dis- 
appointments, frustrations,  and  doubts  that  are  the  manager's  lot  and 
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cannot  be  shared  with  others.  But  others  can  participate  in  the  exhilara- 
tion, satisfactions,  and  successes  that  are  also  his,  and  their  participation 
can  be  a  source  of  strength  for  him  when  his  own  spirit  is  at  low  ebb. 

As  time  goes  on,  supplemental  sources  of  energy  may  become  necessary 
to  the  manager.  Imagination,  decisiveness,  and  vigor  of  mind  can  be 
expected  to  decline  with  the  inevitable  physical  slowdown.  Essentials  of 
the  manager's  trade,  how  can  they  be  sustained  until  the  last?  Sharing 
one  of  mankind's  commonest  illusions,  I  submit  that  the  manager  can 
keep  the  wheel  turning  through  conscious  effort.  To  power  it,  he  can  seek 
the  company  of  the  young,  assemble  active  and  diverse  talents  on  his  staff, 
encourage  the  free  flow  of  ideas  about  him,  steel  himself  against  negative- 
ness,  welcome  change,  and  try  to  recreate  daily  the  interests  and  satis- 
factions that  the  job  provided  when  he  first  took  it  on. 

There  can  be  no  succession  in  this  highly  personalized  area.  For  the 
manager  there  is  no  successor,  only  a  replacement.  Each  replacement 
brings  a  new  philosophy,  shifting  relationships  in  the  company  and  staff. 
and  fresh  appraisals  and  solutions.  Having  developed  a  replacement  ^vell 
before  the  time  of  his  departure,  the  manager  can  count  himself  fortunate 
in  having  served  an  area  of  the  business  that  is  unmatched  for  stimulation 
and  satisfactions  to  a  creative  individual. 

As  he  tackles  his  job,  the  new  manager  may  find  something  of  value 
in  this  chapter.  I  hope  that  he  reads  it  in  the  spirit  of  its  writing— not 
as  a  definitive  treatise  on  managing  public  relations,  but  merely  an  ac- 
count of  how  one  man  has  handled  his  assignment  with  considerable  self- 
gratification  and,  I  hope,  a  reasonable  degree  of  satisfaction  to  others. 


Robert  A.  Weaver,  Jr. 

CHAIRMAN  OF  THE  BOARD 
THE  BETTINGER  CORPORATION 
MILFORD,   MASSACHUSETTS 


Although  Robert  Weaver  is  one  of  the  younger  industrial  chief  execu- 
tives, his  background  is  broad  enough  to  qualify  him  to  write  on  any 
number  of  management  subjects. 

Mr.  Weaver  was  born  in  Baltimore,  Maryland,  in  igig.  He  gradu- 
ated from  Kenyon  College  in  Gambier,  Ohio,  in  1^42  with  a  B.A. 
degree.  Mr.  Weaver  took  special  courses  in  speech  and  creative  writing 
at  Western  Reserve  University  in  Cleveland,  Ohio,  and  courses  in 
business  administration  at  Wilcox  College  of  Commerce  and  Dyke 
College  of  Commerce.  In  7^57  he  was  awarded  an  honorary  degree  of 
Doctor  of  Science  of  Oratory  by  Curry  College,  Milton,  Massachusetts. 

The  Hettinger  Corporation  consists  of  three  manufacturing  com- 
panies, the  main  company  and  two  wholly  owned  subsidiaries.  Het- 
tinger also  is  associated  with  Cerametals  Industries  Limited  in  Canada, 
of  which  Mr.  Weaver  is  board  chairman,  and  two  smaller  companies  in 
the  United  States.  Six  foreign  companies,  in  Germany,  Helgium, 
France,  South  Africa,  the  Philippines,  and  Italy,  are  also  associated 
with  The  Hettinger  Corporation. 

Mr.  Weaver  serves  on  the  boards  of  six  companies  in  the  New  York 
—New  England  area,  and  in  spite  of  the  somewhat  staggering  travel 
schedule,  he  still  finds  time  to  participate  in  a  variety  of  extra-business 
activities. 

Mr.  Weaver  has  been  an  active  member  of  the  Young  Presidents' 
Organization  since  ig^i.  He  was  national  treasurer  of  the  organization 
and  a  member  of  the  executive  connnittee  in  19^4,  national  vice 
president  in  19^6,  and  was  elected  national  president  for  iQ^y-ip^S. 

He  has  been  vice  chairman  of  the  United  States  Committee  for  the 
United  Nations,  vice  chairman  of  the  National  Council  of  Consultants 
to  the  Small  Husiness  Administration,  special  adviser  to  the  U.S. 
Secretary  of  Commerce,  and  a  member  of  the  Patent  Advisory  Com- 
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mittee,  Washington,  D.C.,  and  of  the  Regional  Advisory  Board  of 
Small  Defense  Plants  Administration.  Mr.  Weaver  is  also  active  in  the 
American  Management  Association  and  the  Newcomen  Society  of  North 
America.  In  addition,  he  is  a  director  of  such  diverse  groups  as  the 
Board  of  Overseers,  Sturbridge  Village,  and  the  Boys  Club  of  Waltham, 
Massachusetts. 

In  view  of  Mr.  Weaver's  business  and  public  affairs  activities,  it  is 
not  surprising  that  he  was  chosen  as  the  Outstanding  Business  Man 
of  the  Year  by  the  Waltham,  Massachusetts,  Junior  Chamber  of  Com- 
merce in  19^3. 

Mr.  Weaver  has  had  articles  published  in  such  national  magazines 
as  the  Harvard  Business  Review,  Management  Methods.  Progressive 
Architecture,  and  Architectural  Record.  He  has  also  lectured  on  small 
business  at  the  Harvard  Business  School  and  at  Babson  Institute. 

In  World  War  II  he  served  with  the  Canadian  Army.  He  entered 
the  Canadian  Army  as  a  private  and,  after  serving  overseas  and  as 
secretary  of  the  Canadian  Munitions  Supply  Committee,  resigned  as  a 
major  in  1945. 

Mr.  Weaver  is  married  and  is  the  father  of  four  children. 

March,  i960 


CHAPTER    36 

Top  Management  and  the  Legal  Activity 


Top  managers  of  most  corporations  in  America  today  are  well  a^vare  of 
the  importance  of  sound  legal  advice.  It  was  not  so  very  long  ago,  hoA\- 
ever,  that  the  executive  management  of  a  business  could  make  decisions 
and  carry  them  out  with  few  legal  restrictions  to  interfere.  As  late  as  1920, 
the  limited  needs  of  a  corporation  for  legal  advice  were  of  such  a  nature 
that  independent  practitioners  of  law  referred  to  a  company  la^s'yer  as 
a  "kept  counsel."  They  felt  that  a  lawyer-employee  could  not  advise  his 
employer  with  the  effectiveness  and  integrity  that  he  could  a  client.  Leon 
Hickman,  vice  president  and  general  counsel  of  the  Aluminum  Companv 
of  America,  said  at  a  seminar  that  it  was  thought  then  that  "the  hand 
which  controlled  his  purse  controlled  his  conscience." 

There  have  been  many  significant  changes.  Company  counsels  have 
become,  especially  in  larger  corporations,  respected  and  valued  members 
of  top  management,  and  often  the  chief  executive.  The  law  has  become 
ever  more  complex  and  refined,  creating  a  need  for  legal  specialists  in 
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various  fields.  The  necessity  of  securing  competent  legal  advice  to  assist 
managers  in  decision  making  is  today  the  basis  of  a  major  problem  of  top 
executives. 

Yet  in  many  ways  our  skill  as  managers  in  developing  the  necessary 
relationships  with  lawyers  has  not  paralleled  the  increasing  need  to  do  so. 
This  chapter  will  deal  with  some  of  the  inadequacies  in  many  present 
lawyer-manager  relationships,  will  present  a  way  of  thinking  about  the 
current  situation,  and  will  suggest  a  framework,  illustrated  by  our  com- 
pany's experience,  that  seems  to  be  a  most  effective  way  to  organize  and 
administer  a  firm's  relationship  to  its  lawyers. 


SCOPE  OF  LEGAL  ROLE  IN  BUSINESS 

The  existence  of  corporations,  a  social,  economic,  and  legal  invention 
of  state  legislatures,  includes  a  requirement  for  a  secretary,  whose  duties 
are  prescribed  by  law.  It  is  interesting  to  note  that  a  corporation  can 
legally  exist  without  a  president,  but  it  must  have  a  secretary.  Perhaps 
this  historically  was  derived  from  the  role  of  the  clerk  or  priest  in  feudal 
times,  who  as  the  only  man  capable  of  reading  and  writing,  served  as  the 
essential  record  keeper  for  the  lord  and  his  council.  He  also  provided 
advice  based  on  the  ethical,  philosophical,  and  legal  views  of  the  primary 
authority  of  those  times— the  medieval  church.  The  secretary  today  is 
charged  with  specific  duties  by  the  state,  including  requirements  of  quali- 
fication, charters,  by-laws,  registrations— by  and  large,  all  the  problems 
involving  the  relationship  of  the  corporation  to  the  state  creating  its 
existence.  Because  the  performance  of  these  tasks  often  requires  a  man 
legally  trained  and  because  so  many  other  problems  of  a  legal  nature 
come  to  corporations,  it  is  not  unusual  to  find  the  secretary  in  large  com- 
panies in  charge  of  the  entire  legal  activity.  However,  the  performance  of 
legal  functions  not  required  by  the  state  may  be  delegated  by  the  top 
management  in  any  way  they  prefer. 

In  whatever  manner  it  is  accomplished,  the  top  management  of  most 
companies  is  responsible  for  directing  the  legal  activity's  performance  of 
the  following  functions. 

1.  Provide  the  company  and  its  departments  with  legal  advice 

2.  Anticipate  and  guard  against  all  legal  risks 

3.  Participate  in  the  selection  of  outside  counsel  or  make  such  selec- 
tion when  specifically  authorized 

4.  Recommend  work  to  be  referred  to  outside  counsel  and  approve 
fees  charged  by  outside  counsel 

5.  Assist  outside  counsel   in  conducting  necessary   litigation  or  con- 
duct such  litigation  when  specifically  authorized 
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6.  Study  proposed  and  existing  legislation,  informing  persons  con- 
cerned of  its  pendency  and  status 

7.  Participate  in  all  actions  of  a  major  character  such  as: 

a.  Financing 

b.  Charter  amendments 

c.  Change  in  corporate  structure 

d.  Acquisition  and  disposal  of  important  segments  of  the  company 
and  its  property 

e.  Determination  of  action  to  comply  with  legislation 

8.  Prepare  or  approve  contracts  and  agreements  involving  leases,  li- 
censes, options,  labor  guarantees,  releases,  real  estate,  continuous 
raw  materials,  employment,  insurance,  engineering,  advertising, 
services  in  general,  distributors  and  dealers,  easements  or  rights  of 
way,  and  bonds 

9.  Approve  sales  and  advertising  copy  and  all  other  public  statements 
that  might  have  legal  implication 

10.  Provide  for  protection  of  the  company's  products,  devices,  processes, 
and  trademarks  by  patents,  copyrights,  and  registration  ^ 

Even  a  quick  consideration  of  this  listing  cannot  help  but  point  up  the 
value  of  expert  legal  advice  in  counseling  virtually  all  the  top  executives 
of  a  company  in  order  to  assist  them  in  recognizing  and  dealing  with  the 
legal  implications  of  their  decisions  and  actions.  The  crucial  problem  for 
top  management  is  to  find  a  way  to  receive  legal  advice  (1)  at  the  time  it 
is  needed,  (2)  presented  in  a  way  that  is  useful,  and  (3)  provided  by  the 
very  best  men  available. 

Let  us  consider  two  extreme  methods  sometimes  used  by  managers  in 
order  to  point  out  some  of  the  dangers  in  each  that,  as  we  shall  suggest 
later,  must  be  guarded  against,  if  not  avoided. 

COMPANY  LAWYERS 

Some  companies,  most  notably  very  large  ones,  have  found  their  con- 
stant need  for  legal  advice  so  great  that  they  have  formed  their  own  legal 
staffs.  Recently,  the  trend  has  been  for  such  corporations  to  increase  the 
size  of  these  staffs  to  parallel  the  ever-growing  body  of  legislation  relevant 
to  business  activity.  The  temptation  is  to  rely  more  and  more  heavily  on 
these  men.  Certain  real  advantages  can  result. 

Because  it  is  in  a  company's  interest  to  have  their  lawyers  as  well 
informed  as  possible  on  every  phase  of  the  business,  it  is  advantageous 
to  have  internal  employee-lawyers  intimately  involved  on  a  day-to-day 
basis  to  simplify  the  problems  of  keeping  them  posted.  Moreover,  com- 

1  From  the  Top  Management  Seminar,  University  of  Miami,  Coral  Gables,  Fla., 
November,  1959. 
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pany  lawyers  can  devote  their  full  attention  to  the  problems  of  one  con- 
cern, avoiding  the  possibility  of  other  commitments  in  time  of  need. 
Then,  too,  they  can  become  aware  of  the  personal  relationships  within 
the  company  and  can  better  evaluate  the  ability  and  willingness  of  each 
executive  in  presenting  the  necessary  information  required  for  a  sound 
legal  opinion. 

However,  too  heavy  reliance  on  employee-lawyers  often  includes  serious 
disadvantages.  There  is  a  very  real  danger  that  the  lawyer's  role  as  legal 
adviser  will  be  confused  with  that  of  business  associate,  in  the  eyes  both  of 
the  lawyer  and  of  management.  It  is  top  management's  job  to  make  the 
business  decisions,  after  receiving  and  considering  the  advice  of  his  law- 
yers. 

Of  course,  some  lawyers  are  excellent  businessmen  and  clearly  recognize 
the  various  roles  they  may  be  playing  simultaneously.  I  remember  an  ex- 
perience, for  example,  at  a  board  meeting  of  a  corporation  on  which  I 
served  as  a  director.  We  were  involved  in  a  particularly  knotty  problem 
that  had  many  issues  and  several  possible  solutions.  It  happened  that  the 
secretary  of  the  corporation  was  a  senior  partner  in  the  law  firm  that 
advised  top  management  and  was  also  a  close  personal  friend  and  ad- 
viser of  the  president. 

In  an  entertaining  yet  forceful  manner,  this  lawyer  emphasized  several 
important  points,  each  in  terms  of  a  different  relationship  with  the 
company  and  its  management.  He  clearly  recognized  each  relationship 
and  gave  his  opinions  in  relation  to  each  problem,  first  carefully  explain- 
ing from  what  role  he  was  speaking.  He  explained  that  as  a  close  friend 
and  personal  adviser  of  the  president  of  the  corporation,  he  felt  a  certain 
way  about  the  problem.  Later  in  the  meeting,  he  said  that  as  a  director 
of  the  corporation,  he  felt  that  it  was  essential  to  do  something  else. 
Still  later,  he  pointed  out  that  as  secretary  of,  and  attorney  for,  the 
corporation,  it  was  necessary  that  the  board  of  directors  consider  certain 
legal  facts  which  had  an  important  bearing  on  the  decision  they  were 
about  to  make.  This  lawyer  displayed  an  unusual  amount  of  sensitivity 
to  his  different  roles  in  the  company's  business;  such  perception,  I  am 
afraid,  is  all  too  unique.  )  - 

A  Cause  of  Overcautiousness 

The  dangers  that  result  from  having  a  lawyer  less  astute  than  this  one 
within  the  company  are  serious.  The  lawyer's  inclination  to  avoid  risk 
in  litigation  often  influences  his  thinking  in  preparing  his  advice  bearing 
on  a  business  decision,  where  risk  taking  is  an  essential  part  of  ultimately 
realizing  profits.  In  the  discussion  of  possible  advantages  of  a  particular 
course  of  action,  the  fact  that  a  lawyer  initially  may  be  overcautious 
because  of  the  lack  of  a  precedent,  or  because  he  may  prefer  to  discourage 
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action  rather  than  live  with  a  possibly  erroneous  estimate  of  the  legal 
risk,  may  be  sufficient  to  discourage  further  exploration  of  the  idea  if  he 
enjoys  management's  confidence.  However,  if  top  management  presents 
a  program  that  they  strongly  advocate  to  the  lawyer  for  his  opinion, 
emphasizing  the  importance  of  executing  the  plan,  the  la^\7er  may  be 
motivated  more  strongly  to  find  legally  acceptable  procedures,  which  he 
may  otherwise  not  have  found.  A  negative  opinion  after  such  a  search 
would  have  greater  usefulness  to  the  top  executives'  ultimate  decision. 
Of  course,  perception  of  role,  business  talent,  and  courageousness  on 
the  part  of  a  lawyer  are  not  necessarily  denied  to  those  employed  full 
time  by  a  company.  Nevertheless,  there  is  considerable  risk  and  in  my 
opinion  sufficient  evidence  that  overreliance  on  employee-la^\7ers  will 
be  associated  with  overcautiousness  in  decision  making. 

OUTSIDE  LAWYERS 

It  is  possible  to  go  to  the  other  extreme  and  rely  heavily,  if  not  totally, 
on  external  advice.  One  advantage  of  operating  in  this  manner  is  that 
the  company  can  choose  a  leading  specialist  in  each  field  of  law,  depend- 
ing on  their  need  as  it  arises.  It  may  be  possible,  under  certain  conditions, 
to  reduce  the  costs  for  legal  counsel,  considering  the  temporary  nature 
of  the  lawyer's  retainer  in  relation  to  the  level  of  his  competence  in  a 
particular  field. 

Again,  however,  the  disadvantages  are  discouraging.  In  the  first  place, 
executives  must  be  able  to  identify  their  need  for  legal  advice  before 
serious  errors  are  made.  They  must  be  able  adequately  to  brief  the 
lawyer-specialist  so  that  he  can  give  his  most  valuable  advice.  Such  briefing 
can  be  extremely  difficult  in  complex  situations  or  when  business  de- 
cisions must  be  made  in  a  hurry.  Some  of  our  corporations  have  paid 
for  brilliantly  reasoned  opinions  of  specialists,  which  proved  to  be  less 
than  useful  because  they  were  based  upon  assumptions  that  the  la^\yers 
were  forced  to  make  because  of  lack  of  sufficient  familiarity  ^vith  the 
facts. 

Consequently,  I  believe  heavy  reliance  on  either  lawyer-emplovees  or 
lawyer-specialists,  to  the  relative  exclusion  of  the  other,  is  an  umsise. 
ineffective,  and  often  dangerous  way  to  operate. 


AN  ANALOGY 

Before  I  suggest  a  framework  that  seems  to  be  a  sound  approach  to 
solving  problems  of  a  legal  nature,  perhaps  it  would  help  if  we  first 
developed  an  analogy  to  the  company-lawyer  relationship.  The  doctor- 
patient  association  is  a  good  one. 
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People  have  a  varying  need  for  medical  service.  They  have  some 
problems  that  require  the  relatively  constant  attention  of  a  physician 
over  an  extended  period  of  time.  They  may  wish  to  have  periodic  check- 
ups to  prevent  illness  and  disease.  It  may  happen  that  they  determine, 
or  their  doctor  decides,  that  a  specialist  is  needed  for  some  specific 
problem  that  develops.  Then,  too,  they  may  need  emergency  treatment 
that  no  one  anticipated. 

So  we  find  that  most  families  rely  on  a  general  practitioner  for  their 
minor,  regular  treatments.  He  comes  to  know  them  as  human  beings  with 
all  the  capacities  for  variation  which  they  have.  He  compiles  a  wealth 
of  information  as  the  years  go  by  on  their  medical  and  personal  problems, 
his  treatments,  their  reactions,  and  the  results.  In  short,  he  knows  more 
about  them,  and  how  to  help  them  generally,  than  any  other  doctor. 

When  the  need  arises  for  a  specialist,  the  family  doctor  is  in  a  position 
to  brief  him  on  the  total  medical  condition  and  history  of  the  patient 
so  that  the  specialist  may  be  of  assistance  in  the  most  thoroughly  informed 
way.  When  an  emergency  arises,  the  family  doctor,  and  perhaps  the 
specialist,  have  a  fund  of  experience  to  rely  upon  in  acting  quickly. 

So  it  should  be  with  lawyers  and  companies.  A  firm's  need  for  legal 
advice  varies  as  does  the  patient's  for  medical  assistance.  There  is  no 
need,  I  am  sure,  to  construct  the  rest  of  the  analogy  in  detail.  Let  it 
suffice  to  say  that  a  company  must  develop  relationships  to  lawyers,  both 
"general  practitioners"  and  "specialists,"  that  will  provide  for  the  variety 
of  legal  needs  that  it  has.  Although  the  nature  of  the  business  may  require 
an  emphasis  on  either  kind  of  lawyer,  the  point  is  that  top  executives 
must  work  out  the  optimum  balance  for  their  firms.  There  are  probably 
many  ways  to  do  it,  but  perhaps  the  experience  of  my  own  company  will 
prove  useful  to  discuss  in  developing  the  general  framework  I  am  about  to 
suggest.  '  i  ' 

USE  OF  BOTH  REGULAR  AND  SPECIALIST  LAWYERS 

I  believe  that  any  corporation  needs  to  have  access  to  legal  advice  that 
satisfies  the  varying  needs  of  the  particular  company.  No  one  generaliza- 
tion about  "the  best  way"  can  be  made.  For  example,  some  companies 
may  require  the  constant  counsel  of  a  labor  specialist  because  of  a  union- 
management  history  and  relationship  that  is  especially  difficult.  In  other 
companies,  it  may  be  possible  to  secure  the  services  of  a  law  firm  that 
employs  all  the  lawyers  the  company  will  ever  need.  Top  management 
must  decide  what  kinds  of  legal  advice  are  needed,  how  often  they  will  be 
required,  and  how  crucial  each  is  to  the  success  of  their  company. 

Many  large  corporations  have  hired  specialists  to  advise  them  full 
time  in  a  variety  of  fields.  I  am  certain  that  General  Motors,  for  instance, 
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has  labor  lawyers,  patent  lawyers,  and  other  specialists  available  dav  bv 
day  within  the  company.  It  makes  good  sense,  when  their  need  for  such 
advice  is  relatively  constant  and  particularly  crucial  in  view  of  their  size 
and  importance.  Probably  they  find  that  outside  la\N7ers  are  required 
only  in  times  of  unusual  activity  or  in  especially  complex  matters  when 
their  own  specialists  desire  advice  from  a  man  more  intimately  involved 
with  a  particular  subarea  of  law.  However  rarely,  even  General  Motors  is 
likely  to  need  outside  help  to  some  extent. 

In  my  company,  a  small  one,  we  have  been  able  to  employ  la^wer- 
specialists,  in  many  ways,  as  well  as  retain  a  law  firm  to  serve  as  our 
"general  practitioner."  Perhaps  our  experience,  while  not  exactly  trans- 
ferable to  any  other  company,  will  nonetheless  provide  a  point  of  refer- 
ence for  top  executives  in  other  firms. 

Regular  Lawyers 

We  work  very  closely  with  a  law  firm,  dealing  regularlv  ^vith  three 
partners.  Quite  frankly,  we  are  in  almost  constant  contact  Avith  them. 
They  know  the  health  of  our  company  from  week  to  week,  over  the 
years.  They  are  represented  on  our  board  of  directors,  where  they  become 
familiar  with  the  top  people  in  the  company,  and  can  be  kept  completelv 
informed  about  our  goals,  progress,  and  daily  operations.  Any  member 
of  our  management  group  may  contact  any  partner  of  the  firm,  ^\ith  or 
without  my  involvement.  Consequently,  we  seek  to  maximize  the  flo^v 
of  information  to,  and  advice  from,  our  law  firm.  Part  of  my  job  as 
chief  executive  officer  is  to  encourage  the  other  executives  in  our  organiza- 
tion to  work  closely  with  the  lawyers.  In  this  way,  we  find  ^\e  are  able  to 
keep  our  legal  advisers  fully  informed-a  basic  factor,  as  mentioned 
before,  in  the  successful  relationship  between  lawyers  and  companies. 

The  three  partners  of  the  law  firm  happen  to  be  skillful  in  different 
ways,  and  so  we  turn  to  the  appropriate  man,  depending  on  our  problem. 
The  senior  partner  is  broader  in  his  scope,  and  he  maintains  an  over-all 
view  of  our  corporate  activity.  He  is  usually  the  first  la^vyer  we  see  for 
advice.  We  are  most  fortunate  in  that  he  is  a  man  of  "disciplined  courage 
as  well  as  confidence"-words  used  by  Lawrence  A.  Sullivan,  a  distin- 
guished lawyer  writing  in  the  Harvard  Business  Revieic  (September- 
October,  1957),  to  describe  desirable  characteristics  of  a  lawver. 

We  have  found  that  each  of  the  three  partners  in  our  la^v  firm  is 
technically  competent  to  handle  any  of  the  problems  we  refer  to  him. 
However,  their  differing  personalities  and  interests  have  resulted  in  our 
using  them  in  different  ways.  One  of  the  partners  is  particularlv  good 
on  detailed  work,  having  not  only  mental  precision  but  speed  as  well. 
Another  partner  is  outstanding  on  initially  writing  contracts;  as  men- 
tioned above,  the  senior  partner  is  broader  and  coordinates  our  over-all 
legal  affairs.  Working  with  the  law  firm  over  a  long  and  intimate  period 
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of  time,  we  gradually  have  learned  the  personalities,  special  interests,  and 
talents  of  each  lawyer  in  that  firm. 

Finding  Specialist  Lawyers 

When  the  need  arises  for  specialists,  as  it  often  has,  our  law  firm  oc- 
casionally helps  us  in  selecting  outstanding  men.  Our  regular  lawyers, 
if  tactfully  approached,  do  not  find  it  any  more  offensive  to  call  in  a 
specialist  than  does  a  good  family  doctor.  Moreover,  being  in  the  profes- 
sion of  law,  they  are  often  well  informed  as  to  the  top  men  in  any  field 
or  know  where  to  go  to  find  out. 

Over  the  years,  we  have  been  able  to  find  the  specialists  whom  we 
consider  to  be  among  the  very  best  in  the  country.  We  have  specialists  for 
labor,  taxes,  patents,  and  Securities  Exchange  Commission  matters,  among 
others.  We  often  work  with  our  regular  lawyers  in  briefing  them.  From 
our  point  of  view,  the  use  of  specialists  in  addition  to  a  close  and  con- 
tinuous association  with  our  regular  lawyers  is  an  excellent  system. 

Qualities  to  Look  for  in  a  Specialist.  We  place  great  emphasis  on  finding 
the  right  specialist  for  our  firm  and  have  found  it  more  than  worthwhile 
to  do  so.  It  is  no  simple  task.  Mr.  Sullivan,  in  his  article,  suggests  asking 
the  following  questions  in  appraising  lawyers:  ' 

What  other  companies  does  the  attorney,  or  his  firm,  represent? 
What  standings  and  reputations  do  these  companies  have  in  their  fields? 
To  what  extent  is  the  candidate  active  in  bar  affairs? 

Does  he  or  his  firm  have  a  relationship  with  a  law  school  or  bar  group  de- 
voted to  continuing  education  of  lawyers? 

Has  he  ever  participated  in  a  forum  conducted  by  such  an  organization? 
What  status  do  the  rating  agencies  assign  to  him  or  his  firm? 
What  training  has  he  had,  and  what  is  his  professional  history? 

Mr.  Sullivan  says  that  these  questions  can  be  asked  of  the  lawyers 
themselves,  if  necessary  and  if  tactfully  done.  More  importantly,  he 
suggests  that  management  should  seek  to  judge  the  lawyers'  political 
sensitivity  and  technical  talent,  as  well  as  the  previously  mentioned 
disciplined  courage  and  competence.  Naturally,  the  specialist  should  be 
obviously  outstanding  in  his  field.  Not  an  easy  order,  but  one  which  top 
management  must  seek  to  accomplish  to  fulfill  their  responsibilities  to 
their  companies.  Later  in  this  chapter,  several  case  illustrations  will 
include  the  process  by  which  we  identified  the  lawyers  we  wanted  who 
best  met  these  qualifications. 

HOW  TO  WORK  WITH  SPECIALISTS 

Once  the  desired  specialist  is  identified  and  contacted,  by  either 
company  executives  or  their  regular  lawyers,  it  is  important  to  develop 
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carefully  a  desirable  working  relationship  among  all  three  parties-top 
managers,  regular  lawyers,  and  specialists.  Again,  no  one  standard  ap- 
proach will  suffice  in  all  cases.  Managers  can,  however,  recognize  some 
common  factors  in  each. 

If  the  regular  lawyers  are  up  to  date  and  well  informed,  they  can 
provide  a  specialist  with  much  of  the  necessary  background  required  to 
introduce  him  to  the  legal  details  of  top  management's  business  problems. 
Often  the  regular  lawyers  will  have  finished  much  of  the  legal  spade^vork 
a  specialist  requires,  reducing  the  amount  of  time  and  effort  he  must 
expend  to  acquire  the  initial  legal  familiarity. 

Although  it  might  seem  useful  for  top  management  to  encourage  a 
close  working  relationship  between  a  company's  regular  and  specialist 
lawyers,  our  experience  has  led  us  to  the  opposite  opinion.  Our  regular 
lawyers  have  on  occasion  suggested  that  a  specialist  be  retained  for  a 
particular  problem.  It  is  the  normal  practice,  however,  for  our  top 
management  to  decide  that  a  specialist  is  needed.  Although  ^ve  have 
found  little  opposition  to  such  a  decision  from  our  regular  la^vyers, 
frankly,  they  have  seldom  been  enthusiastic  about  it.  In  order  to  minimize 
the  personal  friction  that  might  result  from  a  too  close  relationship 
between  the  regular  lawyer  and  the  specialist,  we  prefer  to  do  all  the 
briefing  of  the  specialist  we  can,  referring  him  to  our  regular  lawyers  only 
when  necessary  for  a  legal  clarification. 

Then,  too,  top  management  retains  the  necessary  control  over  the  rela- 
tionships among  itself  and  both  lawyers.  Perhaps  most  importantly,  077/y 
top  management  can  adequately  brief  the  specialist  on  the  business  prob- 
lem that  created  a  need  for  his  services,  in  any  event. 

It  has  been  our  experience  that  this  procedure  is  far  less  complicated 
and  expensive  than  it  sounds.  After  initially  developing  the  necessary 
relationships,  it  is  so  natural  a  method  of  working  ^vith  the  lawyers  that 
management  seldom  notices  it. 

In  order  to  make  explicitly  clear  how  I  envision  this  executive-regular- 
lawyer-specialist  relationship  to  work,  let  us  consider  three  actual  situa- 
tions within  my  own  company. 

Frequently  Recurring  Need  for  a  Specialist 

At  one  point  in  the  early  stages  of  our  company's  gro^vth,  we  began 
to  experience,  for  the  first  time,  pressure  from  our  labor  force.  A  local 
lawyer,  known  to  us  personally,  was  said  to  be  experienced  in  such 
matters,  and  so  we  went  to  him  for  help.  As  he  became  more  involved 
with  our  labor  matters,  we  became  more  dissatisfied.  Yet  we  believed 
at  that  time  that  we  could  delegate  this  responsibility  completely  to  a 
lawyer,  until  we  were  confronted  by  a  serious  strike  threat. 

While  attending  a  trade  association  meeting,  a  friend,  aware  of  our 
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labor  situation,  suggested  that  we  retain  another  lawyer  who  had  solved 
a  serious  problem  for  him.  Again  we  gave  the  responsibility  to  another 
lawyer  to  express  management's  desire  to  do  what  was  right,  intelligently. 
It  so  happened  that  where  the  first  was  too  weak,  the  second  was  too 
strong,  even  violently  antilabor.  The  situation  became  markedly  worse, 
and  our  management  labor  team  finally  stepped  in,  took  over,  and  settled 
the  matter. 

Even  though  our  labor  situation  resolved  itself,  the  complexities  of 
this  area  caused  us  to  continue  to  look  for  a  labor  lawyer,  only  this 
time  to  assist,  not  direct  us.  Our  sales  manager  heard  through  a  friend 
about  a  man  with  an  excellent  reputation,  and  after  investigating,  we 
contacted  him. 

At  first  we  were  perhaps  overly  careful  in  defining  his  areas  of  respon- 
sibility. As  time  went  on,  however,  we  found  not  only  that  he  was 
technically  competent  and  shared  our  philosophy  of  labor  relations,  but 
that  he  was  extraordinarily  skilled  in  his  personal  relationships. 

Both  labor  and  management  came  to  trust  him  increasingly  until  we 
felt  he  was,  in  fact,  the  man  we  had  wanted.  He  negotiates  our  labor 
contracts  as  part  of  management's  labor  team  and  advises  us  constantly 
on  the  administration  of  them.  He  feels  free  to  suggest  to  us  that  our 
policy  on  a  specific  point  is  too  tough  or  that  we  should  be  more  firm  on 
another  matter.  In  short,  we  rely  heavily  upon  his  advice,  having  tested 
his  wisdom  over  a  period  of  time  both  by  personal  observation  and  by 
cross-checking  his  advice  with  an  experienced  labor  leader,  presently  a 
business  executive,  who  is  a  personal  friend. 

Our  vice-president  in  charge  of  operations  calls  him  on  the  telephone 
often  to  discuss  a  grievance  or  a  similar  problem.  We  need  his  advice 
frequently,  and  so  we  make  certain  that  he  is  fully  informed  on  all  our 
operations  and  policies  so  that  he  can  give  quick,  considered  counseling 
as  well  as  plans  for  negotiation.  ,  , 

Recurring  hut  Irregular  Need  for  a  Specialist 

At  one  time  our  company  was  involved  with  another  firm  in  a  joint 
effort.  We  met  and  were  impressed  by  their  patent  attorney.  When  he 
left  the  company  and  founded  his  own  law  firm,  we  noted  the  fact  in 
case  we  should  ever  need  his  services.  Several  times  we  discussed  him  with 
our  regular  lawyers  and  investigated  his  reputation  more  fully. 

We  found  ourselves  desiring  to  patent  a  particular  product,  and  we 
called  the  specialist  on  the  telephone.  We  wanted  to  know  if  there  was 
any  way  to  protect  the  product,  its  process,  or  its  name,  but  we  didn't 
want  a  full-blown  investigation,  just  an  opinion.  The  lawyer  imderstood 
our  need  as  we  saw  it  in  that  he  had  already  known  us,  and  he  asked 
several  specific  questions  over   the  phone,   checked   a  file,  and   told  us 
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what  he  thought  we  could  probably  do.  That  was  all  we  wanted  at  that 
point.  We  thanked  him  and  over  the  next  few  weeks  sent  him  all  the 
detailed  information  we  could  gather  for  his  initial  study.  The  point  is 
that  he  had  an  idea  of  what  we  were  willing  to  spend  in  view  of  what 
we  wanted. 

It  is  simply  unfair  to  the  lawyer  to  call  him  and  ask  him  for  his 
opinion  by  saying,  "Can  we  or  can't  we  patent  this?"  He  can't  tell  how 
sure  a  company  wants  him  to  be  and  may  spend  many  hours  thoroughly 
investigating,  charging  appropriately.  By  giving  him  some  "feel"  previ- 
ously for  our  management  as  human  beings,  a  statement  bv  us  that  we 
wanted  only  an  initial  opinion  was  enough  for  him  to  act  with  confidence. 

We  now  send  him  general  information  to  keep  him  informed,  and  our 
regular  lawyers  help  by  contacting  him  occasionally.  We  seek  to  help 
him  help  us  by  posting  him  as  frequently,  if  not  as  completely,  as  we 
do  our  labor  lawyer. 

The  One-time  Need  for  a  Specialist 

Some  years  ago,  we  acquired  another  company  and  wanted  to  take 
immediate  advantage  of  a  tax  loss  that  was  involved.  Any  delay  might 
have  been  very  costly.  Top  management  needed  a  top  specialist.  In 
different  seminars  and  in  meetings  with  various  executives,  I  had  heard 
the  name  of  one  tax  lawyer  mentioned  repeatedly  and  had  written  his 
name  in  my  personal  file.  I  called  him  on  the  telephone  and  explained 
our  needs  to  him.  A  few  days  later  we  had  a  meeting;  thereafter  we  had 
two  more  meetings  within  three  days.  At  this  point,  the  specialist  moved 
swiftly,  and  our  company  was  thus  able  to  take  advantage  of  the  tax  loss 
in  that  current  year. 

The  specialist's  fee  was  high,  much  higher  than  our  law  firm  would 
have  charged,  but  in  terms  of  what  he  accomplished  for  our  companv, 
we  considered  the  expenditure  warranted.  Of  course,  we  told  him  that 
this  was  the  only  time  in  the  foreseeable  future  that  we  would  be  likely 
to  need  him,  and  because  he  realized  that  he  was  being  hired  on  a  one- 
time, temporary  basis,  he  charged  us  accordingly.  But  it  ^vas  worth  it  to 
have  him  manage  the  case.  In  a  way,  the  one-time  specialist  is  like  the 
extra-point  kicker  frequently  employed  by  professional  football  teams. 
In  many  cases,  this  player  does  nothing  else  but  kick  extra  points  and 
field  goals;  he  seldom  participates  in  a  scrimmage,  seldom  scores  a  touch- 
down; yet  his  presence  often  means  the  difference  between  winning  and 
losing.  Of  course,  many  members  of  a  football  team  can  kick  extra  points, 
but  they  are  not  specialists  and  they  cannot  be  depended  upon  to  kick 
them  nearly  every  time.  When  you  need  this  kind  of  specialist,  you 
should  know  where  to  find  him.  He  has  been  trained,  he's  available,  and 
he's  more  often  successful.  If  the  top  manager  doesn't  liave,  and  doesn't 


TOP  MANAGEMENT  AND  THE  LEGAL  ACTIVITY  797 

use,  the  services  of  necessary  one-time  specialists,  it  seems  to  me  that  he 
is  not  running  his  legal  team  in  the  best  fashion. 

In  such  cases,  the  problems  of  briefing  the  specialists  are  greater  in  that 
they  usually  have  had  no  previous  contact  with  our  company.  Since  the 
need  for  these  men  occurs  less  frequently  than  for  other  specialists,  it 
makes  sense  economically  to  omit  constant  or  frequent  contact. 


ORGANIZING  AND  ADMINISTERING  THE 
LAWYER-MANAGEMENT  RELATIONSHIP 

From  experiences  such  as  these,  we  have  learned  much.  First,  the 
wrong  lawyer  is  worse  thaji  no  lawyer,  convincing  us  that  it  is  worthwhile 
to  identify,  and  if  necessary  to  retain,  the  likeliest  candidate  before  he 
is  needed.  Second,  we  found  that  major  sources  of  mformation  about 
good  specialists  are  conversations  with  businessmen,  seminars  and  publica- 
tions, and  of  course  our  regular  lawyers.  By  keeping  aware  of  the  pos- 
sibility of  our  needing  a  certain  specialist,  we  can  make  mental  and 
written  notes  as  they  are  mentioned.  But  we  also  learned  that  it  was 
necessary  to  investigate  carefully  the  reputation  of  the  men  suggested. 

Third,  we  observed  that  generalizations  about  what  lawyers  can  do  or 
cannot  do  are  useful  only  in  sensitizing  executives  to  danger  areas.  For 
example,  we  have  increasingly  delegated  responsibility  to  our  labor 
specialist,  since  we  have  determined  that  he  is  a  lawyer  who  is  able  to 
be  skillfully  "nonlegal"  in  his  human  relations. 

Another  very  important  thing  we  learned  was  that  the  personality  of 
the  lawyer  was  as  important  a  consideration  as  his  competence.  The 
subtleties  of  personal  compatibility  are  especially  crucial  in  the  lawyer- 
manager  relationship  because  of  the  nature  of  law  and  of  business. 

Lastly,  the  need  to  keep  specialists  informed,  to  the  necessary  degree, 
ranging  from  fully  to  occasionally  to  irregularly,  is  a  vital  one. 

I  believe  it  is  essential  for  top  management  to  have  the  kind  of  lawyer 
to  whom  one  can  say:  "Here  is  a  project  which  our  company  simply  has 
to  accomplish.  We  know  the  problems  are  unusual.  We  realize  this 
project  may  be  difficult  to  do  legally— but  these  are  the  things  we  must 
accomplish.  In  some  way,  we  must  achieve  this  goal  within  the  framework 
of  the  law.  It's  your  problem." 

Business  is  risk  taking;  the  practice  of  law  is  often  the  opposite.  As 
Alfred  North  Whitehead  wrote  in  his  Dialogues,  "There  are  no  whole 
truths;  all  truths  are  half-truths.  It  is  trying  to  treat  them  as  whole  truths 
that  plays  the  devil."  I  am  always  amazed  to  notice  how  often,  at  the 
encouragement  of  top  management,  attorneys  find  legal  solutions.  Alexis 
de  Tocqueville  mentioned  much  the  same  thing  in  Democracy  in  America 
when  he  wrote:  "I  have  never  been  more  struck  by  the  good  sense  and 
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practical  judgment  of  the  Americans  than  in  the  manner  in  which  they 
elude  the  numberless  difficulties  resulting  from  their  Federal  Constitu- 
tion." Although  the  legal  activity,  almost  by  definition,  tends  to  be 
overcautious,  top  management  must  have  lawyers  who  combine  an 
understanding  of  and  enthusiasm  for  business  with  a  respect  for  law. 
As  the  head  of  a  corporation,  I  have  become  so  intimately  involved 
at  times  with  our  lawyers  that  many  of  them  have  become  close  personal 
friends  and,  occasionally,  confidants.  But  in  spite  of  these  close  relation- 
ships, I  have  always  considered  it  essential  to  the  success  of  the  company 
that  our  lawyers  must  not  be  compromised  into  the  unenviable  position 
of  feeling  responsible  for  my  business  decisions,  those  of  any  other  execu- 
tive in  the  corporation,  or  the  decisions  of  our  board  of  directors.  The 
legal  activity  must  assume,  however,  the  responsibility  for  the  legal 
decisions  and  for  the  execution  of  the  necessary  legal  support  of  the 
policies  of  top  management,  including  the  board  of  directors. 

The  Lawyer  Must  Act  Constructively 

To  define  too  closely  the  margins  of  legal  activity  may  be  a  mistake, 
since  there  must  be  an  intimate  association  between  the  legal  activitv 
and  top  management.  Cooperating  with  management  at  all  stages  of 
company  development,  the  legal  activity  should  create  facilities  to  fore- 
cast dangerous  legal  zones;  if  dangers  and  risks  cannot  be  avoided,  then 
the  legal  activity  must  participate  in  resolving  the  problems  construc- 
tively. I  cannot  emphasize  too  strongly  that  the  legal  activity  must  act 
constructively  if  the  association  between  top  management  and  the  legal 
activity  is  to  be  truly  effective.  There  is  ample  opportunity  for  such  legal 
action. 

Roscoe  Pound,  in  An  Introduction  to  the  Philosophy  of  Law,  stated:- 

.  .  .  Individualization  through  latitude  of  application  under  the  guise  of  choice 
or  ascertainment  of  a  rule,  is  concealed  by  the  fiction  of  the  logical  completeness 
of  the  legal  system  and  the  mechanical,  logical  infallibility  of  the  logical  process 
whereby  the  predetermined  rules  implicit  in  the  given  legal  materials  are  de- 
duced and  applied.  To  a  large  and  apparendy  growing  extent  the  practice  of  our 
application  of  law  has  been  that  jurors  or  courts,  as  the  case  may  be,  take  die 
rules  of  law  as  a  general  guide,  determine  what  the  equities  of  the  cause  demand. 
and  contrive  to  find  a  verdict  or  render  a  judgment  accordingly. 

To  illustrate  what  I  mean  by  a  constructive  relationship,  I  remember 
deciding,  from  a  salesman's  point  of  view,  that  the  paragraphs  in  our 
contracts  with  foreign  companies  pertaining  to  our  policing  of  their 
records  were  unnecessary.  To  police  the  records  of  an  overseas  companv 
through  a  foreign  accountant  would  be,  for  us,  largely  impractical.  (Al- 

2  Revised  edition,  Yale  University  Press,  New  Haven,  Conn.,  1955,  p.  59- 


TOP  MANAGEMENT  AND  THE  LEGAL  ACTIVITY  799 

though  I  readily  state  that  no  generahzations  should  be  drawn  from  my 
experience,  I  believe  that  in  a  foreign  association,  especially,  where  the 
word  honor  between  business  leaders  quite  often  means  more  than  one 
might  expect,  our  control  purposes  have  been  served  by  having  our 
foreign  associates  be  accountable  to  their  own  consciences  rather  than 
trying  to  confine  every  eventuality— regardless  of  how  practical  or  how 
remote  the  possibilities  are— to  a  piece  of  legal  paper  that  never  com- 
pletely bridges  the  mechanics  of  international  business.)  Furthermore,  as 
a  technique,  I  have  found  it  useful  to  have  these  paragraphs  originally 
placed  in  our  preparatory  documents  and  then,  after  agreements  have 
been  reached  between  top  management,  suggest  myself  that  we  take  "these 
small-print  legalities  about  checking  their  records"  out  of  our  contract. 
I  may  add  that  when  I  first  broached  this  idea  to  our  lawyers  they  were 
not  enthusiastic,  pointing  out  to  me  the  pitfalls  and  the  lack  of  precedent 
in  contractual  law;  however,  working  with  top  management  in  a  construc- 
tive way,  they  acceded  to  my  request  and  helped  to  develop  this  extralegal 
device  to  support  business  control.  The  practice  of  law  is  not  like  account- 
ing; law  is  neither  definitive  nor  always  clear.  In  virtually  any  contract, 
each  party  must  have  confidence  in  the  honorable  intentions  of  the  other. 
Foreign  license  agreements  alone  are  a  whole  fascinating  area  on  this 
subject  for  which  there  are  some  very  interesting  examples  that,  unfor- 
tunately, would  take  us  too  far  from  the  main  point  to  include  here. 
Suffice  it  to  say  that  a  close  look  at  the  human  factors  and  practical 
operating  problems  can  often  make  the  difference  between  a  good  deal— 
or  a  bad  one— and  no  deal  at  all,  particularly  in  foreign  agreements. 

Lawyers  Must  Accept  Responsibility  for  Advice  Given 

Besides  a  willingness  to  assist  management  constructively,  lawyers 
should  be  willing  to  accept  the  responsibility  for  their  legal  advice.  No 
top  manager  favors  hedging  and  either/or  answers  from  anyone  in  his 
organization.  I  certainly  do  not  expect  to  receive  these  answers  from  our 
attorneys.  They  must  have  the  courage  of  their  convictions  and  be  able 
to  live  with  the  advice  they  give  me.  Although  I  appreciate  the  legal 
activity's  caution,  I  want  to  know  in  simple  declarative  statements  if  we 
can  go  ahead.  If  our  lawyers  can  define  the  degree  of  risk  in  terms  that 
I  can  understand,  then  I  can  make  my  own  decision.  If  this  degree  of 
risk  cannot  be  stated  specifically,  then  I  must  rely  to  a  greater  extent 
on  the  opinion  of  our  lawyers.  Even  then,  the  ultimate  decision  is  mine 
to  make  and  I  am  responsible  for  it. 

In  many  areas,  such  as  litigation,  top  management  must  put  the  legal 
activity  in  complete  charge  and  delegate  broad  discretionary  powers. 
When  this  decision  has  been  made  by  the  top  manager,  he  should  make 
clear  that  he  is  willing  to  assume  full  responsibility  for  their  legal  de- 
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cisions;  the  top  manager  is  ultimately  accountable  for  the  legal  action  in 
any  situation. 

Lawyers  Advise,  Not  Decide 

One  of  the  gravest  faults  of  top  management  is  allowing  their  la^N7ers, 
particularly  the  senior  legal  adviser,  to  make  their  decisions.  This  occurs 
all  too  frequently,  much  to  my  surprise  and  chagrin.  Although  the  wise 
manager  does  not  use  his  lawyers  as  a  device  or  a  crutch  in  making 
business  decisions,  he  should  recognize  that  the  legal  activitv  mav  some- 
times have  an  exceptional  business  aptitude.  Top  management  would  be 
foolish  to  assume  that  a  lawyer  cannot  be  a  good  businessman  simplv 
because  he  happens  to  be  a  lawyer.  And  because  so  many  of  America's 
chief  executives  have  reached  their  corporate  positions  from  a  largelv 
legal  background,  it  would  seem  clear  that  legal  experience  doesn't 
necessarily  preclude  business  success. 

But  the  final  decision  and  responsibility  belong  to  top  management. 
When  they  do  not  accept  this  responsibility,  then  their  lawyers,  if  anvone 
at  all,  are  managing  their  companies. 

Relationship  Should  Be  Continuing  but  Not  Dependent 

Some  time  ago  I  found  myself  in  a  situation  in  which  I  had  to  develop 
a  contract  for  a  complicated  and  extremely  extensive  association  with  a 
company  in  Germany.  I  might  easily  have  become  overinvolved  in  the 
legal  operations  of  this  association,  perhaps  to  the  exclusion  of  other, 
basic  business  considerations.  As  an  international  association,  the  legal 
aspects,  as  involved  as  any  diplomatic  treaty,  seemed  during  the  prepara- 
tory stage  to  be  the  main  consideration  of  our  activities.  Naturallv  we 
needed  lawyers  on  hand  at  every  step  in  the  preparation  of  this  associa- 
tion, but  their  activity  was  used  in  what  I  consider  to  be  a  proper  and 
adequate  manner.  This  association  with  the  German  company  was  more 
than  a  mere  license  agreement;  it  called  for  a  contract  of  free  association 
of  our  two  companies  whereby  the  German  company  ^vould  produce 
all  our  products  and  would  also  have  the  right  to  all  our  company's 
know-how,  past,  present,  and  future,  on  an  exclusive  basis  for  the  entire 
marketing  area  of  that  country. 

Several  months  was  required  prior  to  my  trip  to  Germany  to  develop 
the  contract.  First,  we  covered  all  aspects  of  the  contract  that  would 
work  for  the  benefit  of  our  company.  Then,  in  several  sessions  with  our 
lawyers,  we  examined  thoroughly  what  we  thought  would  be  the  pouit 
of  view  of  the  German  company.  We  tried  to  anticipate  their  objections 
to  our  proposals.  We  considered  all  problems  that  would  be  likely  to  be 
discussed,  and  we  set  up  for  ourselves  a  background  from  which  we  might 
justifiably  modify  our  aims.   To  accomplish   this,  we  held  a  series  of 
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meetings.  They  were  relatively  few,  since  our  attorney  was  familiar  with 
the  over-all  plan,  policy,  and  operation  of  the  business  in  America  and 
had  also  an  intimate  knowledge  of  our  aspirations  in  the  field  of  foreign 
operations.  Our  lawyers,  furthermore,  had  been  involved  with  top  man- 
agement in  the  execution  and  completion  of  contracts  with  foreign 
companies  in  the  past. 

Although  their  experience  in  previous  foreign  negotiations  had  been 
simpler  than  this  one  with  the  company  in  Germany,  nevertheless,  with 
their  extensive  understanding  of  our  company,  they  were  able  to  proceed 
without  delay  in  developing  a  thorough  brief  before  I  went  to  Europe.  I 
felt  qualified  to  enter  the  detailed  negotiation  stage  in  Germany  by 
myself. 

We  carried  on  our  negotiations  in  Germany  and  reached  satisfactory 
agreement,  through  the  calming  fulcrum  of  interpreters.  No  lawyers  were 
present  except  one  man  from  their  legal  department  during  our  dis- 
cussion, and  indeed  they  might  well  have  hindered  our  negotiations. 
It  was  obvious,  of  course,  that  the  German  company  had  also  received 
considerable  legal  advice  prior  to  my  trip.  When  I  entered  into  discus- 
sions with  their  management,  we  seemed  to  have  an  immediate  and 
acceptable  understanding  of  our  positions.  Only  four  days  were  spent  in 
discussions. 

After  general  agreement  had  been  reached,  the  staff  attorney  for  the 
German  firm,  a  huge  company  compared  with  our  American  one,  sat 
down  with  me  to  work  out  the  exact  wording  of  the  contract.  He  asked 
me  whether  I  would  care  to  have  an  international  lawyer  prepare  the 
document.  Based  on  my  elaborate  preparation  in  America,  I  felt  confident 
when  I  suggested  that  we  could  prepare  an  acceptable  contract,  in  both 
English  and  German.  With  his  assistance,  we  settled  the  problems  of 
semantics,  worked  the  language  out,  and  thereby  quickly  obtained  a  final 
draft  which  I  would  be  able  to  take  back  to  America  and  have  our 
attorneys  review  in  the  least  possible  time. 

As  a  matter  of  fact,  after  we  had  worked  out  the  agreement,  I  felt 
that  my  position  was  so  favorable  that  I  did  not  want  to  risk  any  delay 
or  the  possibility  that  the  German  company  might  change  its  mind. 
Therefore  I  talked  to  our  lawyers  in  America  by  phone.  We  checked 
several  points  that  seemed  to  be  questionable  and  read  parts  of  the 
contract.  I  signed  it  before  I  left  Germany,  and  it  has  subsequently 
proved  to  be  one  of  the  best  and  most  workable  agreements  we  have  had. 
It  has  been  functioning  with  effectiveness  for  a  long  time. 

I  don't  recommend  this  last  step  as  a  general  rule.  I  mention  the 
situation  only  because  it  seems  to  me  to  indicate  the  importance  of  a 
close  and  continuing  relationship,  but  not  a  dependent  one,  with  the 
legal  activity.  When  a  situation  like  this  does  occur,  one  need  not  then 
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have  an  immediate  feeling  of  inadequacy.  AVhen  time  is  important,  ^vhen 
another  week  or  even  any  delay  might  mean  the  loss  of  an  important 
business  agreement,  the  only  efficient  method  for  top  management  to 
adopt  is  one  of  sharing  all  important  information  with  the  company's 
lawyers  and  making  certain  that  the  la\\7er-specialists  are  constantlv 
advised  about  the  progress  and  policies  of  the  company  before  their  help 
is  needed.  ^listakes  can  of  course  be  made  despite  the  best  planning  and 
the  best  advisers  in  the  world,  but  the  chances  for  error  are  surely 
minimized  when  top  management,  ^vorking  closely  with  the  legal  activity, 
is  qualified  to  make  an  independent  decision.  A  company  cannot,  it 
seems  to  me,  afford  to  act  in  any  other  manner. 

Utilizing  Lawyers  Correctly 

The  skill  Avith  which  the  top  management  utilizes  its  legal  activitv  is 
illustrated  by  kno^ving  at  exactly  what  point  in  the  progressive  stages  of 
a  business  transaction  the  top  manager  should  refer  the  problem  to  his 
la^s-yers.  Referring  nonlegal  problems,  and  even  approaching  legal  prob- 
lems, to  a  la^vyer  too  soon  may  result  in  premature  calculations  in  that 
transaction.  Rather  than  aiding  the  corporation,  the  presence  of  the  legal 
activity  at  an  inopportune,  early  stage  of  development  can  greatly  hinder 
the  chances  for  success.  It  is  especially  important  to  knots'  when  and 
where  to  bring  in  your  lawyers;  ^vhen  top  management  is  concerned  ^vith 
the  acquisition  of  other  companies,  they  should  supervise  the  legal  ac- 
tivitv in  the  early  stages  of  preparation,  but  the  top  executives  should 
negotiate  by  themselves.  Naturally,  when  complete  agi^eement  has  been 
reached  bv  both  companies,  then  the  contracts  and  mechanical  processes 
must  be  turned  over  to  the  legal  activity.  The  top  management  of  both 
companies  can  even  state  that  they  are  merely  negotiating  for  a  prelim- 
inary agreement  and  ^vill  have  to  consult  with  their  la^wers  before  com- 
mitting themselves  firmly. 

Manv  transactions  bet^veen  corporations  have  been  Avavlaid  bv  the 
premature  presence  of  the  legal  activitv.  This  is  also  true  in  relation  to 
labor  problems  and  negotiations.  Our  largest  corporations  have  long 
recognized  that  it  is  umdse  to  use  a  legalistic  approach  in  dealing  with 
labor.  Although  there  are  la^vvers  ^vho  are  able  to  negotiate  contracts 
with  labor  effectively,  many  small  and  medium-sized  corporations  find 
that  the  very  presence  of  a  lawyer  on  their  side  of  the  table  often  inter- 
feres with  reaching  an  agreement. 

Quite  often  a  great  deal  of  time  and  money  can  be  saved  by  having  one 
corporation  la^vyer  prepare  the  contract,  subject  to  revie.v  bv  the  knwer 
of  the  other  company.  AVhen  our  company  was  smaller,  for  example,  we 
found  that  the  most  prudent  course  of  action  to  follow  was  to  have  the 
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larger  companies  with  whom  we  were  dealing  draw  up  the  full,  prelimi- 
nary agreements;  then  we  would  give  the  agreements  to  our  lawyers  for 
review.  This  seemed  to  be  a  more  feasible  way  of  negotiating,  preferable 
in  almost  every  situation  to  having  the  lawyers  of  both  corporations 
prepare  joint  or  separate  agreements.  We  eliminated  the  friction  resulting 
from  the  awkward  position  of  having  the  lawyers  of  each  corporation 
jointly  working  on  the  problems.  It  is  similar  to  calling  in  two  doctors, 
equally  proficient,  to  work  on  the  same  case.  Lawyers  also  have  their 
habitual  procedures  for  dealing  with  one  another,  and  their  methods  can 
become  cumbersome  if  they  are  subjected  to  an  unnatural  working  asso- 
ciation. 

I  have  found  that  it  is  a  good  practice  for  the  top  manager,  who  is 
actually  responsible  for  carrying  out  the  negotiations,  to  prepare  what  he 
considers  to  be  the  rough  concept  of  the  legal  document.  Then  the  top 
manager  gives  his  draft  to  his  lawyer.  In  this  way,  the  manager  at  least 
is  able  to  clarify  his  aims.  As  a  device,  this  is  helpful,  because  communica- 
tion itself  creates  problems  between  the  legal  activity  and  top  manage- 
ment. Because  legal  activity  by  definition  is  literal  and  top  management 
may  often  be  not  so  literal  and  may  realize  its  position  through  an  in- 
tuitive process,  the  preliminary  creation  of  a  negotiation  by  the  manage- 
ment helps  to  develop  an  understanding  of  management  goals  by  the 
lawyers.  Communications  problems-the  legal  language  versus  the  imag- 
inative manager-might  be  solved  by  the  first  draft  of  the  legal  document, 
rough  though  it  may  be,  by  the  executive  who  is  accountable  for  the  final 
business  decision. 

Summarizing  the  Lawyer-Management  Relationship 

A  quick  review  of  major  points  might  be  in  order:  ■' 

Management  responsibilities 

1.  To  recognize  the  importance  of  legal  advice  to  business  success 

2.  To  identify  and  define  the  needs,  present  and  anticipated,  of  the 
company  for  varying  amounts  and  kinds  of  legal  advice 

3.  To  determine  the  optimum  balance  of  regular  and  specialist  lawyers 
required  to  satisfy  the  company's  needs 

4.  To  search  out  the  best  obtainable  lawyers 

5.  To  work  with  the  lawyers  in  developing  a  desirable  relationship 
Managers  should  help  lawyers: 

a.  To  state  opinions  clearly-yes  or  no;  to  be  responsible  for  advice 

b.  To  seek  new  approaches  to  solving  legal  problems 

c.  To  anticipate  legal  problems  in  future 

d.  To  offer  general  advice  in  areas  of  familiarity 

e.  To  know  the  personalities  involved  in  company 
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/.   To  offer  independent  criticism  where  necessary 
Managers  can  do  this  by: 
(i)  Clearly  accepting  responsibility  for  ultimate  business  decisions 

(2)  Recognizing  that  the  law  is  not  rigid 

(3)  Keeping  lawyers  fully  informed  and  close  to  management 

CONCLUSION 

In  suggesting  ways  that  top  management  can  achieve  the  highest  effi- 
ciency in  the  use  of  the  legal  activity,  I  realize  that  I  have  relied  chiefly 
upon  my  own  observations  and  experience.  After  considering  the  major 
aspects  of  this  relationship  (and  surprisingly  little  has  been  written  about 
it),  I  have  tried  to  illustrate  how  top  management  in  my  company  is  able 
to  reduce  legal  tensions.  I  hope  that  I  have  indicated  an  effective  and 
economic  way  to  gain  a  proper  lawyer-manager  relationship.  \Vhile  I  don't 
believe  that  this  system  would  be  suitable  for  every  corporation,  I  think 
the  principles  involved  can  be  applied  by  skillful  top  management  to  meet 
the  needs  of  most  companies.  As  a  working  hypothesis,  I  would  recom- 
mend it  to  many  top  managers  whom  I  know  personally,  but  not  to  all. 
When  one  returns  to  the  starting  point  of  this  discussion,  one  finds. 
modestly  or  not,  that  the  success  or  failure  of  this  method  of  dealing  with 
the  legal  activity  rests  on  the  adaptability  and  aptitude  of  top  manage- 
ment. The  relationship  suggested  in  this  chapter  ^vould  seldom  ^vork 
efficiently  unless  the  top  executives  accepted  the  full  responsibilitv  of  all 
legal  activities  that  must  be  instituted  and  channeled  by  them. 

In  a  circular  organizational  chart,  for  example,  top  management  is  at 
the  center.  The  top  manager  is  the  control  mechanism,  and  his  relation- 
ship to  his  various  subordinate  managers  may  be  performed  through  a 
variety  of  efficient  channels.  Whether  responsibility  is  passed  downward 
by  deliberate  delegation  by  top  management  or  assumed  by  subordinates, 
the  top  manager  at  the  absolute  center  of  business  activity  is  accountable 
for  the  success  of  his  firm  and  responsible  for  failure. 

Because  the  legal  activity  may  touch  upon  every  major  phase  of  his 
business,  it  seems  to  me  that  the  wise  manager  will  learn  to  manage  his 
legal  affairs  in  such  a  manner  that  he  can  institute,  ^vithin  a  limited 
period  of  time,  any  legal  activity  that  is  necessary  to  support  either  a 
pedestrian  or  a  daring  business  decision.  Although  I  do  not  want  to  state 
my  experience  as  the  basis  for  universal  application,  it  is  suggested  that, 
to  receive  the  ultimate  benefit  from  the  legal  activity,  the  top  manager 
must  be  as  skillful  a  client  as  his  regular  lawyer  or  specialist  is  skillful  as 
a  lawyer.  And  though  I  have  indicated  my  preference  for  using  the  lawyer- 
specialist  method,  I  suggest  that  the  specialist  is  only  as  useful  as  top  man- 
agement is  adept  in  promoting  and  managing  this  vital  area  of  business. 
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and  was  designated  by  the  board  as  the  officer  to  assume  the  duties  of 
the  president  in  his  absence.  He  is  a  member  of  the  company's  board 
of  directors,  chairman  of  its  finance  committee,  and  a  member  of  all 
other  major  company  committees.  His  other  directorships  are  with 
McGraw-Hill  Book  Company,  Inc.;  Williams  Press,  Incorporated, 
Albany,  Netv  York;  and  Newton  Falls  Paper  Mill  at  Newton  Falls,  Neiv 
York. 

For  many  years  he  has  been  active  in  trade-association  work.  In  the 
early  thirties  he  was  general  counsel  to  the  Code  Authority  for  the 
magazine  industry  under  NRA.  He  is  presently  a  director  of  the 
Magazine  Publishers  Association  and  has  served  as  tnember  and  chair- 
man of  some  of  its  committees.  He  has  been  a  member  and  chairman 
of  various  committees  of  The  Associated  Business  Publications.  Mr. 
Gerardi  has  also  served  on  various  committees  of  the  National  As- 
sociation of  Manufacturers  and  is  presently  on  their  government 
economy  committee. 

He  is  coauthor  of  the  book  Federal  Securities  Act  Procedure,  pub- 
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lished  in  1934,  and  assisted  in  the  preparation  of  the  earliest  editions 
of  J.  K.  Lasser's  best  seller,  Your  Income  Tax.  In  the  early  forties  he 
lectured  on  corporate  taxes  at  New  York  University. 

He  is  a  member  of  the  president's  committee  of  Notre  Dame  and 
several  years  ago  received  an  appointment  from  Pope  Pius  XII  as  a 
Knight  of  the  Sovereign  Military  Order  of  Malta. 

Joseph  Gerardi  golfs  as  a  hobby.  But  he  constantly  dreams  that 
someday  he  will  overcome  the  frustration  of  never  having  become  a 
big-league  ballplayer,  although  he  was  quite  successful  in  sandlot  and 
semipro  ranks  in  the  early  twenties. 

The  Gerardis  recently  moved  to  Sands  Point,  Long  Island.  They 
have  six  children  and  ten  grandchildren.  Mrs.  Gerardi  is  also  a  former 
Washingtonian. 

March,  i960 


CHAPTER    37 


Managing  the  Secretarial 
and  Legal  Activity 


The  title  o£  this  chapter  impHes  that  the  office  of  secretan^  is  filled  by  one 
who  is  also  legal  counsel  to  the  company  or  that  the  t^vo  functions  are 
independent  and  headed  by  a  top  executive  officer  who  should  logically 
be  an  attorney.  Although  this  is  not  always  the  case,  the  joinder  of  the 
office  of  secretary  with  that  of  counsel  has  become  quite  common  among 
American  business  corporations.  A  study  made  in  1957  by  the  American 
Society  of  Corporate  Secretaries,  Incorporated,  for  example,  showed  that 
46  per  cent  of  those  occupying  the  position  of  corporate  secretary  ^vere 
lawyers  and,  further,  that  about  one-quarter  of  them  were  performing 
the  joint  duties  of  secretary  and  counsel. 

As  a  matter  of  fact,  my  own  experience  confirms  this  trend.  For  manv 
years,  I  was  secretary  and  counsel  of  a  medium-sized  company  whose 
stock  is  listed  on  the  New  York  Stock  Exchange.  Two  assistants  ^sere 
employed  who  were  also  attorneys.  Later  another  attorney  specializing  in 
tax  matters  was  added. 

The  company  had  no  labor  union  representing  the  employees;  there 
were  no  products  involved  requiring  the  attention  of  patent  attorneys; 
there  were  no  multiplant  operations,  save  that  sales  were  made  in  nearly 
all  states  of  the  Union. 
806 
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But  the  presence  of  branch  offices  and  of  sales  activities  in  many  states 
and  in  several  foreign  countries  imposed  the  need  for  study  of  foreign, 
state,  and  local  taxes  and  the  ever-present  legal  question  of  "doing  busi- 
ness" both  domestically  and  internationally.  Furthermore,  the  company, 
being  a  publicly  held  and  listed  corporation,  had  many  of  the  same  prob- 
lems that  might  be  present  in  a  larger  corporation.  Matters  affecting  the 
Securities  and  Exchange  Commission,  the  New  York  Stock  Exchange,  the 
Federal  Trade  Commission,  the  Department  of  Justice,  the  Internal  Rev- 
enue Department,  the  Copyright  and  Trademark  offices,  and  others  were 
constantly  recurring.  Thus  the  need  for  legal  training  was  clearly 
evident. 

This  trend  toward  the  employment  of  lawyers  in  the  office  of  corporate 
secretary  has  come  about  largely  because  legal  training  has  been  found 
to  be  most  essential  for  a  corporate  secretary  in  the  performance  of  his 
usual  duties.  Furthermore,  it  has  been  found  in  practice  that  when  com- 
pany counsel  is  also  corporate  secretary,  he  occupies  a  point  of  vantage 
from  which  he  can  observe  at  firsthand  almost  everything  of  importance 
which  is  being  done  or  is  in  contemplation.  Thus  he  is  in  a  position  to 
render  timely  advice  and  counsel  in  meeting  any  legal  problems  involved 
or  in  avoiding  possible  legal  pitfalls.  , ,       .  -  r 

SECRETARIAL  AND  LEGAL-ACTIVITY  REQUIREMENTS 

The  readers  of  this  Handbook  are  undoubtedly  familiar  with  the  nature 
and  structure  of  a  corporation,  so  that  it  is  not  necessary  to  discuss  in 
great  detail  the  corporate  structure.  Nevertheless,  a  few  words  might  be 
desirable. 

We  know  that  the  right  to  incorporate  is  a  privilege  granted  by  the 
state  and  that  the  state  has  the  power  to  impose  restrictions  and  condi- 
tions with  which  the  corporation  must  comply  if  it  is  to  continue  its  exist- 
ence. The  need  for  such  restrictions  arises  from  the  fact  that  the  grant  of 
the  privilege  is  actually  made  by  the  people,  and  theoretically  the  cor- 
poration may  not  do  anything  other  than  what  is  for  the  welfare  of  the 
people. 

Many  of  these  limitations  and  restrictions  are  defined  by  statute.  Such 
statutes  recite  what  the  corporation  may  or  may  not  do.  They  also  define 
the  area  within  which  the  duties  of  the  corporate  secretary  are  found.  In 
addition,  the  purely  corporate  duties  of  the  secretary  are  usually  set  forth 
in  the  by-laws.  Other  duties  are  often  assigned  by  the  president  or  chair- 
man of  the  board  of  directors  or  by  resolution,  or  they  arise  by  implica- 
tion or  perhaps  by  reason  of  the  nature  of  the  business. 

In  the  management  of  (i)  the  secretary's  office  and  (2)  the  legal  activity, 
it  is  proper  to  ask,  what  is  expected  of  a  corporate  secretary  by  a  chief 
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executive  officer  and  what  type  of  lawyer  does  the  business  executive  look 
for  ^vhen  he  seeks  corporate  counsel? 

Duties  of  the  Corporate  Secretary 

As  to  the  former,  the  president  of  American  Radiator  and  Standard 
Sanitary  Corporation  has  said: 

The  chief  executive,  in  my  opinion,  expects  the  Secretary,  as  a  minimum,  to 
interpret  broadly  and  perform  well  his  statutory  duty.  This  means  that  the 
statutory  duty  will  assume  greater  importance  when  in  actual  practice  it  is  in- 
terpreted as  placing  on  the  Secretary  the  responsibility  of  helping  to  formulate 
the  procedures  relating  to  what  matters  need  or  should  be  considered  by  the 
Board  of  Directors  or  its  various  committees,  the  practice  on  how  they  are  to  be 
presented  to  those  bodies;  the  assembling  of  material  on  the  various  items  to  be 
considered;  the  review  of  it  for  completeness;  developing  and  recommending 
practices  and  procedures  for  advance  distribution  of  meeting  material  to  facilitate 
proceedings  at  and  shorten  the  time  of  meetings. 

The  chief  executive  expects  the  Secretary  to  share  with  him  a  sense  of  im- 
portance of  having  well-informed,  strong  outside  Directors,  and  to  share  with 
him  the  problem  and  duty  of  adequate  presentation  of  advance  material  in  order 
to  accomplish  this  objective,  and  conserve  the  time  of  the  chief  executive  as 
well  as  that  of  other  Directors. 

Sound  performance  in  areas  related  to  the  annual  meeting  will  also  be  ex- 
pected, as  a  matter  of  course,  from  the  Corporate  Secretary.  His  will  be  the  prime 
responsibility  in  the  preparation  and  distribution  of  the  proxy  statement,  in 
the  solicitation  and  tally  of  proxies  and  in  proper  physical  arrangements  for  the 
annual  meeting.  He  will  assist  in  the  preparation  of  the  Annual  Report  and 
supervise  its  distribution.  His  will  be  the  prime  responsibility  in  stockliolder 
relations,  assisting  the  chief  executive  in  the  formulation  of  policy  and  con- 
sistently applying  that  policy  in  answering  stockholder  inquiries.  In  this  area, 
of  course,  he  will  be  expected  to  coordinate  his  ^\ork  ^\ith  that  of  the  Treasurer 
and  the  Public  Relations  staff. 

The  Secretary's  Office  will  always  be  regarded  as  the  prime  repositorv  of  basic 
corporate  documents— contracts,  deeds  and  leases-and  the  procedures  for  reten- 
tion and  destruction  of  corporate  records  will  come  within  his  area  of  operations, 
largely  determined  by  his  own  willingness  and  ability  to  take  action  in  the  field. 

Beyond  these  basic  responsibilities,  the  measure  of  the  final  content  of  the 
Secretary's  job  will  depend  in  each  instance  on  how  well  the  incumbent  perfomis 
the  basic  duties  and  how  well  he  accepts,  and  indeed  often  suggests,  and  perfomis 
new  assignments  given  to  him.  The  chief  executive  will  at  least  expect  the  Secre- 
tary to  be  aggressive  enough  to  compete  for  and  acquire  some  of  the  responsibil- 
ities in  the  gray  areas  I  have  previously  mentioned. 

Among  the  gray  areas  in  which  I  think  it  is  natural  for  the  Secretary  to  work 
are  legal  matters,  real  estate,  labor  contracts,  pension  administration  and  plan- 
ning. From  these  may  flow  duties  in  the  broader  field  of  corporate  planning, 
including  acquisitions  and  corporate  organization. 
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The  chief  executive  should  want  in  his  Secretary  those  qualities  and  charac- 
teristics that  he  looks  for  in  all  top  executives— initiative,  dependability,  human 
relations  skill,  judgment,  energy  or  drive,  decisiveness,  integrity,  foresight  and 
objectivity.  As  with  every  top  executive  job,  the  opportunities  lie  not  in  the 
job  but  in  the  man. 

Although  the  duties  o£  the  office  of  secretary  are  diversified,  there  are 
certain  duties  common  to  most  secretaries. ^ 

The  average  corporate  secretary  spends  approximately  29%  of  his  time  on 
corporate  matters  [noticing  meetings  of  the  Board  of  Directors,  committees,  and 
stockholders,  and  preparing  agendas  of  such  meetings,  reporting  the  actions  taken 
thereat,  and  preparing  minutes  of  such  meetings];  10%  on  stockholder  relations; 
27%  on  administrative  duties,  and  an  additional  7%  on  other  duties  which 
pertain  to  his  position  as  secretary,  and  the  balance  of  his  time  on  duties  per- 
taining to  other  positions  held  by  him  in  his  corporate  organization. 

The  same  survey  also  shows  that  91  per  cent  of  the  secretaries  who 
replied  to  a  questionnaire  report  to  the  president  of  the  company  or  other 
top  executive  officer.  A  majority  are  responsible  for  informing  directors 
and  officers  of  the  statutory  liabilities  imposed  upon  them  with  respect 
to  transactions  in  securities  of  their  company  and  related  requirements 
for  reporting  changes  in  their  beneficial  ownership  of  such  securities.  To 
explain  and  advise  with  respect  to  such  liabilities  would,  however,  prob- 
ably be  the  function  of  the  legal  staff. 

Preparation  of  Minutes.  Nearly  all  secretaries  have  the  primary  responsi- 
bility for  drafting  minutes  of  directors'  and  stockholders'  meetings.  How- 
ever, less  than  half  customarily  submit  the  draft  minutes  to  a  top  officer 
or  counsel  for  approval  before  putting  them  into  final  form.  In  this 
respect,  an  Illinois  court  recently  denied  an  application  by  a  director  and 
a  stockholder  of  a  corporation  to  force  the  secretary  to  amend  minutes 
of  several  meetings  of  its  board  of  directors.  The  court  determined  that 
in  recording  such  minutes  the  secretary,  while  under  an  obligation  to 
keep  the  minutes  "faithfully,"  is  not  obligated  to  include  everything  that 
was  said  so  long  as  he  accurately  describes  what  has  taken  place. ^ 

Subjects  are  often  discussed  or  acted  upon  at  meetings  of  a  board  of 
directors  which  are  not  fully  understood  by  those  concerned.  Further- 
more, there  are  times  when  directives  of  the  board  are  not  promptly 
implemented  by  the  corporate  officers  whose  responsibility  it  is  to  perform 
the  necessary  tasks.  Here  is  an  area  where  a  capable  secretary,  function- 
ing in  a  sense  as  an  assistant  to  the  chief  executive  officer,  can  perform 
a  highly  important  function.  He  can  accurately  and  completely  describe 
and  interpret   the   board's   action  or  directive.   He  can   tactfully  make 

^  Report  of  the  American  Society  of  Corporate  Secretaries,  Inc.,  May,  1957. 
2  Field  V.  Oberwortmann  and  ano  16  111.  App.  2d  376. 
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periodic  checks  to  ascertain  that  those  officials  who  are  charged  with  the 
responsibility  of  doing  something  about  it  are  actually  taking  the  steps 
to  bring  the  particular  matter  to  a  successful  conclusion.  He  can  then 
suggest  scheduling  the  matter,  if  necessary,  in  the  agenda  for  a  later 
meeting. 

I  recall  an  incident  which  occurred  some  years  ago  which  points  up 
the  importance  of  this  type  of  follow-up  activity.  At  a  meeting  of  the 
board  of  directors  of  a  company,  a  report  was  presented  covering  the 
status  of  one  of  its  properties.  The  report  indicated  that  in  terms  of 
operating  results  the  property  had  gradually  slipped  do^vnhill  and,  in 
recent  years,  had  suffered  a  succession  of  increasingly  larger  losses.  It  be- 
came apparent  that  this  condition  would  not  change  in  the  foreseeable 
future. 

There  ensued  a  discussion  as  to  whether  some  disposition  should  be 
made  of  the  property,  and  the  consensus  was  that  this  would  be  the 
desirable  thing  to  do.  The  company's  counsel,  as  well  as  its  financial  and 
tax  advisers,  contributed  to  the  deliberations,  with  the  result  that  the 
proceedings  became  rather  involved.  Finally  a  motion  was  made  and 
unanimously  carried  to  dispose  of  the  property.  Following  this,  there  was 
further  discussion  of  the  matter  which,  though  technically  out  of  order, 
served  to  add  to  the  confusion. 

After  the  meeting,  the  officer  who  was  responsible  for  operating  the 
property  proceeded  to  carry  out  the  directive  of  the  board  as  he  under- 
stood it.  He  took  specific  steps  to  effect  a  sale  of  the  property.  The 
company's  secretary,  who  felt  it  was  his  responsibility  to  check  on  the 
progress  made  toward  carrying  out  the  resolution,  learned  of  the  officer's 
plan  to  sell  the  property.  Fortunately  this  was  before  any  final  commit- 
ment had  been  made.  He  told  the  officer  concerned  that  it  ^\as  not  the 
sense  of  the  board's  resolution  that  the  property  be  sold,  but  rather  that 
it  be  disposed  of  by  "abandonment."  He  pointed  out  that  this  step  was 
decided  upon  in  keeping  with  the  suggestion  of  the  company's  financial 
and  tax  advisers,  which  was  to  the  effect  that  "abandonment"  ^vould 
result  in  a  substantial  tax  saving  which  would  be  far  in  excess  of  any 
consideration  which  might  be  received  on  a  sale  of  the  property.  It  goes 
without  saying  that  only  an  alert  secretary  and  one  capable  of  under- 
standing fully  the  sense  of  the  discussion  of  an  involved  situation  could 
have  made  the  foregoing  contribution. 

It  is  apparent  that  a  secretary  who  can  efficiently  exercise  his  responsi- 
bilities is  presented  with  excellent  opportunities  to  assume  important 
functions  from  the  inception  to  the  conclusion  of  many  top-level  matters. 

Stockholder  Relations.  In  the  field  of  stockholder  relations,  ^diich  in- 
cludes stockholders'  meetings,  we  find  that  the  office  of  the  secretary  will 
prepare  and  send  out  notices  of  such  meetings,  prepare  the  proxy  and 
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proxy  Statement,  and  make  all  required  preparations  for  such  meetings. 
Replying  to  stockholder  inquiries  is  a  primary  responsibility,  as  is  the 
matter  of  stockholder  relations. 

Maintenance  of  good  stockholder  relations  is  an  important  responsibil- 
ity of  corporate  officials.  After  all,  the  stockholders  are  the  owners  of  the 
business,  and  their  interest  is  paramount.  Too  often  stockholders  are 
looked  upon  as  outsiders,  although  in  recent  years  there  has  been  a  tend- 
ency toward  greater  communication  between  company  managements  and 
stockholders.  The  secretary  has  an  important  function  in  this  area.  Even 
in  companies  where  he  is  not  expected  to  function  as  the  officer  in  charge 
of  this  activity,  he  should  be  expected  to  keep  those  charged  with  the 
responsibility  constantly  alert  to  opportunities  for  improving  stockholder 
relations. 

Some  years  ago  in  a  listed  company  where  the  supply  of  floating  stock 
was  small,  a  group  of  traders  and  investors  purchased  a  large  block  of  the 
company's  stock  in  the  open  market.  In  fact,  as  a  result  of  these  purchases, 
the  supply  of  the  stock  available  in  the  market  was  practically  exhausted— 
a  not  too  happy  situation.  The  company's  secretary  by  a  close  check  on 
transfers  of  the  stock  was  able  by  a  very  careful  analysis  and  by  making 
some  logical  assumptions  to  perceive  what  was  happening. 

He  took  great  pains  to  learn  the  name  of  the  person  who  was  the 
mainspring  behind  the  activity.  He  established  cordial  relations  with  him 
and  gained  his  confidence.  He  kept  very  careful  tabs  on  his  activity  in  the 
stock.  This  approach  paid  off  ultimately  in  a  most  unusual  way.  The 
secretary  was  finally  able  to  negotiate  on  behalf  of  the  company  a  very 
desirable  purchase  of  the  block  of  stock.  Today  that  stock  is  selling  in  the 
market  at  about  eighteen  times  the  purchase  price. 

Administrative  Duties.  In  addition  to  the  duties  described,  there  is  that 
"gray"  area  mentioned  above.  We  pointed  out  that  the  secretary  spends 
about  27  per  cent  of  his  time  on  administrative  duties.  These  may  include 
supervision  of  promotion  and  advertising  material  directed  to  stock- 
holders' attention;  as  an  assistant  to  the  president,  supervising  the  han- 
dling of  stocks  and  bonds  of  the  corporation;  signing  checks;  determining 
as  a  prime  or  secondary  responsibility  the  extent  of  company  contribu- 
tions to  charity;  maintaining  insurance  coverage;  supervising  trademarks 
and  patents;  and  handling  real  estate  and  tax  matters. 

The  office  of  the  secretary  in  a  majority  of  cases  is  primarily  responsible 
for  maintaining  files  and  records  with  respect  to  contracts,  deeds,  leases, 
and  powers  of  attorney  and  proxies. 

The  office  of  secretary  should  be  held  by  one  who  has  the  ability  and 
the  desire  to  rise  to  a  position  of  even  greater  importance  in  the  corpora- 
tion as  contrasted  with  one  who  will  settle  for  just  being  considered  a 
good  secretary.  This  would  imply  that  he  should  be  the  type  of  individual 
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who  would  be  of  sufficient  breadtfi  to  take  on  lieavier  executive  responsi- 
bilities. 

Presidents  of  many  corporations  fiave  come  up  through  the  office  of 
corporate  secretary.  Some  of  these  are  John  A.  Hill,  Air  Reduction  Com- 
pany, Incorporated;  E.  J.  Hanley,  Allegheny  Ludlum  Steel  Corp.;  Joseph 
A.  Grazier,  American  Radiator  and  Standard  Sanitary  Corporation;  H.  G. 
Bixby,  Ex-Cell-O  Corporation;  James  G.  Leftwich,  F.  \V.  ^Voolworth  Com- 
pany; Edward  J.  Dwyer,  Electric  Storage  Battery  Company;  and  John  A. 
Barr,  Montgomery  Ward. 

Why  Salaried  Counsel? 

In  discussing  the  management  of  the  legal  activity  of  a  companv,  we 
might  first  look  at  the  motives  that  generate  the  employment  of  salaried 
counsel.  These  might  be  that  (i)  such  counsel  is  expected  to  render  a 
superior  service  at  less  cost  than  an  outside  attorney;  (2)  the  corporation 
might  expect  that  its  valued  executives  will  not  be  unduly  tied  up  with 
matters  of  a  legal  nature  with  which  they  may  not  be  familiar;  (3)  prob- 
lems might  be  recognized  at  an  early  stage  and  preventive  measures  taken 
so  that  the  corporation  will  avoid  expensive  and  embarrassing  Htigation 
at  a  later  time;  (4)  business  decisions  might  be  made  more  speedily  and 
with  more  objectivity  if  possible  danger  areas  are  presented  in  advance. 

Qualifications  of  the  Corporate  Attorney.  With  these  motives  in  the  cor- 
porate mind  as  to  the  reason  for  employing  salaried  counsel,  ^vhat  kind 
of  person  should  be  employed?  He  should  be  able  to  cooperate  ^sith 
groups  and  committees.  He  should  be  able  to  go  from  one  unfinished 
job  to  another  with  ability  and  without  annoyance.  He  should  be  pro- 
ficient in  a  variety  of  legal  subjects  and  not  necessarily  expert  in  one.  He 
should  be  a  qualified  legal  draftsman.^ 

In  addition,  such  a  lawyer  probably  should  have  had  some  experience 
as  a  general  practitioner.  Some  trial  and  appellate  work  would  be  helpful. 
but  not  necessary.  An  interest  in  bar-association  activities  and  perhaps 
activity  in  the  political  arena  in  the  territory  where  the  corporation  will 
operate  its  principal  office  would  be  helpful.  Has  he  had  some  experience 
among  Federal  administrative  agencies?  Finally,  is  this  lawyer  for^\ard- 
looking,  and  will  he  form  judgments,  after  broad  consideration,  Avith 
intellectual  integrity?  ^ 

Requirements  of  Corporate  Counsel.  It  is  often  said  that  corporate  execu- 
tives want  a  lawyer  who  will  tell  them  what  they  can  do  and  not  what 
they  cannot  do.  However,  it  is  clear  that  there  are  those  acts  which  are 
patently  illegal  and  those  which  should  not  be  done  although  perhaps 
not  illegal.  A  top  manager  wants  his  lawyer  "to  be  positive  and  con- 

3  G.  H.  Cain,  Harvard  Law  School  Bulletin,  February,  1959. 

4  S.  C.  Smith,  Jr.,  The  Business  Lawyer,  January,  1958,  p.  220. 
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striictive  and  imaginative  and  not  to  be  negative  except  in  the  areas 
where  acts  are  prohibited.  He  should  sketch  the  legal  pitfalls,  point  out 
the  short  and  long  range  consequences  of  error,  and  let  his  client,  thus 
fully  advised,  make  the  business  decision."  ^ 

The  corporate  executive  expects  counsel  to  furnish  competent,  skilled, 
objective,  professional  legal  advice  and  to  be  an  integral  part  of  the 
business,  both  in  the  legal  activities  of  the  company  and  in  the  many 
assignments  which  might  be  essentially  of  a  nonlegal  nature.^ 

Counsel  must  know  the  legal  nature  of  the  corporation  and  the  statu- 
tory law  affecting  it  and  also  the  legal  limitations  and  obligations  of 
officers  and  directors,  so  that  he  may  properly  advise  each  of  his  functions. 
The  corporation  is  concerned  with  the  manufacture  and  sale  of  its  prod- 
uct, and  in  this  respect  corporate  counsel  must  be  acquainted  with  the 
laws  affecting  the  employee— labor,  wage  and  hour,  workmen's  compen- 
sation, and  so  on;  with  the  laws  affecting  the  distribution  and  sale  of  the 
product  such  as  Federal  Trade  Commission,  Robinson-Patman  Act,  and 
Sherman  and  Clayton  Acts;  and  with  the  law  concerning  patents,  trade- 
marks, and  copyrights. 

All  this  cannot  be  expected  of  one  person.  When  I  mention  "counsel," 
I  am  thinking  of  a  legal  department  rather  than  one  person. 

Counsel  must  be  alert  to  advise  when  laws  are  enacted  imposing  re- 
straints requiring  compliance  by  the  corporation.  Not  the  least  important 
is  a  knowledge  of  income  tax  law  as  well  as  state  and  local  tax  laws  and 
regulations.  Counsel  has  to  deal  with  municipal  law  in  local  ordinance, 
zoning,  and  building  restrictions  and  of  course  is  often  dealing  with  the 
law  of  contracts,  tort,  real  and  personal  property,  agencies,  and  trusts. 
Administrative  law  is  a  large  concern.  A  change  in  the  method  of  manu- 
facture may  involve  a  union  contract,  safety-appliance  rules,  and  regula- 
tions of  the  state.  Problems  which  may  not  be  strictly  legal  may  involve 
public  relations  policy."^ 

Counsel  will  be  concerned  that  minutes  will  clearly  set  forth  the  action 
taken  and  will  particularly  evidence  a  consciousness  of  the  pitfalls  to  be 
avoided  in  respect  of  any  act  which  might  draw  the  attention  of  a  gov- 
ernment agency  or  embattled  stockholder  or  aggrieved  competitor. 

A  study  of  the  record  of  proceedings  in  antitrust  actions  reveals  many 
instances  in  which  careless  drafting  of  minutes  has  been  the  cause  of  much 
embarrassment  to  corporate  officials,  and  in  some  instances  decisions  have 
turned  on  this  type  of  evidence.  This  is  especially  pertinent  in  cases  deal- 
ing with  competitive  practices.  Often  the  unfortunate  use  of  a  single  ^vord 

•■^  M.  G.  Geiger,  "The  Lawyer's  Role  in  Industry,"  Dickiuso)i  School  of  Laiv  Cotn'oca- 
tion.  Mar.  16,  1957. 

®  H.  B.  Woodman,  Association  of  the  Bar  of  the  City  of  New  York,  May  13,  1957. 
"^  S.  C.  Smith,  Jr.,  American  Bar  Association  Meeting,  Louisville,  Ky.,  Nov.  9,  1957. 
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or  phrase  in  minutes  has  been  seized  upon  by  government  attorneys  or 
attorneys  for  private  litigants  as  important  evidence  in  estabHshing  a 
claim  of  violation  of  the  antitrust  laws. 

Unfortunately,  in  many  instances,  the  word  or  phrase  in  question  did 
not  properly  describe  the  company's  competitive  activity,  and  more  often 
it  was  used  out  of  context  in  a  sense  never  intended.  In  weighing  evidence, 
it  is  a  fact  that  admissions  developed  in  this  manner  count  most  heavily 
against  the  party  making  them. 

Complex  resolutions  require  a  knowing  hand.  The  corporate  secretary 
will  for  the  most  part  draft  resolutions  which  one  ordinarily  finds  in 
corporate  minutes.  It  is  most  desirable  for  counsel  to  review  all  resolu- 
tions and  minutes  of  meetings  so  that  the  uninitiated  will  not  fall  into 
legal  pits. 

The  record  of  proceedings  in  tax  cases  offers  many  examples  of  deci- 
sions which  have  turned  on  statements  extracted  from  corporate  minutes. 
This  demonstrates  the  need  for  careful  drafting  of  minutes,  so  much  so 
that  it  is  now  the  accepted  practice  to  seek  the  advice  of  a  competent  tax 
man  in  preparing  minutes  which  may  have  tax  implications.  But  it  is  not 
always  easy  to  sense  that  what  may  seem  to  be  an  ordinary  business 
transaction  may  involve  a  serious  tax  question.  Competent  counsel, 
though  not  necessarily  a  tax  expert,  should  possess  the  faculty  of  know- 
ing when  a  tax  question  may  be  present  so  that  expert  advice  in  drafting 
minutes  may  be  obtained. 

Some  years  ago,  a  company  with  which  I  was  connected  was  contem- 
plating the  construction  of  a  new  building.  After  considerable  search,  a 
suitable  site  was  found.  The  transaction  which  ensued  contemplated  an 
exchange  of  the  improved  property  then  occupied  by  the  company  for  the 
new  site  which  was  virtually  unimproved.  However,  the  resolution  pre- 
sented to  the  board  was  to  the  effect  that  the  company  proposed  to  sell 
its  present  property  and  purchase  the  new  property.  At  the  meeting, 
company  counsel  sensed  that  a  tax  quesion  might  be  involved  and  sug- 
gested that  the  point  be  clarified  before  a  vote  was  taken.  AVhereupon  tax 
counsel  was  consulted,  and  he  advised  that  the  minutes  clearly  set  forth 
the  transaction  as  an  exchange.  This  was  done,  and  as  matters  subse- 
quently turned  out,  it  was  a  fortunate  circumstance.  The  point  was  ad- 
vanced by  tax  authorities  that  two  sales  were  involved,  but  this  was 
answered  by  clearly  showing  the  nature  of  the  transaction  as  reflected  in 
the  minutes. 

Areas  of  Legal  Service.  Without  trying  to  enumerate  each  instance 
wherein  counsel  will  find  an  area  for  legal  service,  one  is  as  follows: 

Do  the  officers  and  directors  of  your  company  whose  equity  securities 
are  listed  on  the  New  York  Stock  Exchange  know  that  each  purchase  and 
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sale  must  be  reported  promptly  to  the  Securities  and  Exchange  Com- 
mission? 

This  is  only  one  instance,  of  course,  of  the  need  for  counsel  to  issue 
informative  and  valuable  memorandums  to  directors,  officers,  and  fellow 
employees  in  areas  with  which  they  probably  are  not  familiar. 

Another  instance  of  counsel's  value  to  his  associates  is  illustrated  by 
an  incident  which  occurred  some  years  ago.  At  that  time,  it  became  rather 
prevalent  practice  for  owners  of  office  buildings  in  some  areas  of  the 
country  to  insert  in  leases  clauses  which  had  the  effect  of  increasing  rents 
automatically  if  real  estate  taxes  on  the  property  were  increased.  Quite 
often  the  clause  provided  for  a  reduction  if  taxes  were  decreased,  but  this 
was  looked  upon  as  such  a  remote  possibility  that  many  leases  did  not 
contain  a  reduction  provision.  At  about  this  time,  counsel  for  a  corpora- 
tion which  had  many  branch  offices  throughout  the  country,  noting  the 
trend  toward  such  owner  protective  clauses,  issued  a  memorandum  to 
company  officials  charged  with  the  responsibility  of  negotiating  lease 
terms,  suggesting  that  whenever  leases  contained  such  escalator  clauses, 
they  be  so  written  as  to  provide  for  possible  reductions  in  rent  as  well 
as  increases. 

As  a  result  of  this  precautionary  step,  the  corporation  was  able  to 
save  a  large  sum  of  money  on  one  of  its  leases,  by  reason  of  the  fact  that 
in  the  particular  locality  a  most  unusual  thing  occurred:  real  estate  taxes 
were  substantially  reduced  because  of  a  small  reduction  in  tax  rates 
coupled  with  a  substantial  reduction  in  the  assessed  value  of  the 
property. 

Required  reports  to  administrative  agencies  must  be  accurately  pre- 
pared and  promptly  furnished  on  a  regularized  basis.  Counsel  must  make 
certain  that  all  such  necessary  reports  are  prepared  and  submitted  as 
required. 

Is  your  promotion  and  advertising  department  familiar  with  the  re- 
quirements of  the  Federal  Trade  Commission  in  connection  with  copy 
contained  in  such  material?  Are  the  provisions  of  the  Post  Office  Depart- 
ment concerning  the  contents  of  prospective  mail  promotion  material 
known?  The  diversity  of  legal  matters  to  which  the  corporation  attorney 
is  exposed  is  many-sided. 

Use  of  Outside  Counsel 

The  corporation  attorney  is  not,  of  course,  expected  to  resolve  every 
great  and  complex  problem  which  might  be  of  serious  importance  to  the 
welfare  of  the  company.  Matters  of  a  special  nature,  perhaps  requiring 
litigation,  may  cause  the  corporation  counsel  to  engage  counsel  with  such 
specialized  knowledge.  The  relationship  of  these  two  forces,  the  area  in 


816  ACTIVITY  AREA  MANAGEMENT 

which  each  complements  the  other,  and  the  significance  of  the  corpora- 
tion attorney's  intimate  knowledge  of  corporate  personalities,  customs, 
and  procedures  made  available  to  retained  counsel  will  evidence  the 
cooperation  necessary  to  produce  the  best  result. 

The  decision  to  seek  outside  assistance  is  one  that  must  be  determined 
by  the  head  of  the  legal  department  with  the  proper  corporate  approval. 
There  are  many  considerations  that  go  into  making  such  a  judgment. 

If  the  matter  is  of  unusual  difficulty,  or  one  of  first  impression,  or  one 
in  which  the  interests  of  the  company  are  clearly  affected,  then  the  need 
for  outside  counsel  becomes  greater  and  the  desirability  of  a  double  check 
becomes  apparent.  Two  heads  may  well  be  better  than  one  whenever  the 
legal  question  is  obviously  debatable  or  of  unusual  importance.  The 
double  check  is  helpful  where  there  is  commercial  pressure  or  personal 
involvement  in  order  to  help  corporate  counsel  retain  (or  obtain)  an 
objective  viewpoint.  There  is  the  possibility  that  the  second  lawyer  mav 
see  something  in  the  situation  which  the  first  one  overlooked,  therebv 
enabling  the  team  to  recommend  the  position  that  the  corporation  desires 
to  hold. 

If  a  corporate  official  or  member  of  the  board  of  directors  is  personallv 
involved  in  the  legal  issue,  the  advisability  of  enlisting  retained  counsel 
is  even  clearer.  This  would  also  apply  to  legal  questions  arising  in  con- 
nection with  stock  options,  deferred-compensation  agreements,  pension 
plans,  or  other  matters  in  which  the  company  counsel  might  have  a  per- 
sonal interest.  Regardless  of  whether  that  interest  is  the  same  as  the 
corporation's  interest  or  different  from  it,  outside  counsel's  advice  ought 
to  be  sought  to  obtain  not  only  objectivity  but  assurance  to  shareholders 
that  the  corporation's  best  interests  were  given  undivided  attention. ^^ 

I  recall  quite  clearly  an  incident  which  occurred  some  twenty  years  ago 
in  a  listed  corporation  which  had  a  competent  legal  and  tax  counsel  on 
its  executive  staff.  The  board  had  reached  a  decision  whereby  the  com- 
pany would  enter  into  a  contract  with  the  president  which  would  provide 
for  his  employment  over  a  period  of  years  at  a  stipulated  annual  com- 
pensation. In  addition,  the  contract  would  provide  that  the  officer  share 
in  the  profits  of  the  company  on  the  basis  of  a  percentage  of  its  profits 
in  excess  of  an  established  base.  Such  additional  compensation  would, 
however,  be  payable  over  a  period  of  years  after  the  expiration  of  the 
contract  term. 

The  officer  in  question  was  a  fairly  sizable  stockholder  of  the  company. 
The  corporate,  financial,  and  tax  considerations  involved  in  this  arrange- 
ment were  such  that  company  counsel  readily  concluded  that  it  ^vould  be 
unwise  from  a  corporate  standpoint  to  rely  entirely  upon  his  o^vn  judg- 
ment of  the  scope  and  terms  of  the  contract,  partly  because  he  was  an 

8  Leon  E.  Hickman,  The  Business  Lawyer,  July,  1959,  pp.  925,  930,  931. 
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employee  and  therefore  somewhat  beholden  to  the  chief  executive  officer. 
He  therefore  wisely  called  in  outside  counsel. 

In  this  manner,  the  company  derived  the  benefit  of  the  advice  of  wholly 
independent  counsel  with  broad  experience  in  dealing  with  such  matters. 
Numerous  valuable  suggestions  were  made  which  had  the  effect  of  keep- 
ing the  arrangement  within  reasonable  and  wholly  defensible  bounds. 
Furthermore,  numerous  changes  were  effected  in  the  contract  to  buttress 
it  against  possible  attacks  from  a  legal  and  tax  standpoint. 

As  a  result,  although  the  contract  was  subjected  a  number  of  times  to 
close  scrutiny  in  order  to  detect  loopholes  which  might  have  formed  a 
basis  for  attack  from  interested  stockholders  and  the  tax  authorities,  it 
subsisted  unchanged  throughout  the  entire  period  of  its  existence. 


^  PART    SEVEN 

Other  Aspects  of  Top  Management 


Clarence  Francis 

CHAIRMAN  OF  THE  BOARD, 

STUDEBAKER-PACKARD 

CORPORATION 


The  oil  industry's  loss  was  the  food  industry's  gain  when  young 
Clarence  Francis,  applying  for  a  summer  job  in  igo-] ,  was  directed  to 
the  wrong  office.  Mr.  Francis's  intention  was  to  get  a  job  with  the 
StandarcCoil  Company.  Instead,  he  found  himself  talking  with  the 
secretary  of  Corn  Products  Refining  Company,  which  also  had  offices 
in  the  Standard  Oil  Building  at  26  Broadway,  New  York. 

He  was  hired  on  the  spot  and  did  such  a  good  job  that  after  his 
graduation  from  Amherst  in  1910  he  was  given  a  permanent  job  sell- 
ing foodstuffs.  A  natural  salesman,  Mr.  Francis  rose  rapidly  through 
the  ranks.  By  1914  he  was  district  sales  manager  in  Detroit.  In  1919 
he  went  to  Ralston  Purina  Company  in  St.  Louis  as  national  sales 
manager  of  the  cereal  division.  In  1924  he  became  domestic  sales 
manager  of  the  Postum  Company,  the  nucleus  around  which  General 
Foods  was  formed  in  1929. 

Between  1924  and  1943,  when  Mr.  Francis  was  elected  chairman  of 
General  Foods,  he  was,  successively,  vice  president  and  director  of  Post 
Products,  1924-1927;  president.  Post  Products,  192J-1929:  vice  pres- 
ident, sales.  General  Foods  Corporation,  1929-1931:  executive  vice 
president.  General  Foods,  193^-^935-^  president,  193^-1943:  chairman, 

1943-1954-  ,  ,      . 

Since  retiring  as  chairman  in  1934,  Mr.  Francis  has  been  even  busier 
than  before,  working  on  the  numerous  committees  and  boards  to  which 

he  belongs. 

Perhaps  one  of  his  most  important  activities  was  his  chairmanship  of 
the  Citizens  Committee  for  the  Hoover  Report.  Under  Mr.  Franciss 
leadership,  this  committee  carried  out  an  extensive  and  effective  edu- 
cational campaign  for  public  and  political  support  of  the  recommenda- 
tions of  the  Hoover  Commission,  with  the  result  that  many  of  them 
■were  enacted   into  law  or  adopted   through  executive  action.    These 

Photo  by  Karsh,  Ottawa 
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recommendations  are  credited  with  saving  the  taxpayers  of  the  country 
billions  of  dollars  through  streamlining  the  Federal  government. 

For  the  past  five  years  Mr.  Francis  has  served  as  Special  Consultant 
to  President  Eisenhower  and  is  chairman  of  an  Intra-agency  Com- 
mittee on  Agricultural  Surpluses  in  the  executive  branch  of  the 
government.  Another  of  his  major  current  interests  is  the  Lincoln 
Center  for  the  Performing  Arts  in  New  York,  of  which  he  is  chairman 
of  the  fund-raising  committee. 

He  is  an  active  director  of  many  leading  corporations,  such  as  the 
Air  Reduction  Company,  Bendix  Aviation,  The  Mead  Corporation, 
Mutual  Life  Insurance,  Northern  Pacific  Railway,  Smith-Corona  Mar- 
chant  Inc.,  United  States  Rubber,  and  others. 

Mr.  Francis  is  a  staunch  advocate  of,  and  effective  spokesman  for, 
competitive  capitalism.  He  believes  that  a  free  economy  is  ''the  basic 
source  of  individual  liberty."  Intensely  interested  in  "human  relations," 
Mr.  Francis  initiated  liberal  and  forward-looking  employee  policies 
while  at  the  helm  of  the  nation's  largest  food  concern,  the  aim  of 
which  ivas  "high  production  at  low  cost-with  benefits  distributed 
equitably  among  employees,  stockholders,  and  the  public." 

In  his  spare  time  he  likes  to  go  on  hunting  and  fishing  expeditions 
in  the  Canadian  luilds.  He  and  Mrs.  Francis  live  in  Bronxville,  New 
York,  where  he  is  active  in  civic  affairs. 

March,  i960 


CHAPTER    38 


Top  Management  and 
the  Board  of  Directors 


What  is  the  function  of  the  board  of  directors?  What  is  the  role  of  the 
individual  director?  What  is  the  relationship  of  top  management  to  the 
board? 

In  textbook  terms,  these  questions  are  easy  to  answer.  But  in  the  fast- 
moving  economy  of  today,  the  textbook  answers  are  just  a  starting  point. 

Let  us  first,  however,  set  out  the  framework  within  which  the  more 
complex  aspects  of  the  problem  may  be  explored. 

Most  corporate  organization  charts  show  the  board  of  directors  at  the 
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top,  ^vith  the  president,  just  beneath,  reporting  to  the  board.  A  few  charts 
go  further  and  place  the  stockholders  in  first  position,  the  board  second, 
and  the  president  third. 

Either  type  is  perfectly  in  keeping  .vith  basic  theory.  According  to  law 
and  custom,  the  stockholders  elect  a  board.  The  board  protects  the  in- 
terests of  the  stockholders  by  determining  policy,  selecting  competent 
management,  and  reviewing  the  actions  of  management  in  accordance 

with  the  policy.  ^ 

It  is  assumed,  therefore,  that  the  members  of  the  board  are  men  of 
experience,  judgment,  and  integrity.  They  will,  of  course,  guard  against 
anything  resembling  mismanagement  or  misfeasance  in  the  conduct  of  the 
company's  affairs.  On  the  positive  side,  they  will  contribute  to  the  progress 
of  the  enterprise  in  a  number  of  Avays  and  they  -snll  give  support  to  man- 
agement in  every  .vise  proposal  for  the  sound  gi-o.vth  of  the  company. 

It  is  assumed  also  that  management  .viU  keep  the  board  fuUv  informed 
concerning  the  company's  operations,  take  the  board  into  its  confidence, 
and  defer  to  the  board's  collective  judgment  if  a  controversv  concerning 

policy  arises.  ..  ,     r  .1 

There  vou  have,  in  outline,  a  practically  perfect  formula  for  a  smooth- 
working  relationship  which  is  bound  to  result  in  continuous  success  and 
prosperity.  In  practice,  ho.vever,  you  ha.e  to  make  allo.vance  for  manv 
variables.  Companies  are  human  institutions,  after  all.  Thev  differ  great  y 
in  character  and  organization  and  in  the  personalities  of  the  individuals 

who  operate  them. 

The  practical  problem,  then,  may  be  stated  thus;  Hoav  do  .ou  get  a 
board  that  is  alert,  creative,  and  responsive-anvthing  but  a  '  rubber 
stamp  "  in  fact-and  at  the  same  time  give  management  all  the  oppor- 
tunity, flexibilitv,  and  freedom  it  needs  to  do  the  best  possible  job.- 

This  question  is  a  great  deal  more  important  todav  than  it  .vas  thiit. 
or  forty  years  ago.  One  factor  is  the  increasinglv  "public"  nature  of  cor- 
porate ownership,  which  increases  the  responsibilitv  of  both  board  and 
management.  Another  is  the  increasing  responsibilit."  of  the  corporation 
itself  as  a  vital  element  in  the  whole  national  econom.'. 

Once  we  might  have  said,  "The  sole  goal  of  board  and  management 
is  simply  to  operate  the  companv  at  a  profit-period.''  That  is  stdl  the 
first  goal,  and  any  failure  to  achie.e  it  is  a  failure  in  all  other  areas.  But 
it  is  no  longer  the  only  goal.  \Ve  must  no.v  recognize  the  triple  responsi- 
bility of  providing  a  fair  return  to  the  investor,  a  fair  reward  to  the 
employee,  and  a  steadily  increasing  value  to  the  consumer. 

io  company  can  really  be  regarded  as  successful  todav,  in  m."  opinion, 
unless  it  constantly  keeps  in  balance  the  interests  of  these  three  groups. 
I  am  not  unmindful  of  the  fact  that  neither  the  directors  nor  the  man- 
agement bear  much  personal  financial  responsibility,  under  corporate 
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law,  for  the  success  or  failure  of  an  enterprise.  I  am  speaking  instead  of 
moral  responsibility,  the  wise  stewardship  of  our  corporations  as  sources 
of  strength  in  the  world  struggle  for  peace  and  freedom. 

COMPOSITION  OF  THE  BOARD 

Let  us  assume  or  hope,  at  any  rate,  that  this  concept  of  responsibility 
is  shared  by  board  and  management  alike.  What,  then,  about  the  actual 
composition  of  the  board?  How  many  of  what  sort  of  people  do  we  need? 
Should  there  be  "outside"  as  well  as  "inside"  directors?  If  so,  which  should 
predominate?  Many  exhaustive  and  excellent  studies  have  been  made  of 
this  question.  They  show  that  outside  directors  are  more  the  rule  than 
the  exception  nowadays.  Yet  it  is  still  contended  in  some  quarters  that 
an  inside  board  is  sufficient.  Some  companies  still  operate  very  success- 
fully on  this  basis. 

From  my  own  experience,  study,  and  observation  on  both  sides  of  this 
particular  fence,  however,  I  have  come  to  the  conclusion  that  outside 
board  members  are  not  only  desirable  but  necessary  and  that  they  should 
be  in  the  majority. 

For  one  thing,  modern  management  should  not  "report  to  itself,"  so 
to  speak.  Even  the  ablest  and  most  conscientious  administrators  should 
be  subject  to  certain  checks  and  balances.  Second,  technically  and  in  fact, 
the  board  should  be  in  both  the  hiring  and  firing  position  or  it  cannot 
properly  discharge  its  responsibility  to  the  stockholders. 

But  there  is  another  and,  in  many  respects,  more  important  reason. 
Directors,  properly  chosen,  can  add  a  significant  "plus"  to  successful 
corporate  operation.  They  can,  at  small  cost  to  the  company,  bring  many 
specialized  skills  and  knowledges  to  bear  on  corporate  problems.  They 
have  experience,  contacts,  and  information.  They  generate  ideas.  They 
ask  useful  questions.  They  can,  in  short,  step  up  the  pace  of  corporate 
development  very  significantly. 

Now  how  do  we  go  about  making  up  a  well-balanced  board?  It  is  rather 
hard  to  generalize,  beyond  a  certain  point  of  course,  because  of  the 
functional  differences  of  various  businesses.  For  example,  a  company  that 
provides  services,  such  as  a  bank,  an  investment  trust,  or  an  insurance 
company,  does  not  need  quite  the  same  sort  of  advisory  services  as  those 
required  by  a  company  which  manufactures  products.  Still  the  broad 
principles  are  pretty  much  the  same. 

Management  Members  of  the  Board 

Let  us  consider  the  insiders  first.  If  there  is  only  one  place  for  manage- 
ment on  the  board,  it  obviously  should  go  to  the  chief  executive.  There 
probably  should  also  be  added  the  officer  next  in  command.  This  provides 
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excellent  insurance  and  adds  to  the  experience  and  understanding  of  the 

"runner-up." 

In  larger  companies  where  operations  are  largely  diversified,  there 
might  be  added  a  select  few  of  the  major  "staff"  executives  or  general 
managers  of  large  decentralized  units.  Alternatively,  some  of  these  other 
officers  could  be  brought  to  board  meetings  without  actually  serving  as 
directors.  Their  attendance  at  regular  intervals  gives  them  insight  into 
the  viewpoint  of  others.  Moreover,  it  gives  the  directors  a  better  oppor- 
tunity to  know  and  evaluate  the  top  management  team  as  a  whole. 

"Outsiders"  on  the  Board 

Now  for  the  outside  membership.  Business  management  involves  many 
distinct  activities  such  as  finance,  construction,  purchasing,  engineering, 
manufacturing,  advertising,  selling,  distribution,  insurance,  credit,  labor 
relations,  public  relations,  personnel  relations,  compensation  incentives, 
fringe  benefits,  legal  and  governmental  relations,  foreign  relations,  tax- 
ation, and  research  for  new  methods,  new  product  uses,  and  new  products. 
These  and  many  other  specialized  functions  present  themselves  as  almost 
daily  management  problems,  but  in  varying  degrees  of  magnitude,  depend- 
ing on  the  individual  company.  Thus  the  "ideal"  board  .vould  have  to 
be  to  some  extent,  "tailor-made."  In  general,  however,  the  follo^ang 
classifications  might  be  considered  for  desirable  board  material: 

Finance:  men  with  commercial  banking  experience  coupled  with  broad 
understanding  of  management 

Administration:  successful  operators  of  business  enterprises  with  records 
of  growth  and  contribution  to  the  national  welfare 

Research:  men  of  experience  and  stature  capable  of  revie.ving  and 
stimulating  research  activities,  evaluating  men,  and  recommending  ac- 
cordingly 

Economics:  qualified  specialists  capable  of  analyzing  present  trends  and 
with  recognized  ability  in  forecasting  future  developments 

Labor  relations:  objective  observers  of  labor  trends  coupled  ^nth  prac- 
tical experience  in  negotiation 

Promotion:  someone  capable  of  evaluating  on  a  broad  scale  the  pro- 
motional activities  of  the  company 

Manufacturing:  administrators  or  engineers  with  a  kno.vledge  of  manu- 
facturing techniques 

Certainly  I  have  seen  some  brilliant  contributions  made  by  scientists 
and  scholars  who,  as  board  members,  greatly  stimulated  research  activi- 
ties- by  economists  whose  profound  perceptions  helped  greatly  in  the 
formulation  of  sound  policy;  by  labor  relations  experts,  business  educa- 
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tors,  and  many  other  specialists  whose  own  immediate  concerns  would 
seem  to  be  remote  from  the  everyday  concerns  of  management. 

Still  other  elements  might  be  considered  for  board  membership.  To 
represent  the  public  and  to  bring  an  exceptionally  objective  view  to  the 
board,  a  college  president  or  clergyman  might  qualify.  To  get  the  women's 
viewpoint,  I  suspect  that  the  best  way  would  be  to  get  a  capable  woman. 
If  the  company  has  extensive  dealings  with  the  government,  experience 
there  might  be  indicated,  and  so  on. 

Perhaps  it  might  pay  the  chief  executive  to  do  a  little  dreaming  occa- 
sionally. He  might  formulate  his  ideal  board,  compare  it  with  the  one 
he  has,  and  then  see  how  close  he  can  come  to  achieving  it.  It  seems 
obvious  that  a  good  management  is  entitled  to  a  good  board.  A  first-rate 
chief  executive  can  and  will  have  one,  though  it  often  takes  courage, 
imagination,  and  tact  to  make  corrections. 

Age  and  Length  of  Service 

Now  let  us  consider  the  question  of  age  and  length  of  service.  Times 
do  change;  people  age  both  physically  and  mentally,  and  directors  are 
no  exception.  It  is  very  difficult  to  replace  a  man  who  has  contributed 
much  in  his  earlier  years.  But  it  seems  essential  in  this  fast-moving  age 
that  boards  as  well  as  management  be  kept  vigorous  and  proficient. 
Competition  is  no  longer  contained  within  the  borders  of  the  United 
States  as  an  intramural  activity.  Not  only  the  world,  but  even  outer  space, 
is  the  playing  field.  Keen  and  competent  people  must  continuously  be  in 
command  if  we  are  to  win  the  game  in  the  battle  of  the  century. 

To  keep  standards  of  board  membership  high,  several  procedures  sug- 
gest themselves.  New  blood  can  be  added  by  increasing  the  size  of  the 
board  while  retaining  the  less  alert  members.  Obviously,  however,  that 
method  cannot  be  continued  indefinitely.  In  some  companies,  directors 
are  being  elected  for  a  term  of  a  limited  number  of  years  and  also  for  a 
limited  number  of  terms.  Compulsory  retirement  at  a  specified  age  is  also 
being  tried. 

Perhaps  after  reaching  a  certain  age,  directors  should  submit  their 
resignations  to  take  effect  at  the  will  of  the  chief  executive  and  the 
executive  committee  without  embarrassment.  It  may  well  be  that  the  best 
service  a  director  could  render  would  be  to  retire  voluntarily,  but  it  is 
most  difficult,  if  not  impossible,  to  be  objective  about  one's  self.  Conse- 
quently a  little  nudging  is  advisable.  More  than  nudging,  however,  may 
be  required.  It  isn't  easy,  but  sooner  or  later  every  chief  executive  has  to 
face  up  to  the  harsh  necessity  of  requesting  resignations. 

In  many  corporations,  operating  vice  presidents  are  members  of  the 
board,  and  generally,  upon  retirement  from  the  company  for  age  or  for 
other  reasons,  they  also  retire  automatically  from  the  board  in  order  to 
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make  room  for  their  successors.  This  makes  it  unnecessary  to  increase 
the  size  of  the  board  and  preserves  the  balance  between  outside  and 
inside  membership.  Where  this  rule  of  automatic  withdrawal  has  not 
been  in  effect,  difficulties  have  arisen.  To  ease  the  transition  somewhat, 
retired  directors  might  be  designated  "emeritus." 

This  whole  problem  of  age  is  a  knotty  one.  Directorships,  after  all,  are 
"wisdom"  jobs,  and  a  specific  age  is  not  always  a  reliable  criterion  of 
mental  capacity.  I  have  had  the  privilege  of  board  membership  with  the 
late  John  W.  Davis,  keen  and  alert  well  into  his  eighties.  It  has  also  been 
my  honor  to  work  closely  with  Herbert  Hoover,  who  at  eighty-six  years 
of  age  is  able  to  match  wits  with  men  of  any  age.  But  these  are  notable 
exceptions.  The  trend  today  is  toward  the  compulsory  retirement  of 
operating  personnel.  It  is  possible  that  the  same  principle  may  be  applied 
to  board  directors  but  at  a  later  age-five  to  ten  years  later  than  the  time 
set  for  the  retirement  of  operating  personnel. 

WORKINGS  OF  THE  BOARD 

Well,  at  any  rate,  let  us  assume  that  we  now  have  a  good  board-a 
harmonious  board,  composed  of  men  whose  experience,  judgment,  knowl- 
edge, and  character  will  supplement  the  ^voYk  of  the  management,  con- 
tribute to  policy,  and  generally  encourage  the  growth  and  strength  of 
the  company. 

That's  quite  an  assumption!  Such  a  happy  situation  is  far  from  uni- 
versal. I  have  heard  of  boards  where  each  and  every  director  does  the 
bidding  of  the  president  or  out  he  goes.  That's  the  last  degree  of 
"rubber  stamping"  and,  while  very  difficult  to  correct,  should  not  be 
permitted  to  exist.  Dictatorship  can  be  as  costly  to  a  companv  as  to 
a  country. 

On  some  boards,  one  will  find  drones  of  the  "me  too"  varietv  who  serve 
for  business  or  social  advantage;  they  take  all  and  do  little.  Then  there 
are  some  very  capable  men  who  perform  wonderfully  .vhen  invited  but 
who  seldom  volunteer.  There  are  others  .vho  ahvays  have  the  correct 
time  and  may  be  relied  upon  to  start  a  meeting  promptlv.  There  are 
some  who  cannot  hear  properly.  There  are  those  .vho  ah.ays  fear  the 
worst.  There  are  sure  "second-guessers,"  .vho  never  make  mistakes  because 
they  never  take  the  lead  in  anything.  There  are  even  some  ^vho  .vould  put 
the  dollar  mark  above  principle,  and  others  who  ^vill  compromise  to  avoid 
difficulty  but  in  so  doing  establish  costly  precedent. 

Fortunately,  these  are  exceptions.  Usually  they  are  Av^eeded  out  before 
they  can  do  much  harm.  Once  in  a  great  while,  of  course,  a  genuine 
"maverick"  appears,  positively  unbranded  and  positively  out  of  control. 
\n  experience  of  that  kind  is  unforgettable.  I  recall  a  man  who  became 
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a  very  large  stockholder  in  a  company  and  demanded  a  place  on  the 
board— and  I  mean  demanded.  Ultimately  his  will  prevailed,  and  he 
joined  the  board.  He  was  one  o£  the  brainiest  men  I  have  ever  known,  but 
he  seemed  to  question  everyone's  ability,  honesty,  and  intentions.  He 
insisted  on  having  the  minutes  show  his  disagreement  on  minor  and  major 
points.  Normally  calm  men  became  irritated.  Personal  brickbats  were 
thrown.  Harmony  did  not  exist. 

Now  not  for  a  moment  would  I  have  it  supposed  that  I  consider  differ- 
ences of  opinion  unhealthy.  Quite  the  contrary.  But  a  total  disregard  of 
the  opinions  of  your  fellow  man,  which  was  the  case  here,  is  scarcely 
conducive  of  the  best  results.  It's  difficult  while  it  lasts,  but  eventually 
the  president  gets  the  solid  backing  of  the  other  directors  and  the  situation 
clears.  It  most  assuredly  did  in  this  instance,  for  the  gentleman,  a  "maver- 
ick" no  longer,  is  an  excellent  director  today. 

Motivation  of  Board  Members 

Sometimes  I  am  asked  about  the  motivations  of  directors.  The  vast 
majority  of  board  members  with  whom  I  have  come  in  contact— and  I  am 
positive  that  my  experience  is  typical— are  men  serving  not  for  the  fee, 
nor  for  personal  financial  gain,  nor  for  inside  information  on  which  to 
make  a  scoop,  nor  for  publicity.  Rather,  they  want  sincerely  to  contribute 
to  the  well-being  of  the  business  and  thus  discharge  to  a  degree  their  ob- 
ligation to  the  society  in  which  it  has  been  their  privilege  to  live  and 
which  has  treated  them  so  bountifully. 

The  "twenty  dollar  gold  piece"  payment  is  gone  with  the  "good  old 
days,"  but  the  very  much  higher  fees  of  today  do  not  compensate  a  direc- 
tor completely  for  conscientious  service,  nor  are  they  ever  likely  to. 
Satisfactions,  derived  from  services  rendered,  make  up  the  deficit.  That  is 
not  to  say,  however,  that  compensation  is  to  be  disregarded.  There  are 
several  ways  of  payment,  such  as  fee  for  attendance  only  at  either  board 
or  committee  meetings,  a  fee  for  attendance  plus  a  fee  paid  monthly  or 
quarterly,  or  an  annual  fee  covering  all  meetings.  I  have  heard  long  dis- 
cussions on  the  merits  of  each  of  these  methods,  but  my  experience 
indicates  that  each  works,  and  with  about  the  same  effectiveness.  The 
trick,  as  I  see  it,  is  to  pay  enough  to  make  the  members  feel  you  appre- 
ciate their  services  and  to  encourage  their  attendance.  To  this  extent, 
financial  compensation  does  have  its  influence. 

The  Board  Chairman 

Another  interesting  question,  permitting  of  various  approaches,  is  that 
of  board  chairmanship.  The  chairman  of  the  board  may  be  the  chief 
executive  of  the  corporation  and  carry  the  title  of  chairman.  He  may  be 
the  president  of  the  corporation  and  chief  executive  and  also  serve  the 
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board  as  its  chairman.  He  may  be  a  person  not  in  the  employ  of  the  com- 
pany. .  , 
Having  served  in  one  of  the  above  positions  and  havmg  been  retired, 
I  cannot  be  sure  of  objectivity  in  considering  what  the  best  procedure  is, 
but  my  observation  and  study  lead  me  to  the  conclusion  that  the  stock- 
holders' interest  is  best  served  by  a  chairman  of  the  board  who  is  not, 
and  never  was,  in  the  employ  of  the  company.  This  is  only  logical  if  you 
happen    to   believe    that    outside   members    should    constitute    a    board 

majority.  i    i    i     ^ 

With  the  over-all  responsibility  for  capable  management  clearly  lodged 
in  the  board,  it  would  seem  that  if  any  board  member  had  any  doubts  or 
misgivings  about  management  performance,  he  would  be  much  more  apt 
to  express  himself  to  an  outside  chairman  than  to  management  itselt. 
Giving  vent  to  one's  views  to  a  chairman  of  wisdom  and  human  under- 
standing can  have  many  effects,  mostly  beneficial,  particularly  when  im- 
portant deficiencies  require  correction.  If  the  problem  is  one  of  incom- 
petency in  the  top  management  echelon,  corrective  action  can  be  effected 
more  readily  and  effectively  by  an  outside  chairman.  It  should  be  the 
responsibility  of  such  a  chairman,  occasionally,  to  revie^v  with  other  out- 
side members  of  the  board  their  judgment  of  management. 

I  am  not  theorizing  on  this  important  point.  I  am  speaking  from  ex- 
perience What  generally  happens  is  that  at  first  one  director  becomes 
uneasy  about  the  management,  decides  to  investigate,  and  confirms  his 
opinion.  When  convinced  that  something  is  wrong  and  needs  correction, 
the  doubting  director  expresses  his  fears  to  the  chairman.  That  causes 
the  chairman  to  concentrate  on  the  problem.  Before  long  several  outside 
directors  are  alerted.  After  a  reasonable  period,  a  small  group  of  outside 
directors  is  asked  to  meet  with  the  chairman.  Rumors,  hearsay,  and  facts 
are  given  proper  grading.  The  conclusion  is  reached  that  management 
must  be  strengthened.  Procedure  is  agreed  upon,  and  action  taken.  No 
one  other  than  those  present  at  the  meeting,  including  the  members  ot 
management  involved,  is  aware  of  what  has  transpired.  Thus  a  difficult 
matter  is  handled  with  minimum  personal  pain,  the  interests  of  the  stock- 
holders are  served,  and  the  company  is  improved. 

Length  and  Frequency  of  Meetings 

Now  what  about  the  length  and  frequency  of  board  meetings?  Manv 
boards,  in  formal  session,  dispose  of  their  business  so  quickly  that  an 
uninformed  observer  would  be  appalled.  He  might  conclude,  m  fact,  that 
the  meeting  was  completely  regimented  and  the  action  rubber-stamped 
in  the  barest  compliance  with  the  law. 

But  let's  go  back  of  the  scenes  and  learn  about  the  preparation  preced- 
ing such  a  board  meeting. 
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Practically  every  board  member  is  a  member  of  at  least  one  committee; 
some  members  will  serve  on  more  than  one.  There  are  various  types  of 
committees,  such  as  executive,  which  alternates  its  meetings  with  that  of 
the  full  board  and  is  authorized  to  act  for  the  board.  In  addition,  there 
may  be  and  usually  are  some  of  the  following  committees:  operations, 
financial,  auditing,  real  estate  and  investment,  research  and  development, 
new  business,  marketing,  manufacturing,  personnel  and  public  relations, 
compensation,  incentives,  government  contact,  and  foreign  operations. 

The  activities  of  each  committee  will  vary  somewhat  according  to  the 
particular  company.  The  important  thing  is  that  there  are  such  commit- 
tees giving  close  attention  to  specialized  activities  of  the  company. 

Each  committee  is  provided  with  sufficient  data  to  enable  it  to  deal 
intelligently  with  the  subject  at  hand.  Each  committee  as  a  general  rule 
meets  at  regular  intervals  prior  to  full  board  meetings.  Each  takes  action 
and  makes  recommendations.  Minutes  of  the  meetings  are  prepared,  and 
importantly,  either  these  minutes  are  sent  to  board  members  or  they  are 
presented  at  the  board  meeting  before  action  is  requested. 

These  reports,  minutes,  financial  data,  executive  advice,  and  agenda 
all  add  up  to  a  considerable  amount  of  "homework."  A  study  of  these 
data  will  be  quite  revealing  to  management  itself,  confirming  or  challeng- 
ing assumptions  and  raising  pertinent  and  important  new  questions. 

In  these  meetings,  management  should  take  the  initiative  in  proposing 
action  or  in  seeking  advice.  It  is  also  management's  duty  to  inform  fully 
and  completely  in  order  to  give  the  complete  premise  on  which  to  base 
judgment. 

Functions  of  Board  Committees 

Committee  meetings  usually  are  attended  by  those  members  of  the 
management  who  carry  the  responsibility  of  the  particular  activity  under 
discussion.  Thus  the  talents  of  certain  board  members  are  combined  with 
those  of  management  in  order  to  produce  the  best  possible  operation. 

In  my  observation,  the  executive  who  truly  wants  the  best  help  and 
advice  from  his  directors  gives  them  plenty  of  material  for  study.  Facts 
and  figures  are  mailed  periodically;  results  of  studies  and  research  on 
many  problems  are  supplied  for  informational  reasons  and  often  for 
advice;  special  bulletins  are  sent  to  sales  and  other  departments,  and 
company  newspapers  are  distributed  in  order  to  familiarize  the  board 
with  the  general  conduct  of  operations.  Full  financial  statements  are 
often  sent  out  in  advance  of  meetings,  where,  of  course,  they  will  always 
be  discussed  in  detail.  Sometimes  the  chief  executive  also  sends  comments 
and  interpretations  not  readily  detected  in  figures. 

Committees  usually  function  best  when  leadership  is  demonstrated  by 
the  chief  executive.  If  he  makes  it  clear  that  he  really  does  want  advice 
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and  that  the  subject  is  important,  he  will  be  off  to  a  good  start.  After  that, 
with  a  carefully  prepared  agenda,  adequate  presentation  of  facts,  regular 
meetings,  and  regular  reporting,  good  results  will  follow. 

At  this  point  let  me  add  a  word  of  caution.  The  role  of  the  board 
committee  is  essentially  advisory,  and  its  members  should  take  care  not  to 
usurp  the  authority  and  responsibility  of  the  management.  They  work  of 
necessity  in  the  "gray  zone,"  and  an  incorrect  notion  of  their  own  author- 
ity can  easily  lead  to  confusion.  When  the  point  of  decision  is  reached, 
there  never  should  be  any  doubt  as  to  who  is  boss. 

Each  committee  will  deal  with  its  own  problems,  but  perhaps  it  might 
be  of  interest  to  highlight  the  questions  that  may  be  considered  by  a 
typical  group.  Let  us  take  sales,  marketing,  promotion,  or  whatever  you 
care  to  call  it,  as  an  example. 

At  such  a  meeting,  called  well  in  advance,  there  should  be  the  outside 
committee  members,  the  chief  executive  or  ex-officio  member,  and  those 
invited  members  of  management  such  as  staff  officer  of  sales,  the  sales 
manager  or  managers,  and  the  marketing  and  merchandising  men,  fullv 
equipped  with  charts,  diagrams,  and  figures. 

An  executive,  rather  than  a  sales  approach,  has  been  requested.  In  other 
words,  the  management  is  not  present  to  "sell"  something  to  the  commit- 
tee, but  rather  to  present  the  problem  or  the  proposition,  to  give  both 
the  pros  and  cons,  to  seek  advice  and  confirmation  of  recommendations 
and  procedures.  On  the  agenda  will  be  subjects  such  as  the  follo^ving: 

Products:  Directors  will  ask  some  very  pertinent  questions  on  their 
competitive  quality.  What  research  is  being  done  to  improve  them  and  to 
increase  values?  What  are  the  potentials  for  growth  for  each?  AVhich  ones 
will  lend  themselves  to  the  quickest  development? 

Competition:  What  is  the  trend  of  the  industry  and  what  is  our  relation 
to  that  trend?  Why?  Are  we  holding,  losing,  or  increasing  our  share  of 
the  market?  What  are  the  possibilities  of  new  products,  and  where  are 
the  markets? 

Pricing:  Are  we  competitive?  Are  net  returns  adequate  in  relation  to 
funds  employed?  Are  margins  too  great,  thus  inviting  competition  to  step 
in  under  the  umbrella? 

Distribution:  Where  are  our  outlets?  Are  they  adequate  in  location, 
quantity,  and  quality?  What  about  inventories?  Are  we  vulnerable  be- 
cause of  too  large  a  percentage  of  volume  in  the  hands  of  too  few  cus- 
tomers? 

Organization:  What  is  the  setup?  Are  we  directing  our  efforts  toward 
the  greatest  potentials?  Have  we  an  adequate  staff?  What  training  is 
provided? 
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Forecast:  What  is  the  forecast  of  sales  for  the  next  twelve  months? 
(Each  product  forecast  when  taken  in  its  relation  to  its  past  trend  and  the 
competitive  trend  will  raise  a  series  of  questions.) 

Covering  so  much  ground  could  Avell  and  profitably  consume  hours  of 
preparation  as  well  as  hours  in  meeting.  So  let  me  strike  another  note  of 
caution  here.  Meetings  of  this  kind  should  not  be  so  frequent  that  they 
actually  interfere  with  operations. 

There  are  other  kinds  of  operational  meetings  which  are  generally  held 
monthly  and  last  a  much  shorter  time.  For  these,  the  members  are  sup- 
plied regularly  with  figures  designed  to  be  quite  informative  and  subject 
to  practical  interpretation.  At  these  meetings  the  statements  are  discussed, 
questions  are  asked,  and  any  special  recommendation  considered.  This 
type  of  meeting  is  characteristic  of  most  well-organized  and  successful 
companies  today. 

For  illustration,  here  are  just  a  few  of  the  questions  which  might  be 
brought  before  the  various  committees: 

Financial:  What  is  our  current  cash  position?  How  do  actual  results 
compare  with  budget?  What  is  the  forecast  of  operational  and  capital 
needs  for  the  next  twelve  months  or  longer?  How  is  our  excess  cash  being 
invested?  When  will  we  need  more  permanent  money?  What  are  our 
sources? 

Auditing:  Have  we  a  capable  staff?  Are  operations  modern  and  efficient? 
What  is  the  status  of  inventory?  Do  we  make  surprise  visits?  What  is  our 
capital  turnover?  How  can  it  be  improved? 

Research:  What  products  or  processes  are  nearing  completion?  What 
have  we  in  the  incubator?  What  big  new  idea  are  we  dreaming  of?  Are 
we  adequately  staffed?  Are  we  budgeted  properly? 

Personnel  and  public  relations:  Are  we  properly  organized  and  staffed 
in  all  departments?  In  the  field?  Are  we  competitive  in  remuneration? 
What  about  turnover?  Have  we  proper  training  programs?  How  are  our 
relations  with  the  unions?  On  contracts?  What  are  important  differences? 
How  about  employee  information?  Stockholder  relations?  Consumer  and 
community  relations? 

Executive  compensation:  Are  salaries  in  line?  Are  there  adequate  in- 
centives? Should  stock  options  be  granted?  To  whom?  Should  there  be  a 
bonus  on  profits?  How  much  and  to  whom? 

Visitors  at  Board  Meetings 

In  all  the  foregoing  I  have  merely  touched  on  a  few  points  to  indicate 
the  extent  to  which  outside  directors  may  be  called  upon  for  aid  and 
effective  assistance.  There  are  other  ways,  of  course,  to  make  this  "mar- 
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riage"  a  happy  and  successful  one.  Bring  people  together  as  often  as 
practical;  bring  a  member  of  management  before  the  board,  let  him  tell 
his  story,  and  be  prepared  to  answer  questions.  A  fifteen-minute  presenta- 
tion may,  and  probably  will,  take  many  hours  of  preparation,  but  time  so 
taken  will  not  be  wasted.  Such  a  meeting  with  the  board  compliments  the 
employee  and  raises  his  morale  and  enables  the  board  members  to  evalu- 
ate the  man  more  exactly. 

A  few  companies  have  their  public  relations  man  attend  all  board 
meetings.  In  such  instances  it  is  felt  that,  with  the  knowledge  of  opera- 
tional philosophy  so  gained,  he  will  be  better  able  to  represent  the 
company  adequately. 

In  other  cases,  legal  counsel  is  present  so  that  he  may  fully  understand 
policies  and  objectives  and  thus  be  better  able  to  advise  on  how  to  pro- 
ceed legally  to  accomplish  desired  aims.  Operating  within  the  law  must 
be  a  recognized  policy,  of  course,  but  it  is  hoped  that  the  counsel's 
approach  will  be  to  show  you  how  to  do  what  you  want  to  do,  as  con- 
trasted with  the  "No,  it  cannot  be  done"  attitude. 

The  comptroller  is  appointed  by  the  board  and  is,  in  effect,  in  its  em- 
ploy. Occasionally  he  is  invited  to  sit  with  the  board  in  order  to  give 
members  a  chance  to  study  intimately  financial  policy  and  procedures  in 
detail. 
The  Board  as  a  Source  of  Management  Strength 

It  is  my  firm  belief  that  the  vast  majority  of  our  people  are  honest  and 
intelligent,  like  to  work,  and  do  their  best  work  in  an  atmosphere  of 
mutual  trust,  reliance,  and  high  ethical  standards.  Where  there  is  a  spirit 
of  growth,  where  proper  incentives  exist,  and  where  merit  is  re^sarded, 
not  only  by  increased  remuneration  but  by  personal  recognition,  you  get 
winning  teams.  This  applies  to  management  as  to  all  others. 

The  responsibility  for  the  creation  and  maintenance  of  a  "climate"  of 
success  is  a  joint  obligation  of  board  and  management.  The  board  can, 
and  should,  set  criteria  for  measuring  the  effectiveness  of  management. 
Much  of  the  spirit  of  cooperation  depends  thereafter  on  the  attitude  of 
the  chief  executive  toward  the  board.  That  attitude  can  be  one  of 
"tolerance  of  a  necessary  evil,"  one  of  acceptance  of  a  legal  entitv  ^vith 
lip  worship,  or  one  of  inviting  formal  activities  only. 

Most  modern  managements,  however,  have  a  clear  vision  of  the  support 
and  encouragement  to  be  derived  from  a  strong  board.  Accordinglv,  thev 
try  to  organize  the  board  membership  for  maximum  effectiveness.  Con- 
structive leadership  in  this  direction  pays  off.  After  all,  when  a  man  ac- 
cepts membership  on  a  board,  he  indicates  not  only  interest  in  the  affans 
of  a  corporation,  but  a  desire  to  be  helpful.  Seek  the  advice,  and  it  ^dll 
be  forthcoming. 

In  such  sensitive  areas  as  labor  relations,  serious  policy  problems  often 
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arise.  I  recall  an  instance  when  the  closed  shop  became  a  make-or-break 
issue  between  the  company  and  the  union.  There  was  no  question  of 
proper  and  friendly  relations  on  other  counts.  The  management  felt 
sincerely  that  it  had  no  right  to  sign  away  the  freedom  of  choice  of  any 
individual.  The  union  felt  otherwise.  A  long  and  costly  strike  ensued  in 
one  plant.  Another  and  even  more  serious  strike  was  threatened  in  an- 
other area.  But  the  management,  backed  up  unanimously  by  the  board, 
showed  its  absolute  determination  to  adhere  to  principle.  The  second 
strike  was  averted. 

In  this  instance,  board  support  was  of  the  utmost  importance  in  sus- 
taining a  major  policy.  Had  there  been  an  attitude  of  unwillingness  to 
sacrifice  current  profits,  the  final  satisfactory  settlement  probably  could 
not  have  been  reached. 

Supervision  of  Tangible  Assets 

Directors  are  responsible  for  the  preservation  and  maintenance  of  the 
assets  of  the  company.  Much  of  the  asset  account  is  in  the  form  of  cash 
and  securities.  Assets  can  be,  should  be,  and  usually  are  physically  checked 
at  surprise  visits  and/or  regular  visits  of  the  company  comptroller,  the 
employed  outside  auditors,  and  by  directors  as  well. 

But  there  are  other  assets  of  very  great  importance.  As  recommended 
by  management,  the  board  authorizes  the  purchase  and  sale  of  land  and 
buildings  and  the  construction  of  new  facilities.  It  would  seem  natural 
and  proper,  therefore,  that  board  members  should  develop  a  program  of 
inspection  of  the  corporate  properties.  The  degree  to  which  this  is  done 
varies  greatly.  Perhaps  no  one  director  is  capable  of  completely  evaluat- 
ing all  to  be  seen  on  such  an  inspection.  Collectively,  the  board  is  quite 
apt  to  make  a  correct  appraisal  of  costs,  of  manufacturing  efficiency, 
storage  and  shipping  functions,  housekeeping,  fire  protection,  and  other 
features. 

These  visits  to  and  inspections  of  the  plants  by  the  directors  offer  other 
constructive  possibilities.  Holding  the  directors'  meeting  at  the  plant, 
meeting  the  employees  while  in  town  with  some  show  of  human  under- 
standing and  humility,  and  discussing  plans  and  operations  with  plant 
management,  all  aid  in  creating  the  atmosphere  most  conducive  to  the 
best  relationship  and  maximum  operating  results.  By  the  same  means,  it 
is  also  possible  to  meet  with  officials  and  citizens  of  the  community  and 
thus  make  a  contribution  to  public  relations. 

CONCLUSIONS 

As  I  come  to  the  close  of  this  brief  treatment  of  a  most  important 
subject,  it  seems  to  me  that  perforce  I  always  get  back  to  people,  the 
importance  of  the  right  man  in  the  right  place,  the  importance  of  co- 
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operation  and  teamwork,  the  importance  of  understanding  and  of  being 
understood. 

Some  years  ago  I  gave  a  talk  on  "The  Causes  of  Industrial  Peace"  in 
which  I  stressed  the  vital  importance  of  employee  attitudes,  pointing  out 
that  these,  in  turn,  are  conditioned  by  management  attitudes.  In  it  I  said: 

You  can  buy  a  man's  time.  You  can  buy  a  man's  physical  presence  in  a  given 
place.  You  can  even  buy  a  measured  number  of  skilled  muscular  motions  per 
hour  or  per  day.  But  you  cannot  buy  enthusiasm,  you  cannot  buy  initiative,  you 
cannot  buy  loyalty,  you  cannot  buy  the  devotion  of  hearts,  minds,  and  souls. 
You  have  to  earn  those  things. 

The  longer  I  live,  the  more  deeply  I  become  convinced  of  the  truth 
of  that  statement.  It  is  leadership  which  calls  forth  the  best  performance 
in  every  area  of  human  endeavor.  And  it  is  leadership  on  the  part  of 
both  board  and  management  which  stimulates  the  entire  enterprise. 

Certain  qualities  seem  to  be  more  highly  developed  and  evident  in  the 
leader.  Not  necessarily  in  the  order  of  importance,  I  list  several  of  these 
outstanding  traits  desirable  in  board  members  in  addition  to  their  special- 
ized talents: 

Imagination:  the  ability  to  form  a  mental  image,  to  create 
Initiative:  the  determination  to  start  something,  a  will  to  grow 
Decision:  the  courage  to  conclude  and  act 
Judgment:  the  ability  to  act  wisely,  with  good  sense 

Human  understanding:  the  ability  to  elicit  the  best  efforts  of  others  by 
human  methods 

Faith:  in  one's  self,  in  one's  associates,  in  one's  civic  and  religious  beliefs 

Because  of  age,  infirmities,  and  lack  of  ability,  there  is  a  high  mortalitv 
among  board  members,  and  as  our  economy  grows,  there  will  be  need 
for  an  increasing  number  of  men  qualified  to  serve  as  directors.  The 
search  is  for  men  not  only  with  specialized  abilities,  but  also  ^vith  broad 
and  liberal  attainments  in  understanding  the  place  of  the  corporation  in 
the  life  of  the  community  and  in  understanding  human  wants  and  needs. 

If  we  are  to  be  ready  with  properly  qualified  men,  their  training  should 
not  be  left  to  chance.  Our  younger  men  should  be  regularly  exposed  to 
broader  viewpoints,  not  only  academically,  but  by  contacts  with  men  in 
all  walks  of  life  whose  viewpoints  are  exemplary. 

If  we,  the  chief  executives,  are  successful  in  developing  good  boards  and 
good  management,  and  if  we  can  merge  them  into  a  harmonious  group, 
maintaining  independence  of  thought  and  action  in  a  vigorous  drive 
toward  known  goals,  then  we  shall  successfully  fulfill  our  responsibilities 
to  owners,  employees,  and  consumers. 


Admiral  Ben  Moreell 

RETIRED  CHAraMAN  OF  BOARD 

JONES  &  LAUGHLIN  STEEL  CORPORATION 

PITTSBURGH,   PENNSYLVANIA 
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A  brief  examination  of  Admiral  Moreell's  distinguished  naval  career 
attests  to  his  organizational  and  administrative  genius.  Further  proof 
—if,  indeed,  further  proof  is  necessary— is  provided  by  the  fact  that  he 
easily  made  the  transition  from  wartime  naval  hero  to  head  of  a 
major  steel  firm. 

Admiral  Moreell  was  born  in  Salt  Lake  City,  Utah,  in  i8p2,  but 
grew  up  in  St.  Louis,  Missouri.  He  graduated  from  Washington  Uni- 
versity in  St.  Louis  in  1913  with  a  degree  of  Bachelor  of  Science  in 
Civil  Engineering.  While  at  Washington  University  he  was  captain 
of  the  track  team  and  played  fullback  on  the  football  team. 

His  naval  career  began  in  June,  ic)i'j,  when,  after  taking  a  com- 
petitive examination  for  a  commission  in  the  regular  Navy,  he  had  a 
brief  indoctrination  course  at  the  U.S.  Naval  Academy  at  Annapolis. 
He  rose  to  become  Chief  of  the  Bureau  of  Yards  and  Docks  and 
Chief  of  Civil  Engineers  of  the  Navy,  with  the  rank  of  rear  admiral, 
on  December  i,  ig^J.  He  retained  this  position  throughout  World 
War  H,  until  November  ^o,  194^. 

During  World  War  H,  Admiral  Moreell  organized  the  Navy  Construc- 
tion Battalions,  the  famed  SeaBees.  The  SeaBees  grew  from  an  initial 
authorization  of  3,300  officers  and  men  on  December  28,  1941,  to  an 
organization  of  over  10,000  officers  and  240,000  men,  more  than  three- 
quarters  of  whom  were  active  overseas  at  the  end  of  the  war. 

By  the  end  of  World  War  H,  Admiral  Moreell  had  directed  a  $10 
billion  construction  progra?n  in  building  up  the  shore  establishment 
needed  to  back  up  the  fleet.  In  1942,  he  was  promoted  to  the  rank  of 
vice  admiral,  and  on  June  11,  1946,  he  became  the  first  officer  not 
a  graduate  of  Annapolis  and  also  the  first  staff  corps  officer  of  the 
Navy  to  hold  the  four-star  rank  of  admiral. 

In  recognition  of  his  work  for  the  Navy,  Admiral  Moreell  Jias  been 
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awarded  the  Distinguished  Service  Medal  with  Gold  Star;  the  Legion 
of  Merit;  the  Order  of  the  British  Empire,  Military  Branch,  Rank  of 
Commander;  the  Medal  of  Honor  and  Merit  from  the  Republic  of 
Haiti;  and  other  service  medals. 

Admiral  Moreell  retired  from  active  service  in  the  Xavy  on  Septem- 
ber 50,  1P46,  and  was  elected  president  of  the  Turner  Construction 
Company,  New  York,  on  October  i  of  the  same  year.  He  was  made 
chairman  of  the  board  and  president  of  Jones  and  Laughlin  Steel 
Corporation  on  March  i^,  1947. 

On  January  2c,,  ic}^2.  Admiral  Moreell  relinquished  the  office  of 
president  of  J  &  L,  but  remained  as  chairman  of  the  board  and  chief 
executive  officer  of  the  corporation  until  October  i,  ig^J,  when  he  re- 
linquished his  function  as  chief  executive  officer.  He  remained  as 
chairman  of  the  hoard  until  September  50,  ic,y8,  when  he  retired.  He 
is  still  on  the  board  of  directors  of  J  ir  L  and  is  a  member  of  the 
executive  committee. 

Admiral  Moreell  is  a  member  of  Sigma  Xi,  honorary  scientific 
fraternity,  and  Tau  Beta  Pi,  honorary  engineering  fraternity.  He  has 
been  awarded  honorary  doctorate  degrees  by  Washington  University, 
Illinois  Institute  of  Technology,  Princeton  University.  Rensselaer 
Polytechnic  Institute,  Duquesne  University,  Pennsylvania  Military 
College,  St.  Vincent's  College,  St.  Francis  College,  Xew  York  Univer- 
sity, and  the  University  of  Pittsburgh.  He  has  honorary  memberships 
in  the  American  Society  of  Civil  Engineers  and  the  American  Society 
of  Mechanical  Engineers  and  has  received  a  number  of  engineering 
awards. 

March.  iq6o 


CHAPTER     39 


Top  Management's  Use 

of  the  People  in  the  Organization 


Management  achieves  its  objectives  through  the  medium  of  human 
beings.  Even  the  most  automatic  of  machines  must  be  built,  operated, 
serviced,  and  repaired  by  human  minds  and  hands.  It  is  axiomatic, 
therefore,  that  the  most  important  asset  of  any  organization  is  its  people. 
It  has  been  said  that  every  industrial  enterprise  consists  of  three  basic 
elements:  men,  money,  and  machines.  But  if  we  have  the  right  kind  of 
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men,  we  can  obtain  the  money  and  build  the  machines.  The  indispensable 
ingredient  for  the  success  of  any  enterprise  is  people  with  talents  adapted 
to  the  needs  of  that  enterprise. 

But  competent  personnel  alone  is  not  enough  to  assure  maximum 
productivity.  There  must  be  motivation,  that  is,  compelling  reasons  for 
wanting  to  produce. 


PREREQUISITE  FOR  PRODUCTIVITY 

In  1932  and  1933,  when  I  was  pursuing  a  postgraduate  course  in  the 
French  Government  Engineering  School  in  Paris,  I  undertook  a  study 
to  see  if  I  could  find  a  satisfying  answer  to  the  question  "What  makes 
men  productive?" 

Certainly  the  conditions  conducive  to  optimum  production  are  not  the 
same  for  all  people  and  at  all  times.  There  are,  at  the  very  least,  differ- 
ences in  emphasis,  and  these  reflect  differences  in  personal  characteristics 
and  abilities. 

Nevertheless,  my  studies  led  to  the  conclusion  that,  generally  speaking, 
people  are  most  productive  when  they  are  doing  what  they  want  to  do, 
what  they  have  chosen  to  do  voluntarily.  Such  freedom  of  choice  is  con- 
ducive to  development  of  individuality  and  permits  a  voluntary  division 
of  labor  which  results  in  maximum  productivity  in  the  entire  community 
with  resultant  prosperity  for  all.  .         ^ 

We  Are  All  Individuals 

It  is  probable  that  few  industrial  managers  are  fully  aware  of  a  law  of 
nature  on  which  they  might  well  base  their  daily  decisions.  This  par- 
ticular law  is  known  as  the  "law  of  variation."  It  is  just  as  unchangeable 
and  just  as  necessary  for  managers  to  understand  as  any  other  natural 
law,  as  for  example  the  law  of  gravity. 

From  the  unrestricted  operation  of  this  law  of  nature  comes  all  human 
progress.  The  law  states  that  no  person  is  physically  or  mentally  or 
morally  identical  with  any  other  person.  For  example,  almost  everyone 
knows  that  the  fingerprints  of  all  persons  are  different;  in  like  manner 
these  differences,  these  individualities,  these  inequalities,  carry  through 
all  the  physical,  mental,  and  moral  characteristics  of  mankind. 

It  seems  to  me  that  if  we  have  faith  in  God,  we  must  realize  that  He 
had  a  purpose  in  designing  us  so  that  no  person  is  like  any  other  person, 
that  is  to  say,  so  that  each  person  is  an  individual. 

The  law  of  variation  permits  children  to  be  different  from  their 
parents.  It  permits  brothers  to  think  differently  and  to  act  differently.  It 
permits  the  existence  of  both  misers  and  philanthropists;  saints  and 
sinners;  rich  and  poor.  It  permits  inventors  to  invent,  preachers  to  preach, 
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and  managers  to  manage.  It  permits  each  person  to  seek  a  job  or  profes- 
sion ^vhich  is  most  suited  to  his  inherent  talents  and  his  desires. 

^Vithout  this  variation— this  unequalness— our  social  structure  would 
be  similar  to  that  of  an  anthill  or  a  beehive,  where  each  member  is  born 
to  do  a  certain  predetermined  job,  ^vhich  he  does  with  blind  allegiance 
to  his  society  and  with  no  consideration  of  personal  interests  or  prefer- 
ences. 

Let  me  quote  here  from  an  authority  on  this  subject,  Dr.  Roger  J. 
^Villiams,  director  of  the  ^vorld-famous  Bio-Chemical  Institute  of  the 
University  of  Texas: 

It  is  my  confirmed  opinion,  based  upon  diverse  considerations  and  upon  pro- 
longed thought,  that  one  of  the  most  constructive  and  harmony  producing  moves 
that  we.  as  inquiring  human  beings  can  make,  is  to  get  acquainted  with,  in  the 
most  scientific  manner  possible,  the  inherent  differences  that  exist  among  mem- 
bers of  the  human  family. 

^Vhv  choose  our  o^vn  schools,  our  o^\n  amusements,  our  o^\n  books,  our  o^\-n 
church?  AVhy  not  have  someone  tell  us  ^vhat  to  eat.  ^vhat  to  drink,  whom  to 
marrv.  and  when  we  can  have  children?  The  fundamental  reason  is  that  each 
of  us  is  a  different  individual-with  profound  differences-and  each  of  us  wants 
to  live  his  OTvn  life  .  .  . 

There  is  not  the  slightest  danger  that  humanity  will  put  up  indefinitely  with 
anv  scheme  ^vhich  invohes  thorough-going  regimentation.  It  is  not  human  nature 
to  tolerate  this.  There  are  too  many  potential  Patrick  Henrvs.  and  they  will 
continue  to  reproduce. 

It  is  clear  that,  given  freedom  of  choice,  some  men  -^dll  choose  their 
vocations  un^visely  and  ^vill  suffer  thereby,  as  ^s'ill  the  entire  communitv. 
to  some  degree.  But  the  risk  of  making  the  wrong  choice  is  the  price  \\-e 
must  pay  for  freedom.  It  is  well  worth  it.  For  the  ultimate  choice  here  is 
between  individual  liberty  and  blind  submission  to  the  dictates  of  those 
who  happen  to  occupy  the  seats  of  po^ver. 

Freedom  versus  Restraint 

There  are  others  who  Tvill  choose  to  do  those  things  that  can  cause 
great  harm  to  the  community.  They  may  choose  to  defraud  or  to  defame 
or  to  steal  from  or  murder  their  fello^v  men.  For  such  men.  forceful 
restraints  are  required.  For  this  purpose,  men  have  organized  '"govern- 
ment," to  ^vhich  is  accorded  a  monopoly  on  the  use  of  restrictive  force. 
The  fundamental  function  of  government  as  it  was  conceived  by  the 
Founding  Fathers  of  our  Republic  is  to  prevent  predatorv  men  from 
interfering  with  the  natural  rights  of  their  fellow  men,  namelv.  the  rights 
to  life  and  liberty  and  the  right  to  retain  la^vfullv  acquired  private 
property. 

This  organizational  procedure  for  the  protection  of  natural  rights  is 
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not  always  successful.  There  are  two  hazards.  The  first  is  this:  history 
teaches  us  that,  given  a  monopoly  on  the  use  of  force,  government  itself 
tends  to  become  so  powerful  and  corrupt  that  it  indulges  in  the  very 
oppression  of  its  citizens  which  it  was  set  up  to  prevent.  The  second  is 
that  when  a  preponderant  number  of  persons  in  the  coinmunity  have 
become  so  corrupt  as  to  require  force  to  control  their  behavior,  the  task 
of  representative  and  responsible  government  becomes  almost  impossible. 
So  many  agents  of  government,  "policemen,"  are  required  that  the  finan- 
cial burden  becomes  intolerable.  The  question  arises,  also,  if  so  many 
individuals  of  the  community  are  basically  corrupt,  who  is  going  to  police 
the  policemen?  And  so  on,  ad  infinitum. 

These  hazards  were  recognized  early  in  our  history,  when,  at  the  close 
of  the  Constitutional  Convention,  Benjamin  Franklin  predicted  that  the 
Federal  Union  "can  only  end  in  despotism  as  other  forms  have  done 
before  it  when  the  people  shall  become  so  corrupt  as  to  need  despotic 
government,  being  incapable  of  any  other." 

Pursuing  my  studies  along  these  lines,  I  concluded  that  in  a  free  society 
it  is  essential  that  by  far  the  greater  part  of  the  disciplines  necessary  to 
preserve  individual  freedom  must  be  generated  internally  by  the  indi- 
vidual himself. 

Canon  Bell,  the  great  Episcopal  scholar,  posed  this  pertinent  question: 
"If  there  are  not  sufficient  internal  restraints  on  appetite,  must  there  not 
be  external  restraints?"  I  concluded  that  the  source  of  such  internal  re- 
straints can  be  found  only  in  God's  moral  code,  that  is,  in  religion,  as 
it  is  defined  within  the  framework  of  the  Judeo-Christian  concept  of  the 
nature  of  man  and  his  place  in  the  universe.  We  who  believe  in  freedom 
have  come  to  realize  that  personal  responsibility  must  go  hand  in  hand 
with  personal  freedom. 

By  establishing  such  internal  restraints  it  is  possible  to  avoid  the  great 
hazards  of  conferring  too  much  power  on  government,  the  agency  of 
force,  or  too  much  undisciplined  freedom  of  choice  and  action.  In  this 
way  we  can  achieve  that  desirable  balance  between  individual  freedom 
and  public  order.  We  can  thus  avoid  the  dangers  of  having  so  much 
personal  "freedom"  that  it  becomes  "license,"  or  alternatively,  so  much 
"order"  that  it  becomes  "regimentation." 

The  early  settlers  of  America  were  cognizant  of  this  problem.  William 
Penn  said,  "Men  ultimately  will  be  governed  by  God  or  by  tyrants."  And 
Benjamin  Franklin  paraphrased  this  by  saying,  "Man  will  be  governed 
by  God  or,  by  God,  they  will  be  governed."  George  Washington,  in  his 
Farewell  Address,  stated,  "Of  all  the  dispositions  and  habits  which  lead  to 
political  prosperity,  religion  and  morality  are  indispensable  supports." 
Thirty-five  years  later,  in  1831,  the  gifted  French  scholar  de  Tocqueville 
after  an  extended  tour  of  America,  observed:   "Whilst  the  law  permits 
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the   Americans   to   do   what   they   please,   religion   prevents   them   from 
conceiving,  and  forbids  them  to  commit,  what  is  rash  or  unjust." 

What  is  the  relevance  of  all  this  to  the  subject  of  this  chapter?  Es- 
sentially, our  subject  is  "productivity."  We  have  concluded  that  maximum 
productivity  flows  from  an  individual  voluntary  division  of  labor,  a  free 
choice,  subjected  only  to  those  restraints  which  are  generated  within  the 
individual  by  his  devotion  to  the  moral  code.  These  concepts  are  just 
as  valid  in  an  industrial  organization  as  they  are  in  our  social  structure 
as  a  whole.  The  standards  of  moral  conduct  which  are  essential  for  the 
preservation  of  a  free  society  are  precisely  those  which  are  essential  for 
the  preservation  of  free  enterprise.  When  private  enterprise  indulges  in 
corrupt  or  antisocial  practices,  it  quickly  falls  victim  to  strict  govern- 
ment controls  and  stifling  regimentation. 

The  blanket  application  of  a  policy  of  complete  freedom  of  individual 
choice  of  vocation  and  methods  is  seldom  practicable  in  a  modern  indus- 
trial establishment.  But  my  experience  over  many  years  in  a  number  of 
different  kinds  of  activities  leads  me  to  conclude  that  managers  err  far 
more  frequently  in  the  direction  of  too  much  restraint  and  personal 
direction  of  their  subordinates  than  in  the  direction  of  too  much  freedom 
of  choice.  I  am  convinced  that  men  of  moral  stature  produce  best  when 
given  a  maximum  degree  of  freedom  in  their  choice  of  ^vork  and  in  the 
manner  in  which  it  is  to  be  performed. 


FACTORS  CONDUCIVE  TO  PRODUCTIVITY 

In  the  foregoing,  I  have  attempted  to  set  forth  certain  basic  principles 
which  bear  on  the  attainment  of  maximum  productive  effort  from  the 
people  in  an  industrial  organization.  Within  this  frame^vork.  there  are 
a  number  of  important  factors  which  are  worthy  of  consideration  in  any 
study  of  organizing  for  maximum  productivity.  I  shall  comment  on  each 
of  these  briefly.  I  do  not  intend  to  imply  that  I  have  covered  the  entire 
field  or  that  I  have  given  proper  emphasis  to  the  various  factors.  As  I 
have  stated  above,  the  weights  of  the  factors  will  vary  ^vith  changes  in 
circumstances. 

Leadership 

Perhaps  the  most  important  single  factor  in  attaining  efficiency  in  anv 
organization,  civil  or  military,  is  that  nebulous  thing  called  "leadership."" 

There  have  been  many  differing  definitions  of  leadership,  depending 
upon  the  predilection  of  those  who  define  it.  The  usual  concept  of  a 
leader  as  a  man  of  great  personal  power  who,  through  the  use  of  pressure, 
mental  or  physical,  imposes  his  will  upon  others  has  no  place  in  our 
kind  of  society.  For  Americans,  a  true  leader  is  one  ^\ho  achieves  his 
objectives  through  the  power  of  his  personal  example  so  that  his  follo^vers 
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try  to  emulate  him,  eagerly  and  devotedly.  This  man  is  a  leader,  not  a 
driver;  he  uses  persuasion,  not  the  whiplash.  A  voluntary  and  enthusi- 
astic following  has  this  great  advantage:  when  the  leader's  back  is  turned, 
his  followers  serve  him  with  even  greater  devotion  than  when  he  has 
his  eye  upon  them. 

Such  a  following  can  be  developed  and  retained  only  if  the  leader  has 
understanding  and  an  open  mind  which  is  manifested  by  a  willingness 
to  hear  and  learn  from  anyone,  no  matter  how  lowly  his  job. 

Perhaps  the  greatest  example  of  true  leadership  in  recorded  history  is 
that  described  in  the  Gospel  of  St.  John,  Chapter  13,  wherein  it  is  related 
how,  at  the  Last  Supper,  Jesus  washed  the  feet  of  His  disciples  and  said, 
"Ye  call  me  Master  and  Lord  and  ye  say  well,  for  so  I  am.  If  I,  then, 
your  Lord  and  Master,  have  washed  your  feet,  ye  also  ought  to  wash 
one  another's  feet  for  I  have  given  you  an  example  that  ye  should  do  as 
I  have  done  to  you."  Thus  did  the  Master  impress  upon  His  followers  the 
lessons  of  humility  and  service  to  mankind. 

Stature  and  Significance 

Everyone,  no  matter  how  lowly  his  position,  wants  to  feel  that  as  an 
individual,  a  child  of  God,  he  has  worth  and  dignity  and  should  com- 
mand respect  and  consideration.  He  likes  to  think  of  himself  as  a  person, 
not  a  number.  To  the  extent  that  God  has  endowed  him  with  certain 
talents,  he  has  stature  and  significance.  It  is  the  obligation  of  the  manager 
to  treat  him  accordingly,  if  he  wants  to  have  his  maximum  effort. 

Utility 

There  is  probably  no  more  effective  discouragement  to  maximum 
ieffort  and  loyalty  than  to  cause  an  employee  to  feel  that  his  work  is  of 
little  worth  and  that  he  is  not  using  his  time  and  energy  to  any  significant 
purpose.  Everyone  likes  to  feel  that  what  he  is  doing  is  important  and 
therefore  that  he  is  important.  Management  should  see  to  it  that  em- 
ployees know  the  value  of  their  contributions  to  the  success  of  the  entire 
enterprise. 

Compensation 

It  is  perhaps  trite  to  note  that  compensation,  including  fringe  benefits, 
should  in  all  cases  reflect  the  going  market  rate  for  the  kind  and  quality 
of  services  rendered.  Most  American  enterprises  are  in  competition  with 
others.  It  is  no  less  important  for  them  to  be  competitive  in  the  personnel 
market  than  with  respect  to  price  and  quality  of  their  product. 

Incentives 

I  am  a  firm  believer  in  incentive  systems.  If  properly  devised,  they  can 
provide  large  benefits  to  both  employer  and  employee.  Great  care  must 
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be  taken  to  avoid  inequities  and  imbalances.  American  industry  has  had 
sufficient  experience  now  so  that  proper  incentive  systems  can  be  devised 
and  operated  effectively. 

Tenure 

In  this  age  of  rapidly  changing  technology  and  consequent  changes 
in  industrial  processes,  it  is  important  that  forward  and  imaginative 
planning  by  management  provide  assurance  of  reasonable  tenure  for 
employees.  There  is  no  greater  morale-destroying  force  for  the  employee 
than  an  uncertainty  from  day  to  day  as  to  whether  he  will  have  a  job 
next  month. 

Duties — Responsibilities — Authority 

Every  employee  should  know,  with  as  much  exactitude  as  is  practicable, 
what  management  expects  of  him.  A  precise  definition  of  his  duties,  his 
responsibilities,  and  the  extent  of  his  authority  is  an  essential  if  he  is  to 
do  his  job  properly.  This  applies  to  the  president  of  the  corporation,  as 
it  does  to  the  sweeper  in  the  mill. 

Team  Play 

Maximum  productivity  demands  that  every  employee  realize  that  he 
is  a  member  of  a  team  and  must  sacrifice  his  own  personal  advantage, 
when  this  is  essential  to  the  welfare  of  the  enterprise.  Industrial  organiza- 
tions are,  in  a  sense,  comparable  to  athletic  teams.  It  is  possible  to  have 
an  all-star  team  and  not  win  any  games  if  each  member  is  striving  solelv 
to  establish  a  high  personal  record  for  himself. 

Competition 

Americans  thrive  on  competition.  So  it  is  in  an  industrial  organization. 
Employees  should  know  that  they  are  in  competition  with  each  other 
for  the  higher  places  in  the  organization.  And  they  should  be  indoc- 
trinated with  the  principle  of  fair  competition,  namely,  the  golden  rule. 

Decentralization 

One  of  the  great  hazards  of  management  is  the  tendency  to  centraHze 
operations  in  the  hands  of  one  individual.  No  matter  how  efficient  he 
may  be,  if  he  is  directing  a  large-scale  operation,  he  may  become  a 
bottleneck.  It  is  very  easy  to  do  this.  There  is  a  natural  tendency  for 
most  subordinates  to  come  to  the  "chief"  for  decisions,  not  only  to  relieve 
themselves  of  responsibility,  but  also  because  it  gives  them  a  more  inti- 
mate contact  with  the  "boss." 

Decentralization  of  authority  induces  growth  in  stature  and  capacitv  of 
subordinates  and  encourages  them  to  reach  out  for  responsibility.  Further- 
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more,  it  permits  a  more  effective  budgeting  of  the  boss's  time,  so  that  he 
has  greater  opportunity  for  constructive  thinking  and  for  attention  to 
"trouble  spots." 

Budgeting  People  and  Time 

As  I  have  stated  before,  the  most  important  asset  of  an  industrial 
organization  is  people.  A  corollary  to  this  statement  is  that  the  scarcest 
commodity  is  time.  It  is  very  important  that  both  people  and  time  be 
carefully  budgeted  so  that  there  will  be  no  waste  of  either.  It  is  gross 
inefficiency  on  the  part  of  management  to  burden  their  subordinates 
with  so  many  details  of  minor  importance  that  they  are  overworked  and 
therefore  rapidly  lose  efficiency.  There  is  an  optimum  work  load  for  each 
individual,  and  it  is  management's  job  to  find  out  what  it  is  and  then  to 
avoid  exceeding  it  except  in  cases  of  emergency. 

In  budgeting  time,  work  sequences  should  be  carefully  studied  in 
advance  in  order  to  avoid  costly  delays. 

Committees 

I  trust  I  will  not  be  thought  irreverent  if  I  paraphrase  a  familiar 
Biblical  statement  by  saying,  "And  God  so  loved  the  world  that  He  did 
not  send  a  committee.  .  .  ." 

Committees  have  their  place  in  an  industrial  organization,  but  they 
are  not  omnicompetent,  as  some  industrial  managers  evidently  think. 
Committees  are  useful  in  determining  policy  matters,  but  when  a  com- 
mittee attempts  to  perform  administrative  or  executive  functions,  it 
becomes  ponderous,  time-consuming,  and  ineffectual. 

Perfection 

One  of  the  greatest  burdens  inflicted  on  business  managers  is  the 
tendency  on  the  part  of  some  subordinates  to  strive  for  an  impossible 
perfection  in  the  performance  of  their  duties.  By  doing  so  they  frequently 
waste  time,  energy,  and  money.  This  tendency  is  usually  more  prevalent 
in  technically  or  professionally  trained  people. 

In  many  instances  where  perfection  would  require  x  days  of  effort  on 
a  specific  item,  an  entirely  satisfactory  result  can  be  obtained  by  the  ex- 
penditure of  something  less  than  x  days. 

Figure  39-1,  showing  time  spent  on  specific  projects  in  per  cent  of 
amount  necessary  to  achieve  perfection  plotted  against  per  cent  of 
perfection  achieved  as  a  curve  of  performance,  illustrates  this  point. 
Although  not  applicable  to  all  cases,  it  shows  that  frequently,  by  ex- 
pending '75  per  cent  of  the  time  necessary  to  achieve  perfection,  we  can 
achieve  a  result  which  is  95  per  cent  of  perfection  and  entirely  satis- 
factory for  the  designed  purpose. 
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OF  AMOUNT  NECESSARY   TO  ACHIEVE    PERFECTION 
Fig.  39-1.  Relationship  of  perfection  achieved  to  time  expended. 

The  point  is  that  when  we  are  handhng  a  very  large  volume  of  work 
and  the  time  element  is  of  great  importance,  the  most  efficient  expendi- 
ture of  our  personal  time  and  energies,  as  well  as  those  of  our  subordi- 
nates, requires  that  in  order  to  cover  the  ground,  we  should  be  satisfied 
with  something  less  than  perfection,  if  this  will  do  the  job. 

Chief-executive  Functions 

The  basic  functions  of  the  chief  executive  of  a  large  organization  are 
(i)  to  organize,  (2)  to  deputize,  (3)  to  synchronize,  and  (4)  to  energize  the 
efforts  of  his  subordinates,  who  should  then  be  turned  loose  to  "sink  or 
swim."  Only  in  this  manner  can  he  find  out  who  are  the  best  men. 

An  important  collateral  function  is  to  provide  for  succession.  Some- 
times one  finds  a  great  reluctance  on  the  part  of  some  managers  to  formal- 
ize a  plan  for  succession.  Then,  when  misfortune  strikes,  hasty  and  ill- 
considered  action  is  taken,  frequently  with  disastrous  results.  Speaking 
on  this  subject,  a  business  colleague  of  mine  once  remarked,  "It  fre- 
quently happens  that  when  a  great  president  dies  suddenly,  the  nearest 
guy  who  hasn't  had  a  coronary  is  swept  into  the  office." 

Organization  Charts  and  Organization  Manuals 

Organization  charts  and  organization  manuals  are  important  tools  of 
management.  From  my  experience  in  many  localities  and  in  different 
types  of  organizations,  both  military  and  civil,  I  have  concluded  that 
any  organizational  structure  will  work  with  acceptable  efficiency  provided 
the  people  who  compose  the  organization  are  imbued  with   the  right 
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spirit.  A  good  organizational  structure,  accurately  defined  by  charts  and 
manuals,  however,  will  make  everyone's  task  easier  and  will  produce 
greater  productivity  with  far  less  effort.  Conversely,  no  organization,  no 
matter  how  well  conceived  and  designed,  can  be  efficient,  ultimately, 
unless  the  personnel  has  those  essential  attributes  which  I  have  men- 
tioned, namely,  loyalty,  devotion  to  duty,  a  dedication  to  "team  play," 
and  adherence  to  fundamental  principles. 

Morale 

All  the  factors  I  have  discussed  above,  taken  together,  add  up  to  the 
stimulation  of  that  indefinite  thing  called  "morale."  I  have  never  seen 
an  entirely  satisfactory  definition  of  this  term.  Perhaps  the  closest  to  my 
concept  of  a  proper  definition  was  given  me  during  World  War  II  on  the 
occasion  of  a  trip  to  the  forward  areas  in  the  Pacific  Ocean.  I  was  chatting 
with  a  SeaBee  who  had  been  under  intensive  enemy  fire.  I  asked  him, 
"Is  there  good  morale  in  this  outfit?"  He  said  he  thought  so.  I  then 
asked  him  to  define  morale  as  he  understood  it.  He  hesitated,  then  said, 
"Morale  is  when  your  hands  and  feet  keep  working  when  your  head 
says  it  can't  be  done." 

How  can  one  inspire  morale  in  an  organization?  The  precise  formula 
varies  w^ith  time,  place,  and  other  circumstances,  including  the  personal 
characteristics  of  the  individuals  concerned.  Of  one  thing  we  can  be  sure. 
Morale  is  "made  at  the  top."  Loyalty,  esprit  de  corps,  devotion  to  duty, 
and  all  those  good  things  which  we  want  to  have  in  our  organization 
permeate  downward  from  the  top.  They  cannot  rise  from  the  bottom. 
The  pace  is  set  at  the  top.  If  fair  dealing,  genuine  concern  for  the 
individual,  a  devotion  to  moral  principle,  and  a  willingness  to  sacrifice 
for  the  other  fellow  are  to  permeate  an  organization,  the  example  must 
be  set  at  the  top  level. 

This  places  upon  top  management  a  great  burden  of  responsibility. 
Whether  the  top  manager  knows  it  or  not,  figuratively  speaking  every 
eye  is  on  him,  watching  to  see  what  the  "boss"  will  do  in  an  emergency 
or  when  a  crucial  decision  is  to  be  made.  If  the  action  taken  conforms 
with  the  general  concept  of  fair  dealing  and  sympathetic  consideration 
rather  than  expediency,  a  moral  tone  is  set  which  will  redound  to  the 
benefit  of  the  organization  and  the  individuals  who  compose  it. 

The  concepts  described  in  brief  outline  above  are  not  mere  theories. 
They,  represent  the  distilled  essence  of  experiences  in  military  and  civil 
administration  over  many  years.  The  results  obtained  support  the  thesis 
that  management  achieves  its  productive  objectives  through  the  medium 
of  human  beings  and  that  people  respond  most  effectively  when  each  one 
is  treated  as  an  individual  of  worth  and  dignity. 


J.  Russell  Duncan 

PRESIDENT 

MINNEAPOLIS-MOLINE   COMPANY 
HOPKINS,   MINNESOTA 


Traversing  continents  and  oceans  to  gauge  trends  and  seize  markets, 
crossing  "t's"  in  a  friendly  letter  to  shareholders,  or  totting  up  the 
return  on  invested  capital  in  a  financial  report  reveals  the  dynamic 
and  diverse  activities  of  J.  Russell  Duncan. 

From  Tucson,  Arizona,  where  he  was  born  April  ij,  /p/J.  and  -where 
his  father  was  a  public  accountant  and  an  important  political  leader 
and  his  mother  a  school  teacher  and  civic  worker,  Russ  Duncan  hit 
the  trail  eastward  to  Wisconsin  in  1938.  In  seven  years  he  progressed 
from  the  shop  to  the  general  manager's  office  of  a  Racine  machine-tool 
maker.  At  twenty-eight  he  went  west  again — to  California— to  top-level 
jobs  with  Moore  Machinery  Company,  as  general  manager,  and  then 
to  McCulloch  Motors  Corporation,  as  secretary-treasurer. 

Spotted  by  Charles  Moore  {Moore  Machinery)  and  David  Zeller- 
bach  (Crozvn-Zellerbach),  Russ  Duncan  at  50  -was  induced  to  assist  in 
reorganizing  the  Italian  automotive  and  steel  industries  in  Italy  after 
World  War  II  and  went  on  to  act  as  consultant  for  industrial  planning 
and  rehabilitation  of  the  Free  Territory  of  Trieste  for  the  Allied 
Military  Government. 

He  returned  to  the  United  States  and,  in  19^2,  became  president  of 
Electric  Sprayit  Corporation  and  its  subsidiary,  Moe-Bridges  Corpora- 
tion, Sheboygan,  Wisconsin.  In  19^4  he  was  engaged  for  a  special 
assignment  as  assistant  to  the  president  of  Stewart-Warner  in  Chicago. 

In  19^$  he  moved  to  Consolidated  Foundries  &  Manufacturing 
Corporation,  Chicago,  as  vice  president  of  this  S^ymillion-a-year  man- 
ufacturer of  steel  alloys,  aluminum,  and  precision  aircraft  castings. 

Russell  Duncan's  experience  in  machine  tools,  manufacturing,  plan- 
ning, administration,  and  top-level  government  assignments  seems  now 
to  have  been  planned  by  fate  for  his  next  assignment. 

Mr.  Duncan's  biggest  challenge  came  with  his  election,  on  Xovember 
^5'  ^951 '  ^^  president  of  century-old  Minneapolis-Moline.  He  -was  faced 
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with  a  disheartened  farm-machinery  manufacturer  who  owed  $ij 
million,  with  little  possibility  of  payment,  and  had  lost  a  staggering 
^5  million  in  the  year  ended  two  weeks  before  Mr.  Duncan  took  over. 

To  quote  the  cover  headline  from  a  major  article  in  Sales  Manage- 
ment magazine,  he  performed  a  "Management  Miracle  at  Minneapolis- 
Moline."  Mr.  Duncan  brought  the  sick  organization  back  to  vigorous 
corporate  health.  The  $Ty  million  debt  was  repaid  in  eleven  months 
and  three  lueeks;  in  two  short  years  the  company  moved  from  a  $^ 
million  loss  to  a  $^,2^0,000  profit;  product  lines  were  enlarged  and 
diversified;  fork-lift  truck  and  electronic  subsidiaries  ivere  purchased 
for  cash;  and  a  sound  financial  structure  was  developed. 

Russell  Duncan  is  also  a  director  of  Minneapolis-Moline  and  serves 
as  a  director  of  Midland  National  Bank  and  Washington  Machine  & 
Tool  Works,  Incorporated,  in  Minneapolis.  He  is  a  member  of  the 
Minneapolis  Club,  the  Wayzata  Country  Club,  Wayzata,  Minnesota, 
and  the  Racquet  Club,  Chicago.  He  is  a  past  director  of  the  National 
Association  of  Cost  Accountants,  Milwaukee  chapter. 

April,  i960 


CHAPTER     40 


Building  and  Retaining 
a  Top  Management  Team 


The  relative  ability  and  efficiency  and  the  degree  of  motivation  of  the  top 
management  teams  in  American  industry  will  be  the  major  deciding 
factors  in  surviving  the  competition  faced  today  from  domestic  and 
foreign  production.  It  is  evident  that  American  industry  cannot  excel 
over  the  long  pull  against  foreign  imports  merely  because  of  its  plenitude 
of  natural  resources  or  its  superior  technology;  it  must  overcome  the 
handicap  of  its  comparatively  higher  domestic  labor  costs. 

In  the  last  decade,  we  have  witnessed  the  financial  decline  and  virtual 
insolvency  of  many  old,  well-established  companies  due  to  the  senescence 
and  complacency  of  their  top  managements.  They  have  been  passed  in 
the  race  by  competition  possessing  aggressive,  fast-thinking,  and  flexible 
management  teams.  Some  of  these  nearly  defunct  companies  have  been 
dramatically  resuscitated  when  control  was  assumed  by  new  vigorous 
management.  Spectacular  stories  about  companies  being  brought  from 
the  brink  of  bankruptcy  to  solvency  and  profit  making  have  been  widely 
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published  in  the  press.  We  modestly  offer  the  resurgency  of  Minneapolis- 
Moline  as  an  example  of  this.  Generally,  credit  for  the  rehabilitation  has 
been  given  to  the  new  management  team. 

The  top  management  team  in  the  "fabulous  future"^  must  be  qualified 
to  cope  with  infinitely  perplexing  influences  from  all  directions.  Govern- 
ment rules  such  as  labor  legislation  and  other  business  regulations  will 
be  increasingly  harassing.  Questionable  government  fiscal  policy  resulting 
in  inflation  and  augmented  income  taxes  with  an  accompanying  maze  of 
interpretations  and  rules  will  force  derangement  of  logical  accounting 
practices.  Changes  relating  to  the  technical  fields  of  mechanics,  metal- 
lurgy, and  physics  and  to  scientific  phenomena  involving  organic,  in- 
organic, electrical,  and  even  astronautical  fields  will  constantly  challenge 
and  bewilder  management.  The  hallmarks  of  top  management  men 
recruited  in  the  coming  era  will  be  alertness,  flexibility,  and  vision. 


AN  APPROACH 

The  purpose  of  this  chapter  is  to  provide  a  guide  for  building  a  top 
management  team  to  attain  the  ultimate  objective  of  private  enterprise, 
i.e.,  to  earn  a  profit  yielding  a  proper  rate  of  return  on  invested  capital. 

A  corollary  to  this  materialistic  objective  is  the  personal  satisfaction 
and  fulfillment  the  job  provides  the  managers  as  individuals.  Both  the 
company  profit  and  individual  fulfillment  should  increase  in  direct  pro- 
portion to  the  years  management  functions  successfully  as  a  team. 

The  subject  of  this  chapter  is  building  and  retaining  a  top  management 
team.  The  text  will  deal  with  companies  having  many  functions.  The 
giants  of  industry,  such  as  the  General  Motors  Corporation  with  its 
many  autonomous  divisions,  are,  generally  speaking,  multiplications  of 
medium-sized  integrated  companies.  The  same  fundamental  principles 
apply  to  each. 

Building  and  retaining  a  top  management  team  should,  in  my  opinion, 
proceed  through  the  following  stages: 

1.  Analyzing  the  company  and  charting  the  organization  requirements 

2.  Regrouping  requirements  into  logical  "key"  top  management  jobs 

3.  Selecting  the  top  management  team 

4.  Motivating  the  top  management  team 

5.  Developing  the  top  management  team 

6.  Retaining  and  increasing  the  effectiveness  of  each  individual  mem- 
ber of  the  team 

Underlying  all  these  steps  is  a  continual  struggle  by  management  to 
equate  people  to  jobs— the  men  who  make  up  its  work  force  and  its  top 
management  team.  Business,  after  all,  is  people. 

1  Fortune  (Periodical),  The  Fabulous  Future— America  in  1980,  E.  P.  Diuton  .>^  Co.. 
Inc.,  New  York,  1956. 
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DETERMINING  ORGANIZATION  REQUIREMENTS 

The  performance  of  a  top  management  team  cannot  be  materially 
improved  unless  all  functions  in  which  the  enterprise  is  engaged  are 
properly  arranged  into  a  manageable  structure  designed  to  attain  maxi- 
mum effectiveness  of  its  individual  members.  Charting  all  the  company's 
operations  helps  accomplish  this  objective. 

There  are  many  pros  and  cons  related  to  the  use  of  organization 
charts.  Executives  do  not  function  in  a  vacuum.  As  in  the  "balanced 
aquarium"  concept,  all  members  of  the  team,  each  as  an  individual  and 
each  contributing  something  to  the  team,  will  function  more  effectively 
in  a  logical  work  climate. 

A  formal  organization  chart: 

1.  Defines  broad  areas  of  job  responsibility 

2.  Provides  a  basis  for  developing  job  specifications 

3.  Provides  a  basis  for  determining  the  individual's  contribution  to 
profit 

4.  Allows  consideration  of  the  "span  of  control" 

5.  Improves  communications 

6.  Provides  a  method  of  building  checks  and  balances  into  the  organi- 
zation (Figure  40-1) 

Obviously,  there  are  other  advantages  to  be  derived  from  analyzing 
and  charting  business  operations  and  individual  responsibilities,  but 
those  outlined  above  are  of  major  importance. 

Charting  of  the  company  operations  can,  of  course,  be  difficult  and 
subject  to  inaccuracy  for  the  following  reasons: 

1.  Problems  in  charting  human  relationships  (constant  change  within 
the  individual  and  his  environment). 

2.  Problems  of  general  semantics.  (Words  have  different  connotations; 
titles  and  lines  have  different  meanings  to  each  person.) 

3.  The  constant  evolution  and  modification  of  an  organization. 

4.  Complications  caused  by  overlapping  of  functions. 

In  my  opinion,  the  advantages  of  charting  far  outweigh  the  disad- 
vantages. 

It  is  understandable  that  it  is  most  difficult  to  picture  actual  relation- 
ships delineating  each  function,  each  department,  and  the  extent  of 
responsibility  of  each  individual.  Such  a  chart  can  degenerate  into  mean- 
ingless lines  and  boxes  of  different  sizes.  But  to  admit  the  problem 
does  not  imply  futility.  Rather  it  emphasizes  the  need  for  such  study  and 
organization.  Martindell's  Scientific  Appraisal  of  Management  -  states  that 
it  is  the  "man  and  not  the  title  who  controls  affairs."  I  agree  with  this. 


2  Jackson  Martindell,  Scientific  Appraisal  of  Management,  Harper  &  Brothers,   New 
York,  1950. 
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but  the  chief  executive  officer  must  clarify  and  determine  the  arrange- 
ment of  departments  and  establish  who  is  doing  what,  when,  where,  and 
with  whom  and  who  is  getting  paid.  Such  a  blueprint  may  not  be  neces- 
sary in  an  enterprise  with  a  dozen  employees,  but  it  is  necessary  in 
medium-sized  and  large  businesses. 

Constructing  a  chart  will  reveal  roadblocks  obstructing  the  efficient 
functioning  of  management.  Checking  the  company  operations  to  clarify 
the  functioning  of  the  company  may  reveal  unrelated  operations  that 
are  difficult  to  correlate  and  may  be  considered  for  future  elimination.  A 
chart  can  serve  as  a  dispassionate  critic.  Rearrangement  can  be  made 
without  emotion,  and  any  person  affected  can  feel  that  corrections  are 
not  personally  directed  at  him  but  rather  are  purely  objective. 

Building  an  Organization  Chart 

Exhaustive  study  of  the  company's  existing  fields  of  endeavor  is  the 
initial  step  in  building  a  sound  organization  chart. 

Product  classifications  delineate  the  fields  of  endeavor  in  which  the 
company  operates.  For  example,  the  operation  may  be: 

1.  Production  of  basic  products  from  natural  resources  (timber,  non- 
ferrous  metals,  coal) 

2.  Agricultural  production  (wheat,  corn,  milk,  fruit) 

3.  Manufacturing  (flour,  machine  tools,  automobiles,  farm  and  indus- 
trial equipment) 

4.  Processing  (drugs,  chemicals,  textiles) 

5.  Engineering  (mechanical,  electrical,  civil) 

6.  Construction  (homes,  highways,  bridges,  dams) 

7.  Combinations  of  the  above 

Classifying  the  company's  fields  of  endeavor  may  reveal  highly  complex 
operating  problems  which  complicate  attaining  maximum  top  manage- 
ment effectiveness. 

It  is  readily  understandable  that  a  company  which  operates  in  more 
than  one  field  may  be  forced  into  a  highly  complicated  organizational 
chart,  whereas  a  company  operating  in  one  or  two  very  closely  related 
fields  has  a  much  easier  problem  of  grouping  work  and  assigning 
authority. 

The  effect  of  operating  in  diverse  fields  is  illustrated  in  Figure  40-2. 
The  hypothetical  company  shown  is  involved  in  three  distinct  fields, 
chemical  (Division  1),  metalworking  (Division  2),  and  electrical  (Division 
3).  This  extreme  diversification  makes  the  establishment  of  clear-cut  lines 
of  authority  and  responsibility  more  difficult  and  tends  to  force  the  com- 
pany toward  a  complicated  organization  structure. 

Needless  to  say,  the  more  complicated  the  organization  structure,  the 
more  internal  problems  are  created.   One  important  complication,   al- 
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Fig.  40-2.  The  effect  of  operating  in  diverse  fields  on  tlie  organization  structure. 

though  by  no  means  the  only  one,  is  the  increased  number  of  communi- 
cation channels  and  the  attendant  increasing  difficulty  in  disseminating 
information.  The  effect  of  increasing  company  size  on  communication  is 
shown  by  Figure  40-3. 
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Fig.  40-3.  Increasing  complexity  of  conmuinication  caused  by  business  growth.  [From 
a  pamphlet  on  "Improving  Profit  through  Better  Coordination  of  Sales  and  Promotion," 
issued  by  Ford,  Bacon  and  Davis,  Incorporated,  New  York.) 
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The  second  step  in  building  an  organization  chart  is  to  consider  the 
basic  markets  to  which  the  company  is  selHng  and  its  method  of  approach- 
ing the  market.  This  phase  of  the  study  may  reveal  markets  served  which 
are  not  at  all  compatible  with  the  major  fields  of  endeavor  and  should 
be  eliminated.  It  may  also  suggest  types  of  products  to  be  added,  the 
areas  in  which  acquisitions  of  other  smaller  companies  should  be  con- 
sidered, and /or  the  organization  of  new  manufacturing  and  selling 
divisions  required.  Market  considerations  basically  involve: 

1.  Product  classification 

2.  Customer 

3.  Channels  of  distribution 

After  evaluating  the  product,  its  customers,  and  channels  of  distribu- 
tion, the  method  employed  in  moving  the  product  into  ultimate  use 
must  be  determined.  These  methods  are: 

1.  Wholesale 

2.  Retail 

3.  Direct  to  the  user 

Marketing    functions    are    complicated    by    these    various    categories    of 
consumers: 

1.  Ultimate  user 

2.  Industrial  consumer 

3.  Institutional  consumer 

4.  Governmental  units 

Analysis  of  the  type  of  business,  the  product  produced,  the  distribution 
processes,  and  the  consumers  will  serve  further  to  refine  decisions  as  to 
obvious  areas  in  which  the  company  might  add  to  its  line  or  might 
consider  ceasing  to  do  business  because  of  resulting  organization  com- 
plexity or  cost.  In  other  words,  a  chart  cannot  be  formulated  ^\ithout 
first  studying  the  major  problems  and  demands  of  the  business  and  bring- 
ing them  clearly  into  focus. 

Such  an  analysis  must  be  purely  objective.  It  is  readily  understandable 
that  a  company  which  operates  in  more  than  one  field  may  be  forced  to 
vary  its  organization  chart  radically  from  a  single  integrated  company 
to  a  more  complex  autonomous  divisional  chart.  The  type  of  executive 
and  his  necessary  qualifications  in  top  management  Tvould  thus  vary 
greatly  according  to  the  different  concepts  and  demands  of  the  varving 
elements  within  the  job.  For  example,  one  job  may  require  a  chemical 
engineer;  another,  someone  stronger  in  mechanical  engineering  but  with 
some  accounting. 

The  chief  executive,  in  arriving  at  his  final  organization  chart,  should 
try  to  eliminate  overcomplexity  caused  by  too  many  product  tvpes  or 
models.  Such  simplification  eliminates  a  diffusion  of  markets  to  be  served 
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and  reduces  the  number  of  varied  processes  involved  in  the  same  over-all 
business. 

The  completion  of  this  study  will  tend  to  force  decisions  as  to  the  most 
satisfactory  method  of  operation,  namely: 

1.  Functional  (finance,  manufacturing,  marketing,  purchasing,  engineer- 
ing) 

2.  Divisional   (machine-tool  manufacturing  division,  drug  division) 

3.  A  combination  of  both 

4.  The  extent  of  centralization  or  decentralization  required 

The  resulting  chart  of  organization  requirements  provides  a  basis  for 
grouping  the  elements  involved  into  top  management  job  descriptions 
and  determines  the  type  of  men  to  be  selected,  their  qualifications,  re- 
sponsibilities, and  compensation.  Thus,  at  this  stage,  we  have  set  up  the 
environment  within  which  the  top  management  team  will  work. 


ESTABLISHING  KEY  TOP  MANAGEMENT  JOBS 

After  preliminary  charting  of  the  functional  requirements  of  the  busi- 
ness, functions  can  be  logically  regrouped  and  assigned  to  top  manage- 
ment titles.  We  shall  have  already  determined  the  type  of  business  and 
the  activities  in  which  the  company  will  be  involved,  and  now  we  must 
determine  how  to  control  these  functions.  At  this  point,  we  are  involved 
in  the  human  equation.  To  make  the  result  of  these  assignments  effective, 
we  must: 

1.  Know  where  the  company  is  headed,  its  goals  and  objectives 

2.  Avoid  overorganization,  leaving  areas  for  individual  initiative 

3.  Anticipate  human  relationships  within  the  management  group 

4.  Avoid  oversegregation  of  departments,  allowing  cross-pollination  of 
ideas 

5.  Retain  control  through  a  system  of  built-in  checks  and  balances 
Although  the  size  of  the  business  and  the  degree  of  its  complexity  will 

affect  the  final  assignment  of  duties  to  the  top  personnel,  generally 
speaking,  we  note  that  successful  larger  companies  are  adhering  to  a 
policy  of  "centralized  planning  and  control  in  conjunction  with  decen- 
tralized authority  and  responsibility.  This  concept  reconciles  the  organiza- 
tion's need  for  coordinated  action  with  the  legitimate  aspirations  of 
individuals."  ^ 

In  assigning  duties  to  individuals  it  is  important  never  to  lose  sight 
of  the  control  of  "six  M's  of  management":  (i)  Marketing,  (2)  Manu- 
facturing, (3)  Materials,  (4)  Men,  (5)  Methods,  and  (6)  Money. 

^  Raymond  Villers,  "Control  and  Freedom  in  a  Decentralized  Company,"  Hanmrd 
Business  Review,  March-April,   1954. 
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Checks  and  balances  must  be  built  into  all  job  assignments  to  control 
these  six  elements.  For  example,  if  a  quality-control  function  is  assigned 
directly  to  the  manufacturing  division,  the  chances  are  that  the  quality 
will  suffer.  This  is  like  the  taskmaster  setting  his  own  task.  In  our  com- 
pany, quality  control  is  assigned  to  the  engineering  department,  and  this 
creates  a  check  on  manufacturing.  Again,  if  the  purchasing  function  were 
delegated  to  the  manufacturing  division,  there  would  probably  be  fewer 
shortages  on  the  assembly  line,  but  also  higher  prices  would  probablv 
be  paid  for  materials  and  surpluses  would  be  created.  It  is  human  nature 
always  to  have  enough  materials  in  stock. 

A  most  effective  pace  setter  for  all  top  management  is  to  establish  a 
strong  budget  department. 

An  important  result  of  specifying  job  content  and  building  checks  and 
balances  into  these  job  assignments  is  the  clarification  of  channels  of 
communication.  There  is  little  hope  of  any  company's  success,  no  matter 
how  complete  its  chart  of  organization  and  regardless  of  the  qualifications 
of  its  executives,  unless  each  man  is  able  to  communicate  clearly  and 
swiftly  with  others. 

The  Span  of  Control 

In  formulating  job  assignments  for  the  top  management  team,  it  is 
imperative  that  the  chief  executive  recognize  the  principle  of  span  of 
control  for  his  top  management  team  as  well  as  for  himself.  There  are 
definite  limits  to  the  number  of  major  responsibilities  that  can  be 
assigned  to  any  executive  (see  Figure  40-4).  AVhether  the  major  areas  of 
responsibility  should  be  limited  permits  of  no  question.  The  only  ques- 
tion is,  how  many  major  areas  of  responsibility  can  an  executive  success- 
fully administer? 

A  good  statement  of  the  principle  of  span  of  control  has  been  made  by 
Colonel  Lyndall  F.  Urwick  of  London,  who  summarized  the  span-of-con- 
trol  graph  developed  by  the  French  engineer  V.  A.  Graicunas.-^  This  sum- 
mary is  quoted  from  Count  Alfred  Korzybski's  paper  at  the  Second 
Congress  of  General  Semantics: 

Students  of  administration  have  long  recognized  that  in  practice  no  human 
brain  should  attempt  to  supervise  direcdy  more  than  five,  or  at  the  most,  six 
other  individuals  whose  work  is  inter-related.  Mr.  V.  A.  Graicunas  of  Paris  has 
recendy  shown  why  this  is  so.  An  individual  ^vho  is  coordinating  ^\ork  of  others 
whose  duties  interconnect  must  take  into  account  in  his  decisions,  not  only  the 
reaction  of  each  person  concerned  as  an  individual,  but  also  his  reactions  as  a 
member  of  any  possible  grouping  of  persons  which  may  arise  during  the  course 
of  the  work.  The  psychological  conception  of  "span  of  attention"'  places  strict 
limits  on  the  number  of  separate  factors  which  the  human  mind  can  grasp  simul- 

"^  Bulletin  of  the  International  Management  Institute,  vol.  7,  no.  3.  March.   1933. 
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taneously.  It  has  its  administrative  concept  in  what  is  described  as  "span  of  con- 
trol." A  supervisor  with  five  subordinates  reporting  directly  to  him,  who  adds  a 
sixth,  increases  his  available  human  resources  by  20  percent.  But  he  adds  approxi- 
mately 100  percent  to  the  complexity  and  difficulty  of  his  task  of  coordination. 
The  number  of  relationships  which  he  must  consider  increases  not  only  by  arith- 
metical but  by  geometrical  progression.  Neglect  of  the  limitations  imposed  by 
the  "span  of  control"  creates  insoluble  problems  of  coordination. 
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Fig.  40-4.  "Span-of-control"    diagram.    {Adapted   from   Alfred   H.   Korzybski,   Manhood 
of  Humanity,  p.  276,  lyiternational  N on- Aristotelian  Library  Publishing  Company.) 


It  is  clear  that  success  in  building  a  top  management  team  demands  an 
examination  of  human  activities  to  develop  an  environment  conducive 
to  maximum  utilization  of  the  talents  of  the  men  selected  for  the  team. 
In  other  words,  before  condemning  any  personnel  in  a  current  group, 
the  chief  executive  must  be  certain  that  any  apparent  failure  of  those 
presently  on  the  team  is  not  directly  related  to  a  faulty  concept  of  over-all 
organization  itself.  The  organization  may  in  itself  hamstring  a  capable 
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executive.  Isolating  the  reason  for  the  failure  as  to  whether  it  lies  in  the 
organization  or  in  the  individual  is  a  responsibility  the  chief  executive 
can  never  delegate  to  anyone  else. 

Develop  Job  Specifications 

As  the  top  management  jobs  are  brought  into  clearer  focus  through 
analysis,  the  job  specifications  can  then  be  laid  out.  Details  of  these 
specifications  include: 

1.  Areas  of  responsibility 

a.  Divisional 

b.  Functional 

2.  Knowledge  required 

a.  Educational  background  (major  and  minor  studies) 

b.  Experience  and  training  (major  and  minor  skills) 

3.  Range  of  compensation 

a.  Salary 

b.  Incentive 

These  job  definitions  must  describe  qualities  of  leadership  and  imagina- 
tion, ability  to  organize,  motivate,  and  develop  other  men,  and  technical 
knowledge,  as  well  as  other  imponderable  elements  of  personality.  The 
clarity  of  these  definitions  must  be  stressed.  It  will  be  possible  to  know 
the  type  of  individuals  required  only  when  these  job  descriptions  have 
been  formally  determined. 

Following  analysis  of  the  company,  the  final  development  of  the  organi- 
zation chart,  and  the  establishment  of  requirements  for  the  kev  manage- 
ment men,  the  chief  executive  will  then  be  in  a  position  intelligently 
to  build  his  team. 


SELECTING  THE  TOP  MANAGEMENT  TEAM 

Selecting  men  for  the  top  management  team  is  a  process  involving 
three  stages: 

1.  Locating  top  management  candidates 

a.  From  inside  the  organization 

b.  From  outside  sources 

2.  Evaluating  the  candidates 

3.  Finally  naming  the  men  for  top  jobs 

Charged  as  he  is  with  building  the  most  highly  qualified  and  effective 
top  management  team,  the  chief  executive  must  maintain  a  cold,  objec- 
tive attitude.  Personal  bias  must  be  eliminated  so  far  as  is  humanly 
possible  from  all  judgments  of  candidates.  This  weighing  of  qualifications 
of  the  candidates  will  be  less  difficult  with  a  chart  and  job  descriptions 
constantly  at  hand. 
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The  job  of  locating  top  management  candidates  is  tedious  and  requires 
resourcefidness.  There  can  be  endless  argument  as  to  whether  it  is  better 
to  select  men  from  inside  the  company  or  outside.  It  is  prudent  first  to 
examine  the  existing  roster  of  qualified  people  inside  the  company.  If  the 
final  list  which  results  from  screening  company  personnel  shows  most 
candidates  to  be  of  an  advanced  age,  it  seems  pretty  clear  that  some 
new  executives  will  have  to  be  selected  from  outside  the  company.  If  the 
chief  executive  himself  is  new  to  the  company,  he  may  well  decide  to 
bring  with  him  one  or  two  of  his  own  former  close  and  capable  associates. 
When  I  came  to  Minneapolis-Moline  as  president  in  November,  1957, 
I  found  it  advantageous  to  bring  with  me  as  assistant  to  the  president  a 
man  with  whom  I  had  worked  closely  for  several  years.  This  gave  me  a 
running  start  by  having  a  top  official  to  gather  in  an  impartial  and 
reliable  way  information  which  was  not  distorted  by  previous  loyalties. 
This  allowed  me  immediately  to  cover  more  bases  without  hesitance. 

Another  deciding  factor  in  going  outside  the  company  may  be  the 
shortness  of  time  available  to  correct  the  company's  financial  condition 
or  to  take  advantage  of  opportunities  for  expansion;  in  such  cases,  the 
chief  executive  may  go  outside  to  obtain  tried  and  proven  people.  In 
other  words,  in  this  case  he  may  have  to  bypass  a  potential  inside  candi- 
date who  would  require  further  training  to  do  the  job  at  hand. 

Some  of  the  advantages  of  recruiting  from  within  the  company  are: 

1.  Familiarity  with  the  organization  ) 

2.  Stability  from  continuity  of  employment 

3.  Valuable  contacts  with  major  customers 

4.  Valuable  contacts  with  major  suppliers 

5.  Encouragement  to  other  executives  and  to  employees  in  the  lower 
ranks 

6.  Loyalty 

In  the  reorganization  of  Minneapolis-Moline  beginning  late  in  1957, 
a  complete  study  of  the  organization  was  immediately  made,  including 
top  management.  The  study  revealed  that  the  greatest  and  quickest  im- 
provement could  be  made  in  the  sales  department,  and  the  best  way  of 
doing  it  was  by  upgrading  people  within  the  existing  home-office  sales 
staff.  The  vice-president-sales  was  to  be  replaced.  The  director  of  field 
sales,  who  had  been  reporting  to  the  vice  president  of  sales,  had  the 
qualifications  for  assuming  all  the  responsibilities  for  sales  and  marketing. 
Here  was  a  problem  of  having  a  capable  man  trapped  in  a  poorly  con- 
ceived organization  chart  and  working  for  a  company  that  lacked  proper 
direction.  The  accomplishments  of  this  man  in  his  new  environment 
and  with  his  added  responsibility  are  a  matter  of  company  history.  Since 
in  the  preceding  three  years  there  had  been  three  different  general  sales 
managers,  the  selection  of  a  top  personality  from  within  the  company 
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Stabilized  the  company's  relationship  with  its  dealers,  whereas  a  new 
personality  might  have  created  confusion.  In  all  respects,  it  was  good 
for  general  company  morale. 

There  are,  of  course,  advantages  in  recruiting  from  outside,  and  these 
include  the  benefit  of  obtaining  men  with: 

1.  Fresh  points  of  view 

2.  Varied  and  broader  experience 
This  serves  to: 

1.  Break  up  old  habits 

2.  Prevent  ancestor  worship  (the  attitude  summarized  in  the  expression 
''Well,  we  never  did  it  that  way  before") 

A  general  recommendation  favoring  recruiting  either  from  inside  or 
from  outside  the  company  would  not,  in  my  opinion,  be  sound.  Some 
experts  insist  that  it  is  axiomatic  that,  other  things  being  equal,  it  is 
better  to  fill  executive  positions  by  promotions  from  within.  But  I  do 
not  consider  this  an  axiom,  because  I  have  learned  in  many  instances  that 
it  is  too  difficult  and  too  costly  to  try  to  change  some  ingrained  habits 
or  methods  that  have  become  calcified  by  age.  The  practice  of  promoting 
from  within  stems  from  the  laudable  desire  of  management  to  be  fair 
and  to  encourage  people  within  the  company.  Over  the  years,  I  have 
learned  that  a  combination  of  promoting  from  within  and  recruiting 
from  outside  has  given  best  results. 

Letting  people  know  that  there  are  constant  opportunities  up  the 
ladder  is  a  great  morale  builder  and  serves  as  a  self-generating  source  of 
candidates  not  only  for  the  top  management  positions  but  for  all  manage- 
ment jobs. 

Finding  Management  Talent  Outside 

There  are  numerous  avenues  by  which  possible  candidates  from  outside 
sources  can  be  brought  to  the  attention  of  the  chief  executive.  These 
include: 

1.  Advertisements  in  financial  and  trade  newspapers  and  magazines 

2.  Executive  placement  agencies 

3.  Financial  institutions 

4.  Professional  associations  and  conventions  of  associations 

5.  Business  friends 

6.  Suppliers 

7.  University  research  and  teaching  staffs 

8.  Other  companies 

During  the  past  two  years,  Minneapolis-Moline  Company  has  adver- 
tised for  applicants  to  fill  three  executive  jobs:  export  manager,  director 
of  manufacturing,  and  director  of  engineering.  The  ad  for  the  export 
manager  produced  225  replies.  Only  5  were  up  to  general  specifications. 
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but  no  one  was  hired  through  this  medium.  The  export  manager  was 
finally  recruited  through  the  recommendation  of  the  head  of  the  foreign 
trade  division  of  a  major  bank.  The  ad  for  the  director  of  manufacturing 
ran  in  several  metropolitan  newspapers  and  produced  156  replies.  At 
least  90  of  these  applicants  had  excellent  qualifications.  However,  in  the 
final  evaluation  a  man  submitted  by  an  executive  recruiting  agency 
became  our  choice.  An  ad  for  the  director  of  engineering  produced 
approximately  100  applicants,  most  of  whom  were  highly  qualified.  This 
led  to  our  hiring  some  second-echelon  engineers,  but  our  director  of 
engineering  was  brought  to  our  attention  by  the  president  of  a  major 
manufacturing  firm.  This  leads  us  to  believe  that  the  very  top  executives 
are  not  generally  located  through  newspaper  advertisements,  but  excellent 
second-echelon  men  who  are  striving  to  get  out  of  dead-end  jobs  do 
watch  for  opportunities  for  advancement  in  newspaper  advertisements. 
Another  source  is  the  executive  recruiting  agency.  It  can  ferret  out  a 
large  number  of  qualified  candidates.  One  advantage  possessed  by  an 
executive  recruiting  agency  is  that  it  is  in  a  position  to  contact  successful 
executives  directly  and  discreetly.  For  example,  the  agency  can  call,  let  us 
say,  the  general  sales  manager  of  a  successful  company  and  tell  him  the 
description  of  a  job,  its  salary  and  other  benefits  and  opportunities,  with 
the  unexpressed  hope  that  the  question  may  actually  excite  that  general 
sales  manager  himself  to  indicate  an  interest  in  securing  the  position. 
Results  obtained  from  executive  recruiting  agencies  are  related  directly 
to  the  integrity  and  astuteness  of  the  agency;  the  results  also  will  be  deter- 
mined by  the  specific  assignment  instructions  and  information  given  to 
the  agency  by  the  company  looking  for  an  executive.  The  company  must 
work  closely  with  the  agency,  suggesting  possible  sources,  even  names,  for 
best  results. 

Evaluating  Candidates 

After  boiling  down  the  lists  of  possible  applicants,  the  real  job  is  about 
to  begin.  Evaluating  the  candidates  is  a  challenge  to  the  chief  executive's 
perception  and  judgment.  Every  possible  modern  approach  should  be 
utilized  to  assay  the  complex  human  qualities.  The  final  evaluation  of  the 
candidate  is  made  by: 

1.  Final  personal  interview 

2.  Exhaustive  checking  of  references  in  recommendations  received 

3.  The  use  of  industrial  psychologists 

4.  Having  the  candidates  interviewed  by  other  members  of  the  man- 
agement team  for  their  impressions  and  recommendations 

It  is  almost  impossible  to  measure  accurately  personality  and  abilitv 
solely  through  a  personal  interview.  The  problem  is  that  the  apj^licant 
is  on  his  best  behavior,  is  possibly  embarrassed,  or  is  reserved.  Because  of 
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this,  it  pays  for  the  executive  to  have  some  predetermined  questions  ready 
before  the  interview  which  can  be  a  guide  for  carrying  on  the  conversa- 
tion and  worming  out  pertinent  facts.  We  beHeve  the  personal  interview 
is  the  most  important  means  of  evaluating  the  individual  even  if  several 
meetings  are  required.  There  is  a  risk  you  have  to  take  in  any  selection; 
in  the  final  analysis,  it  is  something  like  betting  on  a  horse. 

To  correct  possible  errors  in  selection,  other  means  of  judging  the 
candidate  should  be  used.  These  should  follow  the  executive's  personal 
interview  so  that  his  initial  impressions  are  unbiased.  Checking  of  refer- 
ences is  difficult  and  can  lead  down  many  blind  alleys.  The  problem  in 
talking  to  the  applicant's  previous  associates  is  that  they  do  not  want  to  be 
in  a  position  of  condemning  a  former  friend.  Direct  phone  calls  should 
be  used  in  contacting  references,  and  even  these  often  are  not  accurate. 
The  individual's  progress  through  his  business  life  is  always  an  excellent 
measure  of  his  ability  as  another  method  of  weighing  the  candidate  and 
correcting  or  corroborating  his  own  impressions. 

The  chief  executive  would  be  wise  to  expose  the  candidate  to  psycho- 
logical testing.  The  use  of  the  industrial  psychologist  in  selecting  top 
executive  personnel  is  recommended  with  reservations.  The  professional 
competence,  the  ethical  standards,  and  the  practical  experience  of  the 
psychologist  must  be  well  known  to  the  chief  executive  before  emploving 
such  service. 

In  our  opinion,  a  program  of  making  a  management  audit  bv  use  of 
the  industrial  psychologist  has  the  advantage  of  forcing  the  chief  execu- 
tive officer  to  place  each  individual  under  a  microscope  when  looking  at 
his  qualifications,  personality,  and  other  traits  that  may  throw  light  on 
his  ability  to  do  an  outstanding  job.  The  problem  of  screening  an  in- 
dividual and  actually  sizing  up  his  business  and  personal  qualifications  is 
complex  even  under  the  most  informed  circumstances.  The  use  of  tests 
and  analysis  can  force  the  chief  executive  to  delve  into  the  mainsprings 
of  a  man's  make-up.  Our  policy  at  Minneapolis-Moline  is  to  use  tests  and 
their  resulting  interpretations  as  a  corrective  device  to  our  own  thinknig 
or  as  a  confirmation  of  our  appraisal,  but  we  use  these  tests  ^vith  great 
caution.  As  the  industrialist  Cyrus  S.  Eaton  says,  "I  cannot  convince  mv- 
self  that  personality  tests  will  ever  supplant  concrete  evidence  of  hard 
work."  Further,  Crawford  H.  Greenewalt,  president  of  Du  Pont,  doubts 
that  geniuses  like  Ben  Franklin  or  Edison  could  pass  tests  and  get  jobs  in 
industry  today.^  We  give  psychological  tests  at  Moline  a  weight  of  about 
25  per  cent  in  the  total  evaluation  of  an  individual. 

Another  sound  means  of  evaluating  a  top  management  aspirant  is  to 
enlist  the  interest  and  assistance  of  the  other  members  of  the,  top  manage- 
ment team.  In  the  final  analysis,  we  are  not  only  selecting  an  individual, 
5  True  magazine,  March,  1959. 
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but  we  are  selecting  a  member  of  a  team,  and  the  candidate  must  be 
compatible  with  the  entire  group.  The  other  executives'  recommendations 
should  be  given  great  weight  in  the  final  decision. 

Making  the  Selection 

After  the  final  weighing  of  opinion,  we  are  in  a  position  to  name  the 
men  for  the  top  jobs.  In  choosing  the  men  for  the  top  team,  it  is  neces- 
sary to  add  certain  modifying  words  to  the  classic  Webster  definition  of 
a  team  as  a  group  of  persons  "associated  together"  or  "pulling  together." 
Essential  qualifying  words  to  be  added  are  "aggressively,  intelligently, 
and  with  integrity  toward  the  mutual  goal."  In  other  words,  we  must 
select  a  man  who  works  well  with  other  people. 

To  sum  up  the  qualities  essential  in  the  team,  we  must  name  vision 
and  leadership,  fortitude  and  determination,  and  that  which  welds  these 
qualities  into  a  firm  and  efficient  operating  group— an  almost  intuitive 
sense  of  personal  comradeship.  If  this  implies  too  intimate  a  relationship 
to  some,  let  it  never  be  forgotten  that  a  top  management  team  must  get 
along  in  times  of  deep  stress  and  the  basic  man-to-man  relationship  must 
be  one  of  complete  understanding.  This  is  not  to  say  that  it  must  con- 
tinue after  the  working  day.  I  am  aware  of  the  fact  that  many  corpora- 
tions consider  a  man's  wife  and  family  as  integral  to  his  job.  I  believe 
social  contacts  are  important.  Although  they  should  not  constitute  an 
absolute  criterion  of  a  man's  ability  to  handle  a  top  management  job,  we 
would  not  hire  a  top  management  man  without  first  meeting  his  wife. 

A  man  may  have  all  the  qualifications  to  make  the  top  management 
team  and  yet  not  have  that  final  element  which  enables  him  to  achieve 
great  success.  To  quote  what  a  friend  of  mine,  the  chairman  of  the  board 
of  one  of  the  largest  insurance  companies,  said  about  another  very  success- 
ful executive,  "He  has  the  necessary  2  per  cent  of  gray  rat  in  him."  This 
was  a  great  accolade  in  the  business  world.  He  was  referring  to  a  natural 
quality  in  the  man  that  can  be  defined  as  an  indestructible  instinct  for 
survival  coupled  with  unusual  cunning  and  shrewdness.  1 

MOTIVATING  THE  TEAM 

Once  the  members  of  the  team  have  been  selected,  the  chief  executive 
must  recognize  that  each  individual  is  a  complex  animal— feeling,  think- 
ing, self-motivating,  growing,  in  myriad  ways,  in  an  environment  that 
changes  from  day  to  day  and  year  to  year  in  all  its  business  and  social 
demands.  Any  one  of  us  will  be  a  different  person  a  year  from  today.  We 
either  grow  or  deteriorate.  Even  a  bar  of  iron  undergoes  physical  change 
with  the  passage  of  time  through  the  action  of  air  and  moisture.  Each 
man  in  the  top  management  team  must,  then,  learn  the  skills  of  human 
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relations  as  well  as  the  skills  required  in  other  business  affairs;  he  must 
recognize  the  need  for  delicacy  and  tact  in  dealing  with  other  members  of 
the  team  under  the  changing  conditions.  The  interrelations  between 
members  of  the  team,  like  chemical  reactions,  change  constantly  and 
imperceptibly.  The  chief  executive,  as  catalyst,  increases  the  speed  and 
scope  of  these  team  interactions.  Obviously,  any  inflexible  individual,  like 
inert  or  inorganic  matter,  can  have  no  place  on  such  a  team. 

In  the  organization  of  business  enterprises  today,  the  chief  executive 
must  possess  skills  other  than  those  which  brought  to  birth  business  enter- 
prises during  the  past  century.  The  "manager"  is  the  essential  chief  execu- 
tive today.  Although  in  past  years  the  chief  executive  might  have  been  a 
brilliant  mechanic,  inventor,  chemist,  or  salesman,  the  good  executive 
today  must  manage  much  more  than  a  factory,  or  a  product  line,  or  a  crew 
of  salesmen,  or  the  supporting  advertising  program.  He  must  manage 
people.  Once  again,  we  insist  business  is  people.  The  chief  executive  must 
motivate  them,  or  to  use  a  more  old-fashioned  phrase,  he  must  inspire 
them. 

Executive  Compensation 

The  basic  motivations  of  men  are  so  numerous  and  complex  that  m 
this  short  study  it  appears  that  we  might  be  well  advised  to  deal  ^yith 
one  major  concrete  motivation,  that  of  over-all  executive  compensation. 
Compensation  plans  are,  after  all,  the  foundation  on  which  solid  personal 
satisfactions  and  lasting  loyalties  can  be  erected. 

A  sound  executive  compensation  plan  for  the  top  management  team,  in 
my  opinion,  must  have  two  main  objectives: 

1.  Meeting  the  basic  requirements  of  the  individual  executive 

2.  Meeting  the  needs  of  the  company 

While  formulating  a  program  that  will  attain  these  major  objectives, 
we  must  keep  in  mind  the  possible  future  necessity  of  providing  incen- 
tives to  the  second  and  third  echelons  of  management,  which  include 
division  heads,  department  heads,  supervisors,  and  foremen. 

Requirements  of  the  Individual.  In  creating  motivations  that  meet  the 
individual's  requirements,  it  is  necessary  to  analyze  the  basic  personal 
requirements  of  an  executive.  Whatever  their  additional  desires,  all 
executives  are  seeking: 

1  A  means  by  which  sizable  capital  can  be  accumulated  within  a  rea- 
sonable period  of  time,  granted  that  adequate  effort  and  ingenuitv  are 

applied 

2.  Funds  to  cover  disaster,  health,  accident,  and  life  nisurance 

3.  Future  security  for  himself  and  his  family  from  sources  related  to 
his  work  such  as  a  sound  retirement  plan  and  the  capital  gains  oppor- 
tunity mentioned  in  item  1 
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Designing  a  compensation  program  to  reach  these  goals  requires  close 
consideration  of  the  following: 

1.  From  a  moral  point  of  view,  nothing  should  be  "given  away"  to  the 
individual  by  the  company. 

2.  The  individual  is,  however,  entitled  to  all  the  good  "breaks"  or  good 
luck  that  comes  his  way  through  his  association  with  the  company. 

3.  Attaining  these  goals  should  require  from  the  executive  substantial 
dedication,  initiative,  effort,  and  serious  thought. 

A  compensation  plan  must  bring  into  play  the  many  factors  that 
motivate  the  top  personnel.  Sometimes  the  well-paid  executive  becomes 
lazy  and  loses  his  drive  and  effectiveness.  This  is  probably  the  biggest  risk 
the  company  assumes  when  paying  members  of  top  management  high 
compensation,  but  such  mistakes  can  be  corrected.  It  must  be  realized 
in  designing  any  program  that  the  company  is  not  run  purely  for  the 
benefit  of  the  top  management  team. 

In  meeting  the  needs  of  the  company,  the  executive  compensation  plan 
must  be  a  dynamic  means  of  accomplishing  a  number  of  specific  objec- 
tives. These  can  be  stated  as: 

1.  To  earn  a  maximum  return  on  the  shareholders'  or  owners'  net  in- 
vested capital 

2.  To  earn  a  maximum  profit  on  each  division  within  an  industry 

3.  To  grow  annually  in  volume  in  excess  of  2  per  cent  per  year,  thus 
offsetting  inflation  and  providing  growth  for  the  company  and  expanding 
opportunity  for  its  executives 

4.  To  stimulate  new  and  creative  thinking 

5.  To  cut  down  executive  turnover  through  the  accumulation  of 
"vested"  rights  and  the  like 

6.  To  attract  the  best  executive  talent  - 
Company  Needs.  In  meeting  the  needs  of  both  the  individual  and  the 

company  in  a  sound  compensation  plan,  the  short-  and  long-term  objec- 
tives of  the  company  must  be  considered. 

An  executive  compensation  plan  must  be  tailored  to  the  company's 
financial  situation,  both  short-  and  long-term.  There  must  be  a  careful 
evaluation  of  the  effect  of  stock  options  and  profit  sharing  upon  the 
dilution  of  owners'  or  shareholders'  interest.  Tax  arrangements  should  be 
studied  to  provide  a  low  net  tax  cost  to  the  company.  For  the  long  term, 
the  study  should  look  toward  a  multiple  form  of  executive  compensation 
which  will  incorporate  deferred  pay  arrangements,  limited  profit  sharing, 
and  pension  plans.  Whatever  the  compensation  plan,  it  must  be  com- 
patible with  Federal,  state,  and  local  income  tax  laws.  It  must  protect  the 
company's  interest  while  providing  a  driving  incentive  for  executives. 
It  must  also  be  so  well  conceived  and  so  sound  as  to  stand  up  against  any 
criticism. 
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In  developing  such  a  compensation  plan,  it  is  frequently  very  helpful 
to  have  exploratory  discussions  with  the  executives  themselves  to  ascertain 
the  most  desirable  features  from  the  executive's  own  perspective.  A  re- 
sponsible executive  will  also  be  of  help  in  defining  the  plan  to  meet  the 
company's  requirements  as  well  as  his  own. 

There  are  obviously  many  other  motivations  for  a  top  management 
team,  but  in  this  chapter,  space  does  not  permit  their  elaboration.  \Ve 
have  given  particular  attention  to  compensation  since  most  experts  recog- 
nize that  as  a  major  motivating  force. 

DEVELOPING  THE  TEAM  MEMBERS 

A  carefully  selected  and  well-motivated  top  management  team  will 
develop  in  the  direction  of  reaching  the  desired  objectives  of  the  com- 
pany only  if  the  chief  executive  establishes  certain  continuous  policies. 
These  essential  policies  must  aim  constantly  at  extending  the  effectiveness 
of  the  individuals  on  the  team.  From  a  selfish  point  of  view,  the  chief 
executive  must  strive  to  develop  the  team  both  in  knowledge  and  in 
stature. 

Increasing  Knowledge 

As  to  developing  their  knowledge,  company  policy  can  be  established 
which  encourages  long-range  programs  covering  the  following  activities: 

1.  Attendance  at  special  lecture  series 

2.  Symposiums  sponsored  by  colleges  and  universities 

3.  Conventions  (technical  sessions) 

4.  Assignment  of  special  "trouble-shooting  projects" 

There  are  excellent  lecturers  available  for  short  assignments  to  give 
special  talks  to  top  executives  on  specific  professional  subjects.  These 
serve  as  refresher  courses  and  are  a  means  of  carrying  out  education  and 
research  into  modern  management.  Several  years  ago,  when  I  ^vas  vice 
president  of  Consolidated  Foundries,  the  executives  were  directed  to 
attend  a  one-week  symposium  in  Highland  Park,  Illinois,  for  the  purpose 
of  studying  the  problem  of  intracompany  communications.  I  must  admit 
that  the  thought  of  going  off  to  an  isolated  hotel  and  studying  for  a  whole 
week  such  a  subject  rather  antagonized  me.  Actually,  it  turned  out  to  be 
the  most  worthwhile  educational  experience  that  had  happened  to  me 
in  years.  The  lecturer  was  outstanding,  and  the  subject  and  the  method 
of  treatment  were  provocative.  In  any  study  course,  a  great  deal  depends 
upon  the  subject  and  the  qualification  of  the  individual  directing  the 
study. 

The  technical  sessions  of  a  trade  convention  are  a  most  ^vorth^vhile 
method  of  gaining  additional  knowledge.  Many  of  the  people  giving  the 
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papers  are  ambitious,  up-and-coming  junior  executives  who  are  keenly 
interested  in  the  subject  and  are  steeped  in  the  problems  of  actual  opera- 
tions. The  top  executive  can  gain  a  great  insight  into  current  problems 
if  the  right  sessions  are  selected. 

Many  times  special  situations  arise  which  require  top  management 
attention.  It  may  be  that  a  particular  plant  is  losing  money  or  that  there 
are  preliminaries  involved  in  an  acquisition.  An  excellent  method  of 
broadening  a  top  executive  is  to  assign  him  such  special  responsibility. 
For  example,  Minneapolis-Moline  is  involved  in  a  Turkish  factory  which 
requires  management  attention  on  occasion  throughout  the  year.  This 
assignment  to  various  members  of  the  top  management  staff  has  not  only 
afforded  a  great  opportunity  for  these  executives  to  take  on  a  complicated 
assignment  in  a  foreign  country,  but  it  has  also  given  them  an  op- 
portunity to  learn  something  about  doing  business  in  Europe. 

Gaining  knowledge  is  a  continuing  project.  The  job  cannot  be  done  in 
"fits  and  starts."  The  chief  executive  must  promote  such  constant  train- 
ing for  the  top  management  staff.  Even  encouraging  the  top  executive  to 
write  technical  articles  for  trade  journals  is  a  means  of  forcing  study.  In 
this  ever-changing  world,  continual  review  of  pertinent  fields  of  knowl- 
edge is  necessary.  All  this  comes  under  the  category  of  increasing  our 
knowledge. 

Increasing  the  Individual's  Stature  .      '") 

Beyond  the  extension  of  knowledge  lies  the  further  increase  in  stature 
of  the  individual.  This  denotes  development  and  growth  and  assures  the 
acceptance  of  the  individual  and  that  of  the  company  in  the  professional, 
business,  and  even  social  and  civic  fields. 

The  objective  of  having  the  top  executives  participate  as  members  of 
technical  associations  is  to  have  them  gain  knowledge  about  their  phase 
of  the  business  and  to  develop  their  standing  in  the  professional  group. 
The  top  executive  should  not  become  so  involved  in  the  association  that 
he  cannot  do  his  job;  however,  he  should  participate  in  technical  and 
professional  committees  that  can  be  beneficial. 

From  the  standpoint  of  social  clubs,  the  objective  in  encouraging  the 
better  memberships  is  to  expose  the  top  executives  to  the  leading  people 
in  the  community,  such  as  individuals  from  banking,  industry,  and  the 
professions.  The  congenial  circumstances  of  a  club  provide  an  atmosphere 
wherein  knowledge  not  otherwise  available  is  acquired.  An  important 
result  of  such  club  memberships  is  the  effect  upon  the  stature  of  the  top 
executive  in  the  community  and  upon  the  outlook  and  ambitions  of  the 
executive.  As  broader  and  newly  awakened  ambitions  are  envisioned,  the 
executive's  efforts  to  achieve  these  goals  are  increased.  In  turn,  this  helps 
the  company.  This  policy  as  to  social  life  presupposes  highly  intelligent 
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top  management  people  who  are  capable  of  being  developed  and  are  not 
susceptible  to  being  engulfed  in  the  purely  social  whirl. 

The  top  executives  should  be  encouraged,  to  a  limited  extent,  to 
participate  in  civic  activities.  Each  experience  in  a  campaign  or  a  venture 
tends  to  sharpen  the  individual  as  an  organizer  and  a  "doer."  Again, 
caution  must  be  exercised  so  that  the  man's  energies  are  not  dissipated 
by  too  many  assignments.  The  objective  should  be  both  to  help  the 
community  and  to  develop  the  individual. 

Only  recently  the  vice  president-treasurer  of  our  company  agreed  to 
make  a  speech  before  the  Hopkins  Rotary  Club  on  the  subject  of  "The 
New  Minneapolis-Moline  Organization."  As  a  result  of  preparing  for  the 
talk,  he  was  forced  to  study  the  organization  at  this  most  recent  date  and 
has  come  up  with  some  excellent  suggestions  for  improvement.  From  a 
cold  profit  standpoint,  if  top  management  will  encourage  civic  activities. 
the  results  will  frequently  prove  amazing. 

In  conclusion,  even  though  these  observations  seem  severely  pragmatic, 
the  newly  elevated  executive  would  not  reject  privileges  and  prestige  that 
come  from  these  professional,  social,  and  civic  associations  even  if  he 
felt  the  company's  motives  were  less  than  purely  altruistic.  In  follo^ving 
such  a  policy,  the  company  risks  the  possibility  of  spoiling  a  top  man. 
However,  this  is  a  reflection  on  the  man  in  the  long  run,  and  the  companv 
may  have  the  onerous  task  of  eliminating  him.  We  are  frank  Avith  our 
executives  about  these  matters.  Obviously,  the  executives  are  apt  to  learn 
more  and  be  stimulated  by  the  more  successful  people.  This  is  true  from 
a  business,  professional,  and  social  point  of  view.  Above  all,  the  companv 
should  not  endorse  its  executives  becoming  "joiners."  There  can  be  no 
substitute  for  being  dedicated  to  the  business. 


RETAINING  THE  TOP  MANAGEMENT  TEAM 

As  time  goes  by  the  company  must  evolve  a  means  of  retaining  the 
individual,  not  only  physically,  but  mentally  active  in  the  company.  Top 
management  must  devote  thought  as  to  how  to  retain  the  effectiveness 
of  the  key  people  after  the  individual  has  reached  financial  maturitv. 

Retaining  the  individual  physically  offers  great  areas  of  savings.  The  loss 
of  an  executive  carries  with  it  a  sizable  financial  penalty  to  the  company. 
This  is  an  area  where  turnover  is  of  serious  consequence.  Top  executives 
today  are  sought  after,  and  keeping  the  team  intact  is  a  real  challenge 
to  the  chief  executive.  In  this  program  as  outlined,  we  have  presented 
several  methods  which  will  tend  to  stabilize  the  membership  in  the  top 
management  group: 


Sound  compensation  plan 


2.  Deferred  compensation 
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3.  Stock  options 

4.  Fringe  benefits 

A  sound  compensation  plan  which  pays  the  executive  a  reasonable  base 
salary  and  incorporates  a  controlled  incentive  related  to  profitable  opera- 
tion of  the  company  is  the  most  important  method  of  holding  an  em- 
ployee. Money  talks. 

Deferred  compensation,  which  allows  the  executive  to  defer  a  part  of 
his  income  from  the  present,  when  higher  tax  brackets  are  involved, 
into  a  future  period,  after  retirement  when  income  is  lower,  is  a  prac- 
tical solution  to  the  tax  problem  and  a  means  of  holding  an  employee. 

The  use  of  stock  options,  if  applied  properly  for  holding  employees,  is 
most  forceful.  Stock  options  should  be  given,  but  the  exercise  of  the  right 
to  make  actual  purchase  of  the  stock  should  be  extended  over  a  period 
of  time.  The  term  of  employment  should  be  no  less  than  a  minimum  of 
two  years,  and  rights  to  the  shares  should  mature  in  small  portions  over 
at  least  five  years. 

Fringe  benefits  have  their  effect  upon  the  employee  who  may  consider 
a  change.  Company-carried  group  insurance  and  long-term  contracts 
providing  for  benefits  to  the  executive's  family  are  important  tools  to 
retain  the  individual  on  the  job.  Agreements  covering  retirement  benefits 
have  increased  in  importance  because  of  the  high  taxes  on  individual 
income.  The  area  of  fringe  benefits  has  become  more  important  in  the 
past  decade  because  of  the  elaborate  plans  offered  by  almost  all  com- 
panies of  any  size.  We  are  forced  to  appraise  our  position  as  compared 
with  other  companies  who  may  want  to  hire  away  a  member  of  our  team. 

In  summary,  we  believe  that  if  the  atmosphere  of  "working  together 
as  a  team"  is  developed  to  its  fullest  extent,  the  individual  executive  will 
not  be  too  susceptible  to  outside  offers.  The  constant  consideration  of 
the  functioning  of  the  organization  and  the  stress  upon  the  importance 
of  the  individual  will,  in  the  long  run,  reduce  turnover.  Ambitious  men 
are  difficult  to  retain,  and  for  this  reason,  the  chief  executive  must  con- 
stantly reconsider  the  mechanics  used  in  holding  the  top  management. 

Maintaining  Mental  Alertness 

Retaining  the  top  executive  on  the  job  physically  is  important,  but  it  is 
just  as  important  to  "retain  him  mentally."  The  individual  goes  through 
a  transition  over  the  period  of  years.  When  he  first  assumes  the  position, 
everything  about  the  job  is  a  challenge.  As  the  years  pass  by  and  the  busi- 
ness smooths  out,  the  job  becomes  more  routine  and  progress  stagnates. 
However,  if  the  chief  executive  was  careful  in  the  original  job  of  selecting 
the  top  management,  this  deterioration  will  not  be  as  pronounced. 

"Men  are  men,"  said  John  Stuart  Mill,  "before  they  are  lawyers  or 
physicians  or  manufacturers;  and  if  you  make  them  capable  and  sensible 
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men,  they  will  make  themselves  capable  and  sensible  la\v7ers  or  physicians 
or  manufacturers." 

Dr.  Clarence  B.  Randall,  when  chairman  of  the  board  of  Inland  Steel 
Company,  said  to  graduating  students  at  Massachusetts  Institute  of  Tech- 
nology: "I  employ  men  for  their  proven  capacity  to  learn.  And  in  the 
steel  industry  I  care  not  whether  a  man  masters  metallurgy  or  the  Greek 
classics  as  long  as  he  has  the  final  intellectual  capacity.  I  want  the  pre- 
cision found  in  the  metallurgist  but  I  want  also  the  power  to  appreciate 
the  logic  and  clarity  of  the  expression  of  the  Greek  philosophers,  for  both 
those  qualities  are  required  in  business." 

We  stress  education  as  a  method  of  keeping  people  alert  on  the  job. 
Education  also  assists  in  their  growth  during  the  inevitable  changes  that 
occur  in  environment  and  team  relationships.  As  the  individual  under- 
goes many  mutations  over  the  years,  so  the  team  also  undergoes  manv 
changes.  The  team  operates  not  as  a  static  entity,  but  as  a  constantly 
evolving  organism  in  the  stream  of  time.  As  a  man  changes  and  grows 
older,  he  is  liable  to  boredom  from  constantly  being  at  the  same  old 
"banana  stand."  The  chief  executive  must  recognize  this  possibihty  of 
boredom  amid  the  changes  that  occur  in  a  man  or  a  team.  Constant 
reappraisal  is  necessary.  A  man  at  a  desk  is  not  necessarily  a  man  on  the 
job. 

CONCLUSION 

The  objective  of  a  business  enterprise  is  to  earn  a  maximum  return 
on  net  invested  capital.  To  attain  this,  the  chief  executive  must  select, 
build,  and  retain  a  top  management  team  working  within  clear  lines  of 
authority,  responsibility,  and  communication. 

The  team  must  be  viewed  as  the  major  investment  of  the  company,  and 
its  members  must  be  chosen  with  the  greatest  care.  Each  individual  must 
be  selected,  motivated,  and  developed  to  his  full  and  continuous  useful- 
ness. This  demands  constant  attention  to  his  basic  needs,  his  drives  and 
hopes,  and  to  his  physical,  mental,  and  social  relationships. 

Whether  these  men  are  selected  from  inside  or  outside  the  company, 
their  hallmarks  must  be  vigor,  intellectual  capacity,  and  vision. 

To  attain  the  highest  usefulness,  the  members  of  the  top  management 
team  must  function  in  a  climate  conducive  to  their  growth  both  as  men 
and  as  executives.  They  must  draw  sustenance  from  the  company  and 
from  their  social  environment  and  in  turn  nurture  both.  Finally,  they 
must  be  fully  and  continuously  dedicated  to  the  growth  of  the  company. 


Dr.  Jay  F.  W.  Pearson 

PRESIDENT 

UNIVERSITY  OF  MIAMI 
CORAL  GABLES,  FLORIDA 


Dr.  Jay  F.  W.  Pearson's  unique  business,  research,  and  educational 
background  has  equipped  him  well  for  his  work  as  president  of  one 
of  the  fastest-growing,  privately  endowed  universities  in  the  United 
States.  Prior  to  World  War  II,  the  University  of  Miami  was  located 
in  a  few  buildings  in  Coral  Gables,  Florida,  and  had  but  a  few 
hundred  students.  Since  that  time,  an  entirely  new  campus  with  new 
buildings  has  grown  up  in  an  entirely  difjerent  location  in  Coral 
Gables.  The  student  body  today  is  made  up  of  some  thirteen  thousand 
students  from  virtually  every  state  and  some  fifty  foreign  countries. 

Upon  graduation  from  high  school,  Dr.  Pearson  immediately  em- 
barked on  a  banking  career.  Wishing  to  progress  further  in  his  chosen 
work,  however,  he  entered  the  University  of  Pittsburgh  in  792/  to 
major  in  banking.  But  he  changed  to  zoology  at  the  end  of  his 
sophomore  year  and,  in  the  summer  of  1924,  was  a  member  of  William 
Beebe's  laboratory  of  the  New  York  Zoological  Society  at  Kartabo  in 
the  jungles  of  British  Guiana.  He  was  graduated  from  the  University 
of  Pittsburgh  in  ig2^  in  absentia  while  a  member  of  the  New  York 
Zoological  Society's  Arcturus  Expedition  to  Sargasso  Sea  and  Galapagos 
Islands,  again  under  William  Beebe's  direction.  He  received  his  M.A. 
degree  from  the  University  of  Pittsburgh  in  7926. 

Shortly  thereafter.  Dr.  Pearson  joined  the  University  of  Miami  as  an 
instructor  in  zoology  and  was  promoted  to  assistant  professor  of 
zoology  in  i()28.  The  following  year  he  took  a  leave  of  absence  to 
undertake  graduate  study  at  the  University  of  Chicago.  He  finished 
his  residence  work  in  January,  1931,  and  accepted  an  appointment  as 
director  of  biological  exhibits  for  the  Century  of  Progress  Exposition. 
He  received  his  Ph.D.  degree  from  the  University  of  Chicago  in  June, 
1932. 

He  returned  to  the  University  of  Miami  in  7955  after  completing 
his   work   for   the    Century    of  Progress  Exposition   and    became   full 
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professor  of  zoology  and  secretary  of  the  university.  He  was  named 
to  the  hoard  of  trustees  of  the  university  in  ig^4  and  served  in  this 
capacity  until  February,  icf^i.  In  February,  i()^8,  he  took  a  leave  of 
absence  to  serve  as  director  of  biological  exhibits  for  the  Golden 
Gate  Exposition  at  Treasure  Island,  San  Francisco,  California. 

Dr.  Pearson  served  in  the  Army  Air  Corps  during  World  War  II, 
and  after  several  assignments  in  Cadet  Pre  flight  Training  at  various 
Army  Air  Corps  stations  throughout  the  country,  he  was  named  com- 
manding officer  of  the  Cadet  Pre-Tech  School  at  San  Antonio,  Texas. 

Following  the  war,  Dr.  Pearson  returned  to  the  University  of  Miami 
as  professor  of  zoology  and  dean  of  the  faculty.  In  February,  194'J,  he 
was  made  vice  president  of  the  university,  and  in  January,  ig^^,  he 
was  elected  president. 

In  addition  to  his  busy  schedule  with  this  fast-growing  institution. 
Dr.  Pearson  participated  in  the  founding  of  the  Florida  Acadeiny  of 
Sciences  in  ic)^6  and  subsequently  served  as  its  first  treasurer  and 
president.  He  also  participated  in  the  organization  of  the  Florida 
Association  of  Colleges  and  Universities. 

Dr.  Pearson  is  currently  president  of  the  Association  of  Urban 
Universities,  a  member  of  the  Commission  on  Colleges  and  Univer- 
sities of  the  Southern  Association  of  Colleges  and  Secondary  Schools, 
and  a  member  of  the  Committee  on  Education  for  the  ]Vhite  House 
People-to-People  Program.  He  is  also  a  member  of  the  Xational  Com- 
mission on  Accrediting. 
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CHAPTER    41 

Top  Management  in  Higher  Education 


Back  in  the  twenties  o£  this  century,  when  that  great  entrepreneur  John 
Gabbert  Bowman,  then  chancellor  of  the  University  of  Pittsburgh,  began 
the  construction  of  the  Cathedral  of  Learning,  he  recognized  the  ever- 
upward  reach  of  higher  education  and  began  to  symbolize  his  concepts 
of  college  and  university  responsibilities  in  steel,  concrete,  and  stone. 

Like  his  educational  skyscraper,  which  stands  today  in  all  its  inspiring 
majesty,  the  complex,  expanding  structure  that  is  higher  education  is  a 
creation  of  many  facets,  an  intellectual  edifice  of  many  mansions,  an 
organization  of  vast  financial  ramifications. 
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This  cathedral  of  higher  education  has  many  windows  to  admit  the 
light  of  learning;  many  rooms  to  serve  many  varied  purposes;  much  un- 
seen but  vital  framework;  and  even  more  unseen  but  priceless  channels 
of  communication  and  service  to  support  and  bind  the  whole  into  a 
working,  functional  union. 

But  this  tower  of  higher  education  is  a  topless  one,  for  it  seeks  end- 
lessly to  reach  higher  in  the  search  for  truth  and  the  dissemination  of 
knowledge. 

The  foundations  of  this  privately  supported,  independent  educational 
edifice  must  rise  from  the  solid  rock  of  good  business  organization  and 
rest  foursquare  on  efficient  management.  This  becomes  ever  more  impor- 
tant as  our  educational  institutions  grow  steadily  in  their  effort  to  keep 
up  with  the  demands  of  our  increasing  population. 

Higher  education  in  America  is  business,  big  and  growing.  The  capital 
invested  in  the  educational  plants  of  colleges  and  universities  in  1959 
exceeded  $9  billion.  The  annual  gross  operating  income  and  gifts  for 
endowment  and  buildings  exceeded  $3  billion.  Each  year  the  educational 
effort  broadens  and  deepens.  There  are  ever  more  young  people  of  college 
age.  An  ever  higher  percentage  of  these  want  to  enroll.  There  is  ever 
greater  demand  by  adults  for  general  or  specialized  instruction.  There 
is  ever  more  demand  for  research  and  consulting  service  by  college  and 
university  faculties. 

Business  and  industry  have  become  steadily  more  dependent  upon  col- 
leges and  universities  for  well-educated  and  highly  trained  personnel. 
Competition  nationally  and  internationally  in  an  increasingly  technical 
world  demands  all  the  leadership,  judgment,  human  understanding,  and 
knowledge  that  our  institutions  of  higher  learning  can  hope  to  pro- 
duce. 

In  turn,  American  higher  education  must  look  toward  business  and 
industry  for  the  additional  financial  support  that  will  enable  it  to  meet 
these  demands.  This  will  come  either  through  tax-deductible  gifts  or 
indirectly  through  higher  taxes  and  growing  government  support  of  all 
higher  education. 

American  business  and  industry,  therefore,  should  understand  the  con- 
ditions, practices,  and  methods  under  which  the  management  of  higher 
education  operates.  They  have  a  right  to  satisfy  themselves  that  this  busi- 
ness of  education  is  or  can  be  made  efficient,  in  the  sense  that  business 
itself  is  efficient,  if  it  is  successful. 


ORGANIZATION  OF  THE  UNIVERSITY 

Although  business  and  industry  themselves  carry  on  a  great  deal  of 
educational  work  within  their  own  organizations  and  although  there  are 
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a  few  colleges  organized  lor  profit,  something  over  half  of  formal  higher 
education  is  already  the  responsibility  of  government  through  institutions 
controlled  at  a  municipal,  county,  state,  or  Federal  level.  The  rest  of  this 
teaching  is  done  by  church-related  colleges  and  universities  and  by  inde- 
pendent universities,  controlled  by  nonprofit  corporations. 

As  president  of  one  of  the  largest  and  youngest  of  the  independent 
universities,  I  shall  discuss  the  problems  of  these  complex  institutions, 
each  made  up  of  more  than  one  college  and  almost  always  including  a 
college  of  arts  and  sciences.  My  comments  will  undoubtedly  be  flavored 
by  the  fact  that  I  was  a  member  of  the  faculty  of  this  institution  when 
it  opened  in  1926.  I  participated  in  its  struggle  for  existence,  for  sound 
growth,  and  for  academic  recognition.  I  was  elected  its  second  president 
on  January  12,  1953,  after  the  death  of  its  founding  president,  Bowman 
Foster  Ashe. 

Independent  universities  such  as  ours  have  the  broadest  similarity  to 
business  and  industry.  Yet  there  are  very  real  differences.  I  shall  explain 
some  of  these  as  we  proceed. 

The  lack  of  a  "profit  motive"  is  the  basic  characteristic  of  the  manage- 
ment of  higher  education.  This  basic  characteristic  sets  higher  education 
as  a  business  apart  from  all  businesses  which  must  be  operated  for  profit 
or  cease  to  exist. 

Managers  of  business  know  that  the  desire  to  make  a  profit  has  been 
and  continues  to  be  one  of  the  major  forces  responsible  for  our  nation's 
success  under  the  system  of  government  by  which  Ave  operate.  But  there 
is  no  profit  motive  in  higher  education. 

To  facilitate  understanding  of  the  differences  between  the  operation  of 
business  and  the  operation  of  higher  education,  it  will  be  useful  to 
describe  how  the  business  of  higher  education  is  organized. 

The  Governing  Board 

Comparable  with  the  board  of  directors  of  a  business  corporation  is 
the  governing  board  of  an  institution  of  higher  education.  In  it  rests  the 
final  authority,  the  ultimate  responsibility  for  the  operation  of  the  insti- 
tution. 

The  board  employs  a  top  manager.  It  supervises  him  and  his  staff  and 
reviews  his  actions  and  advises  him  as  necessary.  Like  the  profit  corpora- 
tion, the  independent  university  board  came  into  existence  as  a  result 
of  the  original  incorporation,  but  its  members  are  not,  nor  ever  can  be, 
stockholders,  for  there  is  no  stock. 

The  founding  nucleus  of  the  governing  board  was  built  up  into  a  full- 
fledged  board  by  invitation  of  the  original  members  within  the  limits 
provided  by  the  charter.  From  then  on,  the  board  is  self-perpetuating  for 
the  life  of  the  institution  unless  the  charter  is  revised.  Under  the  terms  of 
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the  charter,  the  board  members  are  usually  in  charge  of  the  endowments 
and  other  assets  of  the  university  and  hold  them  for  the  benefit  of  the 
people  of  the  state. 

The  responsibility  of  this  board  is  therefore  broader  than  if  its  mem- 
bers answered  to  stockholders  alone.  As  the  institution  grows  in  resources 
and  influence,  many  board  members  find  themselves  faced  with  a  severe 
burden  of  public  trust  which  they  serve  without  recompense,  except  the 
satisfaction  that  comes  to  each  citizen  from  public  service,  loyally  and 
faithfully  accomplished. 

The  primary  purpose  of  a  university  is  to  educate  youth.  The  founding 
capital  of  each  college  or  university  came  from  one  or  more  philan- 
thropical  individuals  who  may  have  had  an  additional  special  interest  in 
the  religious  training  of  young  people. 

A  brewer  founded  one  of  the  leading  colleges  for  women  in  the  East. 
A  railroad  baron  gave  the  funds  to  organize  one  of  the  great  universities 
of  the  West.  A  tobacco  magnate  made  possible  one  of  the  sturdiest,  in- 
dependent universities  of  the  South.  Throughout  the  United  States,  names 
of  leaders  of  business  and  industry  are  perpetuated  by  the  educational 
institutions  made  possible  through  their  gifts. 

The  moment  the  institution  enrolls  its  first  students,  the  members  of 
the  board  have  a  new  and  added  responsibility.  They  must  raise  more 
money,  for  they  cannot  maintain  the  university  on  the  tuition  that  can 
be  charged.  Higher  education  in  its  simplest  form  is  expensive.  The  well- 
educated  graduate  cannot  be  produced  for  what  he  pays  as  a  student. 
The  board  must  find  added  money  each  year  to  operate.  It  must  find 
money  if  the  school  is  to  grow.  It  must  find  money  if  the  school  is  to 
become  better  or  if  it  is  to  broaden  its  offerings.  This  is  true  for  every 
college  and  university,  small  or  large,  poor  or  wealthy.  However  success- 
ful a  particular  manager  of  a  university  may  be  as  a  fund  raiser,  his 
success  has  gone  back  to  his  board  members,  to  their  individual  giving, 
and  to  their  ability  to  persuade  others  to  invest  in  the  education  of  our 
youth.  As  one  very  astute  top  manager  in  independent  higher  education 
sums  up  the  function  of  board  members,  "They  must  give,  get,  or  get 
out." 

No  independent  higher  education  would  exist  in  America  today  were 
it  not  true  that  under  certain  conditions  taxes  are  waived  for  the  benefit 
of  educational  institutions.  If  the  board  of  trustees  of  our  great  modern 
universities  found  it  necessary  to  provide  for  real  estate  taxes  on  their 
magnificent  physical  plants,  even  those  with  the  greatest  resources  would 
face  staggering  additional  operating  costs.  If  income  tax  and  inheritance 
tax  laws  provided  no  exemptions  on  gifts  from  individuals  and  corpora- 
tions and  on  educational  bequests  from  estates,  not  only  would  univer- 
sities suffer  directly,  but  foundations  could  not  be  built  up  for  investment 
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in  higher  education  and  the  support  of  charities.  The  ^vork  of  the  board 
and  its  independent  university  could  not  go  forward.  All  higher  education 
would  have  to  become  government-supported. 

Top  Management  of  a  University 

Keeping  in  mind  the  afore-mentioned  characteristics  of  an  independent 
universitv,  let  us  consider  the  top  management  team  of  such  an  institu- 
tion. In  America  the  top  manager  appointed  by  a  board  of  trustees  is 
usually  a  president  or  a  chancellor.  To  assist  him,  vice  presidents  and 
vice  chancellors  are  now  customary.  The  top  manager  recommends  to  the 
board  that  such  assistants  be  appointed  to  head  various  areas  of  the 
organization  as  approved  by  the  board.  There  are  also  deans  and  directors 
and  their  associates  and  assistants,  each  with  his  functions  and  responsi- 
bilities as  built  by  tradition  over  the  years  of  educational  history.  They 
direct  faculties,  finances,  libraries,  schools  and  institutes,  student  affairs- 
residence  halls,  restaurants,  centers,  laboratories,  alumni  activities,  com- 
munity relationships,  and  fund  raising. 

The  president  and  members  of  his  administrative  staff  customarilv  have 
begun  their  ^vork  as  faculty  members.  Traditionally,  they  ^vere  trained  in 
the  ministry,  and  today  many  of  the  most  able  have  come  to  education 
from  the  ministry.  But  they  may  come  from  any  profession  and  quite  often 
have  never  been  teachers.  Like  the  presidents  of  business  organizations, 
many  different  types  of  individuals  head  educational  institutions.  The 
president  of  a  college  or  university  may  be  selected  by  his  board  ^dth 
or  without  the  advice  of  the  faculty  or  alumni.  Sometimes  he  is  selected 
primarily  for  scholarship.  Sometimes  he  is  selected  because  it  is  hoped 
that  he  ^vill  be  successful  at  fund  raising.  Sometimes  he  is  chosen  because 
of  his  organizational  ability.  Everv  board  hopes  that  he  \\\\\  have  a  com- 
bination of  all  these  traits  and  others. 

Since  most  university  presidents  have  had  advanced  studv,  their  in- 
tellectual capacity  is  assumed.  Most  of  them  and  their  associates  of  the 
administrative  staff,  like  the  faculty  and  the  board,  take  real  delight  in 
the  nature  of  their  work  and  equal  pride  in  their  service  to  the  educa- 
tional needs  of  our  people.  Though  they  ^sork  in  institutions  that  lack 
the  profit  motive,  many  have  qualities  ^vhich  ^vould  assure  their  success 
in  business. 

Lacking  the  incentive  of  profit,  ho^vever.  too  often  a  strict  adherence 
to  the  budget  is  not  enough  to  force  the  employment  of  good  business 
management  practices.  Perhaps  in  the  early  days  this  became  educational 
tradition. 

But  in  the  modern  world,  the  impact  of  today's  and  tomorTow"s  needs 
in  higher  education  is  doing  a  great  deal  to  awaken  top  university  man- 
agement to  the  role  that  business  outside  the  academic  ^vorld  can  plav 
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to  improve  higher  education  and  enable  it  to  make  today's  overworked 
dollar  go  further. 

Perhaps  some  universities  which  have  accumulated  great  endowments 
over  the  years  have  been  careless  in  this  respect.  Prestige  and  wealthy 
alumni  make  it  easy  for  these  fortunate  institutions  to  find  new  money  if 
more  is  needed  than  the  endowment  yields.  As  a  result,  the  available 
foundation  or  individual  or  corporate  philanthropic  dollar  has  continued 
to  roll  down  the  best-worn  grooves,  and  higher  education  as  a  whole  has 
become  even  more  unevenly  supported  than  it  was  a  number  of  years  ago. 
Excellence  has  only  too  often  become  identified  with  the  accumulation  of 
great  resources,  not  with  sound  teaching. 

Every  top  manager  of  a  university  could  well  be  required  by  his  board 
to  employ  a  management  consulting  firm  to  study  the  institution  period- 
ically, just  as  this  procedure  is  followed  by  business  and  industry.  This 
might  reduce  unnecessary  demands  for  new  funds.  Under  today's  pressure 
for  expansion  of  educational  opportunity,  partly  used  classrooms  can 
no  more  be  justified  than  the  continuance  of  unimportant  activities  that 
have  become  traditional  but  serve  no  broad  and  useful  benefit.  State  legis- 
latures now  show  signs  of  real  interest  in  efficient  educational  manage- 
ment. This  is  a  matter  of  vital  concern  to  every  taxpayer. 

I  believe  that  those  who  head  institutions  of  higher  learning  have  the 
ability  to  learn  how  to  manage  effectively.  They  have  the  intellectual 
ability  to  understand  both  the  situation  and  the  problem.  All  must  be 
given  the  help  and  encouragement  to  do  what  they  can  along  these  lines, 
in  this  time  of  pressure. 

The  Accrediting  of  Educational  Institutions.  No  matter  what  suggestions 
may  be  made  by  management  consultants  to  university  presidents,  there 
are  certain  factors  which  restrict  their  freedom  to  act  on  many  of  these 
recommendations.  One  of  the  most  important  of  these  is  the  relationship 
wdth  accrediting  associations.  Nothing  really  comparable  with  this  exists 
in  profit  business,  and  an  understanding  of  the  purpose  and  work  of 
accrediting  associations  is  vital  to  an  understanding  of  university  manage- 
ment. I  shall  try  to  explain  this  situation  briefly. 

When  those  who  had  studied  at  American  universities  first  began  in 
numbers  to  seek  admission  to  European  universities,  the  strongest  Ameri- 
can institutions  formed  an  association  which  for  a  considerable  number 
of  years  published  an  approved  list  of  less  well  supported  institutions. 
These  did  not  have  the  resources  to  be  association  members,  but  were 
judged  to  have  sufficiently  high  standards  to  graduate  young  men  and 
women  capable  of  successful  foreign  study  or  of  advanced  study  at  any  of 
the  member  institutions  which  might  accept  them. 

As  the  nation's  population  grew  and  more  young  people  began  to  at- 
tend colleges  or  universities,  many  students  after  enrolling  in  one  insti- 
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tution  wished  to  transfer  to  another  institution  and  bring  their  record 
o£  work  with  them.  High  schools  increased  in  number  and  in  variety  of 
standards.  These  and  other  factors  led  to  the  establishment  of  various 
regional  associations  of  universities  and  colleges,  most  of  which  were 
joined  by  leaders  of  the  public  and  private  secondary  schools  for  the 
purpose  of  facilitating  the  transition  of  the  student  from  high  school  to 
college  and  for  the  purpose  of  identifying  the  stronger  institutions  on 
both  levels  and  assisting  the  weaker  institutions  to  improve  themselves 
and  reach  certain  goals  of  achievement.  One  by  one  the  various  profes- 
sions and  certain  departments  of  the  various  liberal  arts  colleges  of  the 
nation  began  to  band  together  for  the  same  purpose.  Sometimes  t^vo  or 
more  associations  were  formed,  each  seeking  full  accrediting  authority 
in  the  same  educational  area.  Every  college  and  university  wanted  to 
belong  to  its  proper  group  and  be  accredited.  Every  professional  school 
and  department  wanted  similar  membership  in  its  group.  Xonmember- 
ship  brought  public  notice  of  lack  of  quality.  Students  and  parents  began 
to  shy  away  from  institutions  lacking  proper  accreditation  and  from 
schools  and  departments  of  institutions  not  fully  accredited. 

Meanwhile  states,  and  occasionally  the  Federal  government,  began  to 
set  up  standards  of  accreditation  in  certain  educational  areas.  Presidents 
and  their  administrative  staffs  found  themselves  beginning  to  face  an 
endless  series  of  reports,  inspections,  fees  for  inspection,  conflicting  regu- 
lations and  requirements,  and  pressures  to  expend  added  funds  on  this 
and  that  phase  of  the  program,  to  "keep  it  accredited"  or  to  "get  it 
accredited." 

Accreditation  meant  licensure  or  certification  of  professional  school 
graduates  for  the  right  to  practice  their  profession  after  graduation.  It 
was  of  invaluable  assistance  in  providing  ready  support  by  gifts  and  grants 
from  individuals,  foundations,  or  government  agencies.  It  brought  the 
public  acceptance  that  meant  ample  student  applications  from  which 
the  young  people  most  suited  to  the  institution  could  be  chosen.  Non- 
accreditation  presented  an  almost  hopeless  situation  for  the  president  and 
the  institution. 

With  new  accrediting  groups  springing  up  rapidly,  something  had  to 
be  done.  In  1950  nine  national  associations  of  different  kinds  of  institu- 
tions of  higher  learning,  none  of  them  concerned  with  the  details  of  ac- 
crediting, formed  a  National  Commission  on  Accrediting,  ^vhich  has 
worked  steadily  and  effectively  to  bring  order  out  of  a  situation  approach- 
ing chaos.  Working  as  this  group  does,  more  and  more  closely  with  the 
regional  accrediting  groups  as  well  as  with  the  national  subject-matter 
associations,  there  has  been  brought  about  an  ever-growing  trend  to^vard 
the  establishment  of  qualitative,  not  quantitative,  standards  for  higher 
education.  There   is  an  evident  minimizing  of  duplicate  reports.   Soon 
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there  may  be  periodic  inspection  at  longer  intervals  and  at  one  time,  of 
all  aspects  of  the  institution,  by  all  accrediting  groups  involved.  Most 
important  of  all,  there  is  a  growing  willingness  to  help  the  weaker  insti- 
tutions to  attain  the  strength  that  will  let  them  carry  effectively  their 
share  of  the  teaching  necessary  to  meet  the  growing  national  demand  for 
higher  education. 

Higher  education  must  have  accrediting  organizations  to  ensure  a 
basic  uniformity  of  university  operation  and  to  maintain  an  adequate 
appraisal  of  quality.  Without  such  groups,  too  many  experiments  might 
be  tried  in  an  effort  to  teach  more  students  with  less  money.  Transfer  of 
students  might  become  very  difficult.  Certifications  and  licensing  might 
become  impossible  burdens  for  our  states. 

But  the  regulations  imposed  by  accreditation  are  restrictions  upon 
university  management  that  affect  every  aspect  of  the  university.  The 
manager  is  not  free  to  manage,  except  within  the  limits  imposed  by  ac- 
creditation, just  as  managers  of  many  businesses  such  as  public  utilities, 
railroads,  and  air  lines  have  to  operate  under  limitations  of  government 
regulations. 

The  Faculty 

The  faculty  of  a  university  is  the  counterpart  of  the  productive  force 
of  the  corporation.  Faculty  members  produce  the  product  which  the 
corporation  markets.  They  also  in  many  areas  of  instruction  replace  the 
machine  tools  and  other  expensive  equipment  of  the  profit  corporation. 
It  might  be  maintained  that  this  expense  is  offset  by  the  library,  but  the 
library  does  not  depreciate  like  factory  equipment,  and  its  annual  addi- 
tions can  be  relatively  modest  compared  with  the  volume  of  the  student 
product  and  the  cost  per  student.  Since  there  is  no  raw  material  to  be 
purchased,  this  percentage  of  the  expense  of  the  operation  also  goes 
toward  faculty  salaries. 

Those  who  go  into  teaching  at  the  college  and  university  level  are, 
for  the  most  part,  people  with  a  dominant  interest  in  at  least  one  area 
of  learning.  They  are  usually  people  who  like  to  teach  and  who  enjoy 
their  contact  with  the  alert,  inquiring  minds  of  youth.  They  have  always 
been  willing  to  make  economic  sacrifices  to  enjoy  these  opportunities. 
They  have  the  ability  and  intelligence  to  carry  on  more  financially 
productive  work  but  prefer  university  life.  In  fairness  to  university  boards 
and  management,  it  should  be  said,  however,  that  the  picture  of  the  starv- 
ing scholar  is  by  no  means  the  rule  today.  Universities  and  colleges  are 
doing  everything  possible  to  improve  salaries,  spurred  on  by  the  require- 
ments of  professional  and  other  accreditation  and  by  the  activities  of  the 
faculty  members  themselves.  Public  awareness  of  the  importance  of  the 
faculty  member  and  his  needs  has  stepped  up  major  gifts  to  universities 
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for  salaries  of  faculty,  and  in  key  areas,  competing  demands  of  business 
and  government  for  personnel  with  advanced  university  degrees  have 
forced  university  boards  and  management  to  give  this  problem  top  prior- 
ity. 

In  many  professional  schools,  the  salary  average  is  quite  favorable  when 
compared  with  the  financial  rewards  of  a  great  many  of  those  who  are 
not  teaching  but  are  actively  practicing  the  profession.  University  salaries 
can  also  often  be  supplemented  by  lucrative  consulting  work. 

The  president  of  a  university  only  too  often  finds  that  the  la^v  of  supply 
and  demand  and  the  requirements  of  accreditation  make  it  very  difficult 
for  him  to  treat  all  faculty  members  of  equal  experience,  training,  and 
ability  with  anything  approaching  objective  fairness,  despite  his  desire 
to  see  that  this  principle  is  maintained.  All  he  can  do  is  bend  every  effort 
to  build  further  the  over-all  resources  of  the  institution. 

As  a  university  makes  general  progress,  the  faculty  members  expect 
higher  salaries  and  broader  fringe  benefits.  As  a  faculty  member  moves 
up  in  seniority,  he  expects  higher  salary,  fewer  hours  of  teaching,  more 
opportunity  to  teach  the  further-advanced  students,  and  the  opportunity 
to  teach  them  in  smaller  groups.  These  factors  operate  automatically  to 
reduce  the  efficiency  of  the  university  as  a  teaching  institution,  as  such 
would  be  measured  by  business  standards. 

Academic  Freedom.  If  the  president  or  one  of  his  staff  attempts  to  change 
teaching  procedure  or  to  suggest  ways  of  improving  the  efficiency  of  teach- 
ing, he  faces  the  danger  of  arousing  the  issue  of  academic  freedom.  This 
is  one  of  the  faculty  privileges  which  offsets  in  part  an  inadequate  salary. 
It  is  a  long-established  right  and  permits  the  experienced  teacher  com- 
plete freedom  to  teach  what  and  how  he  wants  to,  within  the  limits  of 
the  course  assignments  that  he  has  accepted  for  the  school  term  or  the 
school  year. 

Changes  in  teaching  methods  thus  must  come  slowly.  They  must  evolve 
within  the  minds  of  the  faculty.  This  procedure  becomes  more  clearlv 
evident  when  it  is  recognized  that  the  procedures  and  techniques  of 
university  teaching  are  still  learned  by  the  apprentice  method.  The 
faculty  member  learns  to  teach  by  working  under  teachers,  as  a  student, 
or  as  an  assistant.  Therefore  a  great  and  progressive  teacher's  influence 
can  be  watched  for  many  years,  as  it  shows  its  effects  on  those  who  study 
under  him  and  later  move  on,  in  turn,  to  become  teachers. 

It  is  one  of  the  paradoxes  of  higher  education  that  the  doctor  of  phi- 
losophy degree,  the  terminal  degree  of  all  teachers  outside  of  the  pro- 
fessional areas,  and  for  some  within  these  areas,  is  not  a  teaching  degree 
but  a  research  degree.  Thus  all  those  holding  this  degree,  though  they 
may  become  our  most  eminent  teachers,  have  had  their  formal  training 
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purely  in  research  techniques.  Those  who  hold  the  Doctor  of  Education 
degree  have  done  research  in  "how  to  teach"  and  are  trained  in  this  area. 
But  those  with  the  Ph.D.  degree  in  university  work  are  not  prone  to 
receive  readily  suggestions  from  those  holding  the  Ed.D.  degree.  A  meet- 
ing of  minds  here  takes  time  and  talk-and  usually  a  great  deal  of  both- 
as  well  as  a  lot  of  good  will  and  understanding.  The  classroom  is  essen- 
tially inviolate  to  members  of  management  and  to  educational  specialists 
alike. 

Tenure.  Should  the  president  learn  that  a  faculty  member  is  completely 
inefficient,  uncooperative,  or  otherwise  undesirable,  he  cannot  remove  this 
individual  without  following  procedures  agreed  upon  under  the  rules 
of  tenure. 

The  steps  in  the  development  of  a  faculty  member  start  with  his  ap- 
pointment as  instructor  and  his  moving  up  to  assistant  professor,  associate 
professor,  and  professor.  At  some  time  while  assistant  professor  or  as  he 
begins  his  associate  professorship,  he  attains  the  tenure  status.  Just  what 
is  tenure?  Basically,  it  assures  him  of  a  position  with  the  university  until 
his  retirement  or  his  decision  to  move  elsewhere. 

Faculty  and  accrediting  associations  expect  every  institution's  board  to 
have  adopted  tenure  rules  acceptable  to  the  faculty.  Under  these  rules, 
charges  must  be  preferred  against  any  man  holding  tenure  before  he  can 
be  dismissed  and  his  case  must  be  heard  by  a  properly  appointed  group. 
If  the  charges  of  management  are  upheld,  the  faculty  member  can  be 
separated.  If  they  are  not  upheld,  he  remains  or  the  institution  can  be 
censured  by  the  national  faculty  group.  Such  cases  are  rare  indeed  among 
the  experienced,  intelligent  teachers  who  staff  our  colleges  and  universi- 
ties. 

The  deterrent  of  possible  national  censure  naturally  prevents  many 
institutions  from  acting  to  remove  the  faculty  member  who  will  not  ac- 
cept his  responsibilities  or  is  otherwise  deemed  unsatisfactory.  The  rule 
also  protects  the  faculty  member  from  the  hasty  action  of  a  management 
which  may  take  a  dislike  to  an  individual  member  of  the  teaching  staff. 
The  president  may  remove  a  member  of  the  management  staff  from  his 
duties,  but  if  he  holds  tenure  as  a  faculty  member,  he  returns  to  his  teach- 
ing duties  unless  he  voluntarily  goes  elsewhere. 

Naturally,  in  the  case  of  an  overt  act  against  the  rules  of  society,  man- 
agement is  expected  by  all  to  take  prompt  action  even  where  a  faculty 
member  with  tenure  status  is  concerned. 

Although  tenure,  once  attained,  binds  the  institution,  it  does  not  bind 
the  faculty  member,  and  he  feels  free  to  leave  at  the  end  of  any  school 
year  and  may  ask  release  at  midyear  if  a  more  satisfactory  position  is 
offered  to  him. 
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Research  Activities 

In  a  profit  business,  the  resources  to  be  invested  in  research  must  be 
determined  by  management  with  board  approval.  In  a  university,  research 
is  mandatory,  for  the  majority  of  the  members  of  the  productive  staff  are 
persons  trained  for  creative  work,  seeking  university  appointment  in  part 
to  provide  themselves  with  this  opportunity.  Moreover,  it  is  the  responsi- 
bility of  most  universities  to  train  advanced  students  in  the  techniques 
of  research  and  other  creative  activities. 

Therefore,  if  a  management  survey  should  indicate  that  a  university 
ought  to  terminate  all  research  as  too  expensive  to  maintain,  the  president 
could  not  accept  the  findings  if  he  wished  to  retain  a  major  proportion 
of  his  faculty.  The  university  is  expected  to  require  a  teaching  schedule 
which  will  permit  research  time  and  is  also  expected  to  provide  facilities 
and  money  to  support  research  activity.  One  of  the  major  problems  of 
the  president  is  to  determine  just  how  much  contract  research  can  be 
carried  on  by  his  institution.  Contract  research  may  be  for  basic  or  ap- 
plied studies,  may  involve  one  or  several  faculty  members,  and  mav  be 
quite  simple  in  nature  or  very  complicated,  involving  a  great  deal  of 
time,  money,  equipment,  and  space. 

A  faculty  member  may  apply  for  and  be  granted  support  for  a  research 
project  which  will  demand  most  or  even  all  of  his  time.  The  project  mav 
involve  several  faculty  members  for  a  period  of  years,  with  the  stipulation 
that  the  university  must  carry  on  all  or  part  of  the  program  for  a  longer 
period,  after  the  grant  runs  out.  Contract  research  may  involve  hiring 
full-time  research  personnel  who  will  seek  tenure.  Contract  research  may 
blossom  so  vigorously  that  the  university  is  forced  to  find  funds  to  build 
one  or  more  new  buildings  to  house  it.  If  the  overhead  is  large  enough 
the  contracts  may  even  pay  for  the  buildings  and  all  the  equipment  that 
goes  in  them,  the  whole  to  remain  the  property  of  the  institution  ^shen 
the  grant  expires. 

A  strong  research-minded  faculty  member  working  in  a  "popular" 
research  area  may  not  only  attract  profitable  research  contracts,  but  he 
will  certainly  attract  graduate  students  who  Avill  help  him  with  his  re- 
search while  they  carry  on  their  graduate  work  and  write  their  theses. 
Even  their  tuition  and  a  subsidy  for  them  may  be  forthcoming  from  the 

grant. 

With  growing  American  interest  in  advanced  education,  fe^ver  and 
fewer  graduate  students  expect  to  pay  tuition  and  more  and  more  master's 
and  doctoral  students  expect  pay  for  some  undergraduate  teaching  or 
research.  Students  in  this  category  are  called  fellows. 

In  some  of  our  older  and  better-endowed  private  institutions,  instruc- 
tors also  serve  as  fellows,  and  much  of  the  service  rendered  by  the  junior 
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faculty  consists  in  serving  as  tutors  to  groups  of  ten  or  less  undergraduate 
students.  Tutorial  teaching  is  still  the  finest  method  ever  devised  and 
would  be  ideal  for  all  undergraduates  if  American  institutions  of  higher 
learning  had  the  resources  to  supplement  their  standard  work  with  this 
added  service. 

Students 

Students  are  the  materials  out  of  whom  the  university  fashions  its 
graduate  products.  They  may  remain  with  the  institution  for  extended 
periods  of  weeks,  months,  and  years. 

Unlike  the  products  of  a  factory,  which  are  usually  produced  rapidly, 
students  remain  on  campus  until  at  times  the  faculty  grows  weary  of  them 
and  they  grow  weary  of  the  campus  and  faculty.  The  college  or  university, 
for  many  of  them,  becomes  their  home  away  from  home,  and  its  personnel 
serve  as  father,  mother,  and  guardian,  as  well  as  the  source  of  inspiration, 
motivation,  and  discipline  toward  learning.  The  university  must  not  only 
advise  and  guide  them  in  their  choice  of  curricula,  courses,  and  careers, 
but  it  must  teach  them  well  and  fairly,  often  provide  and  regulate  their 
housing,  arrange  healthful  and  attractive  restaurant  service,  and  supervise 
their  athletic  and  other  recreational  activities.  It  must  regulate  their 
fraternity  and  social  interests,  help  them  with  travel,  banking,  infirmary, 
religious,  and  other  needs,  and  aid  them  in  seeking  employment  oppor- 
tunities while  in  school  and  after  graduation. 

A  management  specialist  studying  a  university  may  be  greatly  con- 
cerned about  the  effectiveness  of  the  institution  in  serving  the  students 
that  it  enrolls.  Every  student  who  drops  out,  discouraged,  or  receives  a 
letter  of  dismissal,  or  voluntarily  transfers  to  another  institution  will 
raise  in  the  consultant's  mind  the  questions:  "How  well  does  this  insti- 
tution understand  the  kind  of  student  it  accepts?  How  accurately  does 
it  portray  itself  in  its  literature?  How  well  does  it  teach  him?"  To  the 
man  who  is  accustomed  to  study  the  success  of  business  and  industry, 
the  discouraged,  unhappy,  or  failing  students  are  the  rejects  from  the 
factory  assembly  line.  Fifty  per  cent,  or  even  twenty  per  cent,  failure  in 
business  production  means  failure  of  the  business.  Similar  failures  of 
students  in  college  or  university,  or  even  in  a  single  class  or  course,  are 
too  often  looked  upon  as  the  demonstration  of  high  standards.  Once  a 
college  or  university  has  examined  the  previous  grades  of  an  enter- 
ing freshman,  has  tested  him  and  has  accepted  him,  he  has  a  right 
to  expect  every  aid  that  modern  educational  methods  can  bring  to 
bear  on  his  case  to  help  him  meet  the  standards  of  the  institution.  He 
must  remain  an  individual.  He  can  never  become  a  number,  nor  a 
statistic,  if  the  institution  is  worthy  of  its  name  and  true  to  its  ideals 
and  objectives. 
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One  of  the  great  problems  of  most  American  institutions  exists  because 
of  the  traditional  procedure  of  giving  credit  for  time  spent  and  not  for 
mastery  of  the  subject.  Recognizing  the  variability  of  people  in  willing- 
ness to  study  or  ability  to  learn  rapidly,  we  are  accustomed  to  give  grades 
that  mirror  the  degree  of  course  achievement,  instead  of  devising  a  system 
which  will  permit  the  mastery  of  all  required  objectives. 

Students  are  given  grades  for  each  course  attempted,  and  these  are 
faculty  estimates  of  per  cent  of  achievement.  If  the  right  courses  are 
completed  and  the  percentages  average  out  to  a  minimum  standard  or 
better,  the  student  receives  a  college  degree.  Colleges  and  universities  have 
as  yet  found  it  impossible  to  discard  this  partial-achievement  procedure. 
The  growing  numbers  of  students  will  not  permit  the  individual  studv 
time  and  instruction  time  that  would  allow  the  students  to  attain  mastery 
of  each  course  attempted. 

Application  of  the  partial-attainment  procedure  to  nonacademic  busi- 
ness would  mean  that  the  manufacturer  of  an  automobile  could  furnish 
for  each  car  manufactured  a  record  indicating  that  it  had  been  in  that 
factory,  or  other  factories,  for  a  given  number  of  months,  but  that  its 
engine  was  only  80  per  cent  perfect,  its  transmission  only  95  per  cent  com- 
plete, its  chassis  only  75  per  cent  complete,  and  its  over-all  situation  satis- 
factory, good,  or  excellent. 

If  we  want  more  well-educated  American  boys  and  girls,  more  must 
be  done  in  resolving  the  procedures  of  our  institutions  A\ith  respect  to 
our  students. 

The  Alumni 

Whatever  role  we  give  to  them  with  relation  to  state-supported  uni- 
versities, the  alumni  of  the  independent,  nonprofit  educational  corpora- 
tion replace,  as  a  body,  the  great  financially  interested  group  of  stock- 
holders of  a  profit-business  corporation.  Long  and  satisfactory  association 
with  their  alma  mater  has  developed  an  ever-growing  institutional  interest 
in  a  very  high  proportion  of  alumni,  and  they  follow  their  school  and  its 
activities  with  affection  and  regard.  Once  they  have  attained  personal 
financial  stability,  they  give  generously  of  their  money  and  are  active  in 
every  possible  way  in  enlisting  funds  from  friends,  corporations,  founda- 
tions, and  government.  They  are  proud  of  their  school's  victories  and 
depressed  by  its  defeats.  They  want  it  to  be  ever  finer  in  every  ^vav  and 
are  largely  responsible  for  the  growing  national  interest  in  colleges  and 
universities  and  for  their  more  adequate  financial  support. 

Rarely  do  alumni  realize  that  they  themselves  are  the  most  desirable 
measure  of  their  institution's  real  attainment  and  that  this  is  not  to  be 
measured  only  in  dollars  they  have  accumulated,  nor  by  the  influence  thev 
have  achieved.  Just  how  to  measure  alumni  adequately  has  vexed  uni- 
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versity  presidents  for  years.  If  they  could  be  measured  adequately  and 
simply,  accrediting  standards  as  now  established  could  be  radically  and 
safely  revised  and  equally  simplified.  An  institution  of  higher  learning 
could  then  be  judged  simply  by  its  products. 


RELATION  TO  THE  COMMUNITY 

No  matter  with  how  much  objectivity  we  attempt  to  view  the  modern 
independent  college  or  university,  we  cannot  separate  it  from  its  com- 
munity. This  community  is  its  environment. 

A  university  and  its  staff  might  prefer  to  withdraw  into  an  ivory  tower 
and  forget  the  world  and  people  around  them,  but  their  own  alumni 
would  not  permit  them  to  do  so;  also  they  must  reach  out  into  the  com- 
munity to  find  students  upon  whom  they  attempt  to  press  the  stamp  of 
their  objectives,  their  ideals,  their  scholarship. 

Schools  located  in  small  cities  can,  if  they  wish,  maintain  a  degree  of 
isolation,  an  aspect  of  aloofness.  Schools  located  in  major  cities  cannot 
do  so.  They  delude  themselves  if  they  fail  to  recognize  that  they  are 
urban  universities  and  must  live  constantly  with  other  people.  The  top 
manager  of  an  urban  university  finds  his  routine  duties  expanded  and 
his  institution's  problems  multiplied.  He  lives  with  problems  such  as 
parking,  faculty  and  student  housing,  student  ofl:-campus  activities,  com- 
munity requests  for  participation  in  cultural  activities,  staff  lectures  and 
talks  to  this  group  and  that,  educational  television,  outside  employment 
of  faculty  members,  and  adult  education. 

But  these  urban  institutions  encounter  also  the  demands  made  upon 
all  universities  for  expert  opinion  and  service  at  the  state,  national,  and 
international  level.  Administration  and  faculty  alike  are  asked  to  par- 
ticipate on  committees  and  boards  of  many  kinds  and  many  origins. 
Students  come  to  them  from  all  sorts  of  places,  and  staff  and  research 
groups  must  alike  be  sent  to  almost  any  place  in  the  nation  or  throughout 
the  world.  Presidents  and  their  staff  members  may  be  asked  to  serve 
government  in  various  advisory  capacities  almost  anywhere. 

Universities  are  made  up  of  most  unusual  people,  and  they  have  on 
their  rosters  persons  with  unexpected  skills.  Sometimes  a  president  won- 
ders just  how  expert  he  and  his  staff  members  are,  as  he  reviews  the 
speeches,  travel,  and  leaves  of  absence  of  his  personnel  that  accumidate 
over  a  single  school  year.  But  these  varied  services  cannot  be  curtailed, 
though  they  must  be  anticipated  and  regularized,  for  the  community  is 
the  reason  for  being  of  the  institution  of  higher  learning,  and  its  entire 
existence  is  based  on  service  to  this  community.  The  faculty  must  par- 
ticipate in  the  community,  be  it  on  a  local,  national,  or  international 
level,  as  well  as  teach  and  produce  creative  work. 
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CONCLUSION 

Though  universities  and  colleges  do  not  exist  for  profit,  their  top  man- 
agers are  thoroughly  aware  that  their  eleemosynary  character  obligates 
them  to  efficient  and  effective  service.  Existing  as  they  do  through  tax 
support  or  philanthropy,  they  have  an  obligation  to  avoid  waste  and 
observe  sound  business  practices. 

Their  routine  service  activities,  their  housekeeping,  should  be  checked 
periodically  by  consultants  on  management  to  reduce  waste  in  these  areas 
to  a  minimum. 

Along  ^vith  this  obvious  procedure  exists  the  need  for  constant  effort 
on  their  part  to  stimulate  efficiency  in  every  part  of  the  teaching  and 
research  areas,  ^vhere  great  freedom  and  tradition  tend  to  delay  change 
and  resist  innovation  that  might  benefit  everyone. 

University  managers  are  aware  that  if  higher  education  is  to  obtain 
the  vast  additional  funds  necessary  to  meet  all  future  demands  that  will 
be  made  upon  their  institutions,  they  must  demonstrate  true  management 
ability  and  stretch  the  dollars  that  they  already  receive  to  full  capacity. 
This,  I  am  convinced,  can  and  will  be  done,  with  no  loss  of  quality,  but 
with  ever-broader  and  more  effective  service. 

To  the  chief  executive  of  an  educational  institution,  the  challenges 
he  encounters  are  as  demanding  and  as  inspiring  as  any  faced  bv  his 
counterpart  in  a  profit-business  organization.  And  his  rewards,  as  meas- 
ured by  his  institution's  contributions  to  the  advancement  of  kno^s'ledge, 
are  as  satisfying  as  any  business  success. 

With  financial  help  and  understanding  cooperation  from  American 
business  and  industry,  I  am  confident  that  the  top  managers  of  American 
educational  institutions  are  capable  of  meeting  all  the  challenges  they 
face  now  and  will  face  in  the  future. 


Donald  J.  Hardenbrook 

CHAIRMAN  OF  THE  BOARD 

AMERICAN   CREOSOTING  CORPORATION 

NEW  YORK,  NEW  YORK 


Mr.  Hardenbrook's  business  experience,  extending  over  a  period  of 
forty-five  years,  encompasses  industry,  commercial  bariking,  investment 
banking,  economics,  and  a  membership  ofi  the  Neia  York  Stock  Ex- 
change. A  heavy  business  load  has  not,  however,  prevented  him  from 
taking  an  active  part  in  many  charitable  and  public  service  organiza- 
tions. 

Donald  Hardenbrook  was  born  in  Jamaica,  New  York,  and  attended 
Jamaica  Normal  School  and  Brooklyn  Polytechnic  Preparatory.  He 
served  in  the  U.S.  Navy  during  World  War  I  as  executive  officer  of  a 
sub-chaser  squadron. 

In  the  ip^os,  Mr.  Hardenbrook  collaborated  with  the  late  Dr. 
Charles  F.  Roos  in  the  development  of  the  Institute  of  Applied  Econ- 
ometrics and  served  as  chairman  of  the  board  of  directors.  This  organ- 
ization provided  scientific  techniques  for  measuring  economic  forces. 

In  addition  to  serving  as  the  chairman  of  the  board  of  American 
Creosoting  Corporation,  which  is  a  wholly  oioned  subsidiary  of  Union 
Bag-Camp  Paper  Corporation,  Mr.  Hardenbrook  also  serves  as  a  vice 
president  and  a  director  of  the  parent  company.  When  he  joined 
Union  Bag-Camp  in  19^^,  his  initial  duties  were  to  study  postwar 
problems  and  planning.  Since  194^  Mr.  Hardenbrook  has,  at  various 
times,  held  the  position  of  vice  president  in  charge  of  industrial  and 
public  relations,  woodlands,  finance,  purchasing,  traffic,  and  the  service 
departments. 

His  charitable  and  public  service  activities  include  the  offices  of 
president.  New  York  Osteopathic  Hospital  and  Clinic;  chairman  of  the 
board  of  directors,  Keep  America  Beautiful,  Incorporated;  member  of 
the  executive  committee  of  the  Neiu  York  Chamber  of  Commerce;  and 
director.  National  Association  of  Manufacturers.  Mr.  Hardenbrook 
has  been  very  active  in  the  National  Association  of  Manufacturers  for 
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many  years.  In  addition  to  serving  as  a  director,  he  has  been  chairman, 
Committee  on  Industrial  Relations;  chairman,  Committee  on  Con- 
servation and  Management  of  Natural  Resources;  chairman,  Subcom- 
mittee on  Education  Beyond  the  High  School;  vice  chairman.  Indus- 
trial Problems  Committee;  vice  chairman.  Taxation  Committee;  and 
vice  chairman,  Industrial  Capital  Committee. 

In  these  various  capacities  Donald  Hardenbrook  has  given  much 
time  to  legislative  affairs  and  to  testifying  before  congressional  com- 
mittees. As  a  result  of  this  experience,  he  is  aware  of  the  growing 
danger  of  government  becoming  a  more  and  more  significant  factor 
in  business  decisions.  He  believes  that  there  is  a  whole  new  field  to  be 
explored  in  the  matter  of  discovering  and  organizing  the  political  re- 
sources in  industry. 

March,  i960 


CHAPTER    42 


Top  Management's  Use 
of  Long-range  Planning 


Long-range  planning  in  recent  years  has  been  high  on  the  Hst  of  subjects 
under  discussion  at  management  meetings  and  conferences.  It  is  likely 
to  hold  its  popularity  rating  for  some  time  to  come. 

Managers  of  progressive  companies  no  longer  need  to  be  "sold"  on  the 
values  of  long-range  planning.  They  fully  appreciate  the  fact  that  the 
impacts  of  changing  economic,  political,  social,  legislative,  and  business 
conditions  and  rapidly  advancing  modern  technology  have  made  reliance 
on  complacent  drifting  and  intuitive  judgment  an  expensive  and  perhaps 
disastrous  indulgence  which  should  be  relegated  to  the  past.  A  realistic, 
sound  plan  for  future  action  can  spell  the  difference  between  corporate 
prosperity  and  failure  in  the  years  to  come.  Therefore  forward-looking 
companies  today  seek  through  long-range  planning  to  minimize  the  risks 
that  lie  ahead  and  thus  ensure  optimum  results  from  the  development  of 
their  operations. 

What  is  long-range  planning?  There  are  many  definitions,  but  thev  all 
add  up  to  the  same  concept:  a  management  technique  that  coordinates 
all  the  people,  functions,  and  facilities  of  a  company  to  achieve  practical 
goals,  developed  on  a  scientific  and  objective  basis.  It  is  much  more  than 
business  forecasting  which  involves  trends  and  projections.  Long-range 
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planning  goes  further  through  helping  management  to  determine  how 
to  take  advantage  of  the  trends,  how  to  minimize  the  effects  of  those  trends 
which  are  unfavorable,  and  how  to  attain  sound  and  profitable  objectives. 
Along  with  corporate  planning,  it  should  never  be  forgotten  that  each 
business  unit  has  a  sort  of  personality  and  heart  of  its  own.  It  is  more 
than  money,  machines,  markets,  materials,  and  methods.  It  is  also  people. 
And  in  the  final  analysis,  it  is  the  character,  experience,  wisdom,  skill, 
and  courage  of  those  people  that  spell  success  for  the  enterprise.  From 
the  standpoint  of  an  equation,  sound  planning  plus  good  people  equals 
profits. 

The  Need  for  Long-range  Planning 

At  this  point  a  logical  question  might  be  asked:  "If  LRP  is  a  relatively 
new  phenomenon  in  business  management,  how  did  American  enterprise, 
starting  from  scratch  in  colonial  times,  produce  an  economy  that  has 
been  unrivaled  in  human  history?"  The  answer  to  that  is:  the  business 
entrepreneur  of  early  times  and  the  partnership  and  corporate  counter- 
parts of  the  nineteenth  and  twentieth  centuries,  to  be  successful,  must 
have  planned  beyond  the  day-to-day  operations  or  they  would  either  have 
expired  or  failed  to  keep  abreast  of  the  growth  of  the  nation.  However, 
until  the  last  few  years,  not  many  companies  other  than  the  very  largest 
have  done  much  about  long-range  planning  on  a  formal  basis.  Typically, 
managements  in  small  and  medium-sized  companies  are  too  busy  trying 
to  make  a  profit  for  the  current  months  to  find  time  to  formalize  a  plan 
of  action  for  the  business  five  or  ten  years  ahead.  Of  course,  no  successful 
company  is  able  to  get  along  without  some  kind  of  forward  planning. 
But  in  the  past,  such  planning  has  usually  been  limited  to  having  the 
general  direction  of  company  growth  set  by  one  or  two  top  managers. 
It  may  not  have  been  more  explicit  than  the  urge  to  expand  sales.  Even 
where  companies  have  joined  the  rush  to  diversification,  the  purpose 
has  often  been  expressed  in  terms  of  adding  volume  rather  than  of 
making  effective  use  of  company  resources  or  reinforcing  particular  weak 
spots.  Only  in  isolated  instances  has  a  wide  group  of  top-level  managers 
been  involved  in  laying  out  detailed  plans  for  the  growth  of  the  enter- 
prise which  they  manage. 

What,  then,  accounts  for  the  sudden  flurry  of  attention  to  planning? 
In  particular,  why  is  so  much  interest  being  given  to  the  committee  type 
of  organization  for  planning?  My  personal  observation  and  experience 
lead  me  to  the  conclusion  that  the  explanation,  in  part,  lies  in  the  fact 
that  the  rapid  increase  in  size  of  some  companies  as  a  result  of  merger, 
diversification,  or  other  growth  factors  and  the  increasing  complexity 
of  the  economic,  political,  social,  and  international  outlook  have  served 
to  impress  management  with  the  necessity  of  the  scientific  forward-plan- 
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ning  approach.  Also,  financial  analysts  in  search  of  growth  companies  have 
reacted  favorably  to  those  situations  where  management  has  attempted  to 
forecast  the  specific  shape  and  scope  of  potential  growth  and  then  taken 
positive  action  in  anticipation  o£  future  demands.  With  these  stimuli,  a 
strong  follow-the-leader  influence  has  developed.  More  and  more  top 
managements,  trying  to  get  started,  have  looked  around  at  what  others 
have  done.  And  quite  naturally,  they  have  seized  on  the  organizational 
devices  used  by  the  very  big  companies,  which  because  of  their  size  and 
complexity  have  almost  inevitably  had  to  set  up  some  kind  of  formal 
group  effort. 

Some  companies  have  learned  that  the  habits  and  traditions  of  the 
past  are  not  easily  overcome.  Down  the  line  the  feeling  still  persists  in 
many  companies  that  planning  is  the  main  function  of  the  chairman  and 
the  president,  while  the  vice  presidents  and  lower  echelons  concentrate 
on  running  the  company.  So  it  is  quite  evident  that  it  is  not  enough  for 
top  management  itself  to  awaken  to  the  need  for  more  formal  planning. 
Someone  very  near  to  the  top  must  also  take  the  initiative  in  pushing 
the  company-wide  kind  of  long-range  planning;  otherwise  the  chances  are 
remote  that  it  will  ever  function. 

Planning  is  not  a  one-shot  capsule.  It  is  a  tough  month-in,  month-out 
job.  Realistically,  it  is  thinking  ahead  for  development  of  all  facts  of  a 
business.  Nothing  in  the  company  can  be  overlooked  or  omitted  in 
developing  a  long-range  plan.  Timetables,  specific  plans,  well-defined 
responsibilities,  checks  and  balances,  and  intermediate  as  well  as  long- 
range  goals  must  be  developed  for  every  facet  of  corporate  operation.  In 
those  companies  which  seriously  engage  in  LRP,  the  organized  plan 
outlines  a  guide  for  management  action  for  at  least  five  or  ten  years,  and 
it  also  provides  a  detailed  plan  of  operation  for  at  least  two  years  in  the 
immediate  future. 

A  Favorable  Climate  Must  Be  Developed 

The  experiences  of  the  leading  companies  that  have  adopted  LRP  are 
now  beginning  to  crystallize  a  rather  definite  pattern  for  the  develop- 
ment of  an  effective  plan.  With  sensible  and  judicious  interpretation, 
certain  definite  steps  can  be  followed  in  the  long-range  planning  efforts 
of  practically  any  company,  large  or  small.  Regardless  of  who  does  the 
long-range  planning,  however,  whether  it  be  the  chief  executive  alone 
or  the  chief  executive  in  collaboration  with  directors,  key  managers,  or 
special  groups,  an  atmosphere  must  be  established  that  is  conducive  to 
producing  sound  results.  If  you  can't  do  that,  well,  I  would  hesitate  to 
say  "Forget  about  it!"  but  you  can  be  sure  that  it  will  take  a  long  time  to 
get  the  show  on  the  road,  if  it  ever  gets  there.  For  this  reason,  it  seems 
wise  at  the  outset  to  review  some  yardsticks  for  evaluating  the  planning 
climate. 
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Top  management  should  take  a  good  frank  look  at  itself  and  ask 
questions  along  the  following  lines: 

1.  Will  there  be  mutual  confidence  and  respect  between  the  planners 
and  the  doers  in  the  company? 

2.  Will  the  right  brains  be  assigned  to  the  planning  and  doing  func- 
tions? 

3.  Will  the  decision  makers  be  men  of  courage  and  vision? 

4.  Will  it  be  possible  to  create  an  atmosphere  of  open-mindedness? 

5.  Will  we  first  demand  facts  and  then  base  decisions  on  the  facts 
rather  than  fiction? 

6.  In  order  that  the  integrity  and  high  morale  of  the  management  be 
maintained,  will  we  insist  that  the  managers  be  held  to  their  commit- 
ments and  will  we  insist  that  performance  equal  or  better  the  commit- 
ments? 

7.  Do  we  reflect  honest  attitudes  toward  self-criticism,  or  instead  of 
facing  up  to  our  problems,  do  we  permit  the  passage  of  time  to  obliterate 
mistakes?  Unsolved  problems  can  be  ruinous  to  future  plans. 

8.  Is  our  organizational  structure  flexible,  and  have  we  the  courage  to 
revise  it  promptly  to  meet  the  requirements  of  the  business  as  changes  in 
prevailing  currents  are  indicated? 

9.  Do  we  believe  in  and  do  we  support  some  form  of  management 
development? 

10.  Are  we  facing  up  to  the  problem  of  curing  by  surgery  corporate 
sickness  caused  by  the  incompetent  fringe?  Or  will  we  continue  to  apply 
various  nostrums  to  heal  a  bad  executive  situation? 

11.  Will  we  assign  some  individual  or  some  group  within  the  company 
with  the  specific  responsibility  for  thinking  out  the  plans,  formulating 
them  in  writing,  and  revising  them  as  necessary  when  new  facts  or  condi- 
tions come  into  play? 

12.  If  roadblocks  to  successful  completion  of  the  plans  develop,  will 
we  remove  them  fast  enough  to  achieve  the  goals? 

13.  Are  our  future  plans  soundly  based  on  future  profits? 

These  are  soul-searching  corporate  questions,  but  nevertheless  must  be 
satisfactorily  answered  before  undertaking  long-range  planning  as  a 
distinct  activity.  Successful  LRP  is  not  easy.  In  fact,  it  is  full  of  risk. 
The  longer  the  planning  cycle  becomes,  the  greater  the  margin  of  error, 
as  the  planner  is  forced  more  and  more  toward  reliance  on  his  imagina- 
tion of  the  future  and  less  and  less  toward  reliance  on  what  is  currently 
taking  place  in  the  market. 

Moreover,  top  management  must  not  expect  immediate  results  from 
LRP.  It  requires  a  type  of  thinking  that  is  strange  and  difficult  for  some 
line  managers  whose  training  and  experience  have  prepared  them  to 
deal  with  operating  problems,  but  not  to  probe  too  far  into  the  future. 
LRP  is  a  distinct  activity,  and  management  should  not  be  led  to  beheve 
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that  it  can  be  added  to  the  hsts  of  managers'  tasks  without  making 
noticeable  demands  on  their  time.  To  have  a  set  of  plans  based  on 
superficial  investigations  and  less-than-thorough  discussions  by  the  man- 
agers A\-ho  design  them  is  probably  worse  than  to  have  none. 

The  development  of  a  master  plan  for  growth  is  more  likely  to  meet 
with  success  if  it  is  entrusted  to  managers  very  near  the  top  of  the 
organization.  In  today's  competitive  scene,  there  are  so  many  factors  to 
be  considered  that  it  is  logical  to  assume  that  men  with  real  management 
breadth  are  the  best  qualified  to  assign  proper  weights  to  the  manv  dif- 
ferent factors  that  must  be  evaluated  in  charting  a  future  course  of  action. 
The  specialist  ^\ith  a  departmental  point  of  view,  valuable  as  he  is  in 
his  sphere,  can  make  onlv  limited  contributions  to  anv  over-all  plan 
for  the  companv.  Another  argument  in  favor  of  placing  the  planning  at 
the  top  level  is  the  fact  that  the  planners  must  have  access  to  confidential 
information,  and  broad  dissemination  of  such  material  in  a  company  may 
provide  dangerous  leaks  to  competitors. 

AN  EXAMPLE  OF  LONG-RANGE    PLANNING 

Examples  of  long-range  industrial  planning  are  legion,  and  it  is  un- 
fortunate that  a  number  of  them  cannot  be  included  in  this  chapter. 
One  case,  ho^vever,  stands  out  in  mv  mind  because  mv  association  ^vith 
that  particular  company  as  an  officer  and  director  enabled  me  to  observe 
at  firsthand  the  enormous  benefits  that  ^vere  derived  from  a  sound 
analvsis  of  the  current  situation,  a  realistic  assessment  of  the  future,  and 
a  determination  to  make  plans  for  the  future. 

The  Union  Bag  and  Paper  Corporation  (now  Union  Bag-Camp  Paper 
Corporation),  grooving  out  of  a  partnership  formed  in  1861,  elected 
Alexander  Calder  as  its  ne^\-  president  in  1931.  This  was  by  no  means 
the  most  auspicious  time  to  be  made  an  industrial  chief  executive  officer 
unless  one  enjoved  the  challenge  of  battling  with  an  almost  hopeless 
situation. 

Mr.  Calder  ^vas  confronted  bv  a  discouraging  combination  of  economic 
forces  and  operatin,s;  factors.  The  countrv  was  in  the  depths  of  a  great 
depression.  Having  lost  monev  through  the  prosperous  1920s,  the  com- 
pany ^\-as  confronted  ^vith  a  resultant  lack  of  reserves  for  emergencies 
and  faced  possible  bankruptcv.  Its  mills  Avere  obsolete,  and  manufacturing 
costs  were  high.  A  closed  union  shop  ^vas  demanding  an  unrealistic 
increase  in  ^vages  in  the  face  of  a  ^vorsening  business  and  general  economic 
situation.  As  a  result  of  these  and  other  factors.  Union  Bag  and  Paper, 
the  world's  oldest  and  largest  paper-bag  manufacturer,  seemed  headed 
down  the  drain. 

In  those  davs,  inrder  such  dire  financial  conditions,  no  formal  planning 
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was  possible.  Mr.  Calder,  however,  in  striving  to  save  his  company  from 
the  wolf  at  the  door,  also  began  to  think  about  plans  for  the  company's 
future.  It  became  increasingly  clear  to  him  that  Union  Bag  would  never 
get  anywhere  even  in  prosperous  times  because  the  company's  old,  high- 
cost  paper  mills  could  not  compete  with  low-cost  Southern  producers. 
On  the  other  hand,  it  was  a  risky  time  to  be  making  long-range  plans, 
for  time  and  working  capital  were  both  running  out  fast.  A  move  to 
the  South  seemed  imperative,  but  a  new  integrated  paper  mill  could 
not  be  constructed  in  less  than  a  year  or  so.  And  of  course  such  construc- 
tion would  require  a  very  substantial  amount  of  money,  which  Union 
Bag  did  not  have. 

Undismayed  by  these  formidable  obstacles  and  confident  in  the  future 
of  the  paper  industry  and  the  recuperative  powers  of  the  American 
economy,  Mr.  Calder  put  his  plan  in  motion  by  prompt  and  drastic 
reductions  in  overhead  expenses  combined  with  a  revitalization  of  the 
sales  department. 

The  results  were  dramatic,  and  the  company  climbed  out  of  red  figures 
in  1933  and  was  ready  for  the  next  step  in  its  long-range  plan— the  financ- 
ing of  a  new  mill  below  the  Mason  and  Dixon  line.  But  it  soon  developed 
that  the  orthodox  channels  of  raising  capital  were  closed  to  Union 
because  of  its  past  record  of  unprofitability.  After  innumerable  fruitless 
calls  on  bankers,  Mr.  Calder  nevertheless  eventually  worked  out  a  plan 
which  resulted  in  breaking  ground  in  1935  for  a  one-machine  pulp 
and  paper  mill  at  Savannah,  Georgia.  The  mill  was  completed  in  1936. 

The  operation  of  the  new  mill  was  so  profitable  that  the  board  of 
directors  authorized  building  two  additional  units.  Financing  was  now 
less  difficult,  and  by  the  end  of  1937  Union  had  enlarged  the  Savannah 
operations  to  three  machines.  Then  came  the  1938  depression,  which 
worked  havoc  on  the  income  statements  of  industry.  Few  paper  companies 
operated  at  a  profit  that  year,  but  Union,  wdth  its  new  low-cost  mill, 
operated  profitably  at  full  capacity. 

War  clouds  were  gathering  on  the  horizon  as  the  company  planned  for 
a  fourth  machine.  In  spite  of  this  outlook,  it  was  decided  to  go  ahead, 
and  the  fourth  commenced  operating  in  1942.  In  anticipation  of  a  great 
pent-up  postwar  demand  for  paper  products,  another  machine  was  com- 
pleted in  1947,  followed  by  another  in  1953. 

Results  of  Long-range  Planning 

In  the  middle  thirties,  Mr.  Calder  foresaw  the  necessity  of  backing 
up  paper  mills  with  timberland  reserves.  He  retained  Dr.  Charles  F. 
Roos,  president  of  the  Institute  of  Applied  Econometrics,  to  make  a  study 
of  the  history  of  lumber  prices  and  project  a  trend  for  the  future  related 
to  pulpwood   and  timberland  values.   The   Roos  report  confirmed   Mr. 
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Calder's  belief  that  the  company  should  protect  itself  for  the  long  term 
through  control  of  its  raw-material  supply,  and  the  board  of  directors 
approved  his  recommendation  that  i  million  acres  be  acquired  gradually 
at  advantageous  prices.  Today  Union  Bag-Camp  owns  and  controls 
1,440,000  acres  valued  at  $165  million  with  a  book  cost  of  S28  million. 

During  the  period  1931  to  i960,  the  planning  of  the  organization's 
future  gradually  evolved  from  the  one-man  function  to  the  more  formal 
modern  concept.  Future  planning  and  development  was  placed  under  the 
direction  of  an  executive  vice  president  along  with  a  committee  formed 
to  serve  under  him.  Management  consulting  firms  ^vere  retained  from 
time  to  time  to  assist  management  in  improving  operating  efficiency,  in 
research,  and  in  evaluating  long-term  market  potentials. 

As  a  result,  planned  developments  have  materialized  into  ^vider  product 
diversification,  expanded  research,  and  dispersal  of  converting  facilities. 
During  World  War  II,  plans  were  devised  to  enter  the  shipping-container 
field  in  a  series  of  steps  that  have  culminated  in  the  operation  by  the 
company  of  corrugated-box  plants  from  New  England  to  Florida,  as  ^vell 
as  in  the  Middle  West.  Bleached  kraft  paper  and  board  ^vere  envisioned 
as  desirable  additions  to  the  company's  basic  materials.  The  move  into 
this  rapidly  growing  field  was  accomplished  through  merger  in  1956 
with  Camp  Manufacturing  Company  of  Virginia,  which  o^vned  a  modern 
integrated  bleached  and  unbleached  kraft  pulp  and  paper  mill  and  paper- 
converting  factories,  plus  important  timberlands  and  lumbering  opera- 
tions. 

Here,  then,  is  a  case  example  of  how  LRP  pays  off  when  realistically 
conceived  and  soundly  implemented.  In  1932,  Union  Bag  was  in  the 
red  on  $6  million  sales.  Since  then,  every  year  has  been  profitable,  ^\ith 
an  average  operating  rate  for  nearly  a  quarter  of  a  century  unmatched 
by  any  other  leading  paper  producer.  In  1959,  sales  approached  S200 
million  and  the  total  common  stock  capitalization  ^vas  valued  on  the  Xe^v 
York  Stock  Exchange  as  high  as  $370  million,  as  compared  with  under 
$1  million  in  1932. 

At  present,  the  company's  long-range  plans  include  the  construction  of 
new  mills,  more  converting  facilities,  expanded  research,  diversified 
products  and  markets,  doubling  the  annual  gro^vth  of  its  forests  through 
scientific  tree  farming,  and  last  but  not  least  the  continuation  of  the 
comprehensive  personnel  development  programs  inaugurated  many  years 
ago. 

LONG-RANGE  PLANNING  IN  A  COMPETITIVE  SOCIETY 

It  is  easy  to  concentrate  so  intensely  on  the  daily  production  and 
marketing  job  that  long-range  economic  and  natural  forces  having  po-^ver- 
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ful  influences  on  the  welfare  of  the  business  enterprise  are  ignored. 
Such  forces  can  be  ignored  only  at  the  price  of  possible  disaster.  The 
buggy-whip  manufacturer  who  persisted  too  long  in  making  buggy  whips 
and  failed  to  "diversify"  (although  he  probably  never  thought  of  the 
word  in  connection  with  his  problems)  eventually  wound  up  out  of 
business.  As  our  dynamic,  ever-changing  business  structure  pours  forth  a 
greater  abundance  of  goods  designed  to  achieve  utility,  convenience, 
comfort,  and  leisure  for  consumers  throughout  the  world,  an  individual 
business  unit  must  constantly  look  far  down  tomorrow's  road  in  order  to 
stay  modern,  competitive,  and  economically  healthy. 

Our  complex  technological  world  requires  the  accumulation,  analysis, 
and  projection  of  economic  data  to  determine  trends  and  forecast  the 
future,  to  the  extent  to  which  that  can  be  done.  More  and  more  top 
management  must  exercise  this  function  in  order  to  evaluate  a  particular 
company's  present  and  future  position  within  its  industry,  within  our 
national  economy,  and  even  within  the  world  economy.  In  order  to  ride 
the  wave  of  the  future,  it  has  become  increasingly  important  for  a  com- 
pany to  help  create  the  wave.  Thus  fundamental  scientific  research  that 
will  yield  new  knowledge  helpful  in  developing  new  products  not  yet 
conceived  plays  a  larger  role  in  the  programs  of  many  companies.  Such 
research  is  also  helpful  in  developing  new  production  techniques,  im- 
proved versions  of  existing  products,  and  more  efficient  utilization  of 
raw  materials. 

In  many  product  lines,  companies  must  make  long-range  plans  for 
continuous  improvement  in  style  of  design  and  efficiency  of  performance 
in  order  to  remain  competitive. 

Long-range  plans  must  be  made  for  new  plant  locations,  based  upon 
long-term  analysis  of  such  factors  as  market  potentials,  transportation 
facilities,  raw  materials  and  water  supplies,  available  work  skills,  com- 
munity attitudes,  and  taxation  policies. 

Evaluation  of  long-term  economic  trends  plays  an  important  role  in 
plant-location  decisions.  A  significant  trend  has  been  the  tendency  to 
locate  electric-generating  plants  near  coal  mines.  Basic  industries  that 
are  large  consumers  of  electric  power  tend  to  locate  near  these  generating 
plants,  and  allied  fabricating  industries  will  cluster  about  the  basic 
mills.  This  has  brought  about  a  tremendous  industrial  development  in 
the  Ohio  River  Valley. 

There  must  be  long-range  planning  of  sales  and  advertising  campaigns 
in  order  to  achieve  maximum  sales  per  promotional  dollar  spent.  Perhaps 
the  most  intriguing  example  of  this  is  the  use  of  long-range  weather 
forecasts  by  soft-drink  companies  in  order  to  plan  spot  advertisements  far 
in  advance.  Experience  has  shown  that  sales  yield  per  dollar  of  advertis- 
ing will  be  greater  if  there  is  greater  correlation  between   the  appear- 
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ance    of    the   soft-drink   ads    and    the    occurrence    of   peak   temperature 
periods. 

Financial  Long-range  Planning 

Long-range  planning  must  be  done  in  the  area  of  financing.  Analysis 
of  financial  trends  must  form  the  basis  for  decisions  as  to  the  soundest 
method  of  financing  future  activities.  Such  decisions  will  have  many  im- 
plications as  to  such  matters  as  dividend  policies,  equity  financing,  and 
extent  and  form  of  indebtedness.  If  it  is  decided  that  future  expansion 
should  be  financed  by  amounts  raised  through  current  earnings,  dividend 
rates  may  be  lower  than  otherwise;  nevertheless,  this  decision  may  be 
very  much  to  the  best  interests  of  the  stockholders. 

There  must  be  long-range  financial  planning  for  the  replacement  of 
worn-out  and  obsolescent  equipment.  Year-to-year  earnings  should  make 
available  adequate  amounts  for  this  purpose.  However,  our  Federal 
income  tax  policies  make  it  extremely  difficult  to  achieve  this  objective. 
Through  unrealistic  prescribed  periods  for  the  amortization  of  equip- 
ment and  failure  to  recognize  the  greatly  increased  current  cost  of 
securing  a  replacement  piece  of  equipment  that  will  be  competitive 
under  present-day  production  standards,  Federal  income  taxation  is 
seriously  impairing  the  capital  position  of  many  companies  and  severely 
hampering  long-range  planning. 

When  a  company  is  forced  to  borrow  money  in  order  to  replace  equip- 
ment, it  is  actually  in  reverse  gear.  Companies  that  set  aside  realistic 
amounts  out  of  current  earnings  in  order  to  be  in  a  position  to  maintain 
their  competitive  status  through  acquisition  of  modern  replacement 
equipment  are  confronted  with  the  imposition  of  income  tax  on  a  portion 
of  such  amounts,  which  is  equivalent  to  being  taxed  on  the  exhaustion 
of  their  capital  facilities.  This  is  precisely  the  Alice-in-Wonderland  propo- 
sition of  being  forced  to  run  very  fast  to  stay  in  the  same  place.  In  order 
to  provide  sound  economic  growth  for  our  nation,  our  tax  policies  should. 
in  my  opinion,  make  possible  the  generation,  out  of  year-to-year  earnings, 
of  funds  needed  by  companies  not  only  for  replacement  of  equipment, 
but  also  for  expansion  of  production  and  distribution  facilities.  Obvi- 
ously, when  our  tax  policies  are  unrealistic  in  their  treatment  of  capital 
exhaustion  and  confiscatory  in  the  levying  of  a  52  per  cent  surtax  rate, 
heavy  inhibitions  are  placed  on  economic  growth. 

Not  only  is  top  management  required  to  keep  knowledgeable  as  to 
economic  and  scientific  trends,  but  advance  planning  is  necessarv  to 
husband  and  manage  the  natural  resources  available  to  the  companv. 
Although  many  manufacturing  companies  depend  on  other  industries 
for  their  source  of  supplies  of  raw  materials,  they  take  an  active  interest 
in  these  supplier  industries  and  wish  to  see  them  remain  strong  and  able 
to  provide  a  continuous,  abundant  supply  over  the  long  term.  For  those 
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companies  that  produce  raw  materials  for  their  own  use  and  the  use  of 
other  companies,  there  is  a  direct  responsibility  for  exploration,  develop- 
ment, management,  and  conservation  of  natural  resources. 

A  company  in  an  expanding  industry  must  make  long-range  plans  to 
enlarge  its  capacity  in  order  to  retain  or  increase  its  percentage  share 
and  maintain  its  rank  within  the  industry.  A  company  heavily  dependent 
on  raw  materials  must  make  long-range  plans  for  the  exploration  and 
development  of  new  production  areas,  frequently  on  a  world-wide  basis. 

The  planning,  management,  and  conservation  of  natural  resources  is 
a  fascinating  subject  which  should  be  the  concern  of  all  citizens.  It  is, 
of  course,  far  too  broad  and  complex  to  be  covered  in  a  single  chapter 
of  a  handbook  on  top  management  practices.  However,  there  is  one  area 
—forest  resources— which  I  shall  discuss  briefly  as  a  case  example. 

Long-range  Planning  of  a  Natural  Resource 

The  North  American  continent  has  been  developed  and  at  the  same 
time  has  aged  more  rapidly  than  any  other  comparable  area  in  the  world. 
The  aging  process  is  closely  related  to  the  disappearance  of  around  90  per 
cent  of  the  original  forests.  The  cutting  and  consumption  of  this  vast 
reservoir  of  ideally  situated  wood  by  our  early  settlers  were  as  extravagant 
as  the  practices  of  the  Persian,  Assyrian,  and  other  forest  plunderers  of 
antiquity.  Until  recent  years,  following  generations  did  much  the  same. 
However,  protection  of  this  vital  resource  is  now  regarded  by  the  American 
forest  products  industries  as  their  number  one  problem.  In  the  future  it 
could  possibly  become  the  nation's  number  one  problem.  Our  forests 
could  develop  into  being  the  greatest  loss  or  the  greatest  asset  of  con- 
temporary and  future  American  civilization.  The  responsibility  of  saving 
the  situation  rests  primarily  on  the  timberland  owner  and  particularly  on 
the  wood  utilization  and  processing  industries. 

From  the  standpoint  of  the  United  States,  it  is  difficult  to  believe  that 
the  forests  will  ever  disappear  as  they  have  in  Asia.  This  would  be  a 
geologic  catastrophe  that  would  revolutionize  terrain  and  climate  to  the 
extent  of  making  vast  regions  uninhabitable.  Paper  people  who  have 
studied  this  problem,  along  with  others  in  the  forest-products  industries, 
recognize  the  dangers  and  are  doing  something  about  it.  To  do  the  job, 
public  education  and  responsibility,  stimulated  by  industrial  awareness 
of  a  possible  distant  calamity,  are  required.  We  are  resolved  not  to  allo^v 
the  United  States  to  go  the  way  of  the  Middle  East,  which,  thousands 
of  years  ago,  was  one  of  the  world's  most  fertile  regions,  the  "land  of  milk 
and  honey."  Lack  of  forest  management  transformed  that  former  para- 
dise into  a  desolate  waste.  Only  a  few  small  groves  are  left  of  the  famous 
cedars  of  Lebanon,  which  provided  the  raw  materials  for  the  building  of 
Phoenician  naval  power.  Today,  naked  land  and  mountain  slopes  domi- 
nate this  former  lush  landscape.  With  the  disappearance  of  these  forests. 
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erosion  set  in  and  started  a  cycle  of  desolation.  Today  the  inhabitants  of 
much  of  this  area  are  nomadic  tribesmen.  \Vhen  their  ancestors  had  the 
forests,  they  were  mighty  empire  builders. 

The  peoples  of  the  Western  civilized  world  view  their  history  as  one 
of  peaks  and  valleys,  with  the  passing  of  time  bringing  them  higher 
plateaus  of  culture,  well-being,  and  prosperity.  This  is,  in  the  main, 
quite  true,  but  it  is  not  so  in  the  case  of  the  Holy  Land.  Nor  is  it  true 
of  India,  China,  Italy,  Spain,  and  Greece,  which  once  were  richlv  en- 
dowed with  forests.  They,  too,  were  once  mighty  empires,  but  the 
destruction  of  their  forests  contributed  to  reducing  their  national  sig- 
nificance. 

Thus  one  of  the  most  dramatic  stories  of  modern  long-range  planning 
for  natural  resources  concerns  our  nation's  timberlands.  Years  ago,  when 
it  seemed  that  there  was  always  another  tract  of  virgin  forest  a  little 
farther  west,  the  natural  inclination  was  to  "cut  out  and  get  out."  Grad- 
ually there  came  the  realization  that  long-range  management  measures 
were  necessary  in  order  to  ensure  adequate  timber  supplies  over  the 
decades.  Thought  along  this  line  eventually  led  to  the  formulation  of  the 
tree-farming  concept.  This  concept  teaches  that  trees  should  be  treated 
as  a  crop  to  be  grown,  harvested,  and  regrown  and  that  each  harvest 
should  make  provision  for  the  next  crop.  The  long-range  nature  of  this 
concept  is  pointed  up  by  the  fact  that  the  best  cutting  age  for  some  trees 
is  forty  to  fifty  years.  Scientific  harvesting  of  mature  trees  assists  the 
growth  of  young  trees  that  Avill  form  the  harvests  of  future  years.  Prompt 
reseeding  puts  other^vise  idle  land  to  work.  Aerial  reseeding  is  practiced 
in  many  instances. 

The  results  of  the  tree-farming  approach  have  been  extremelv  impres- 
sive. In  the  United  States,  this  approach  has  been  formalized  into  an 
American  Tree  Farm  System  of  growing  timber  as  a  crop  on  tax-pavmg 
lands.  Under  this  system,  Avhich  is  no^v  in  its  t^ventieth  year  and  embraces 
over  50  million  acres,  a  ^voodland  owner  can  become  a  certified  tree 
farmer  by  adopting  sound  forestry  practices.  This  is  an  outstanding  ex- 
ample of  private  business  management  promoting  ^ddespread  acceptance 
of  sound  long-range  planning  principles.  Although  once  fears  Avere  ex- 
pressed by  some  that  our  timber  resources  would  be  inadequate  for  our 
needs  before  the  end  of  the  century,  it  now  appears  that  adoption  of  long- 
term  management  and  conservation  measures  can  prevent  any  shortage. 

THE  OUTSroE  consultant's  ROLE  IN  LONG-RANGE  PLAN^^NG 

Just  as  the  outside  consultant  can  be  used  to  advise  and  help  on  man- 
agement and  operating  problems,  so  he  can  make  a  valuable  contribution 
to  long-range  planning. 
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The  objectivity  of  the  outside  consukant,  his  wide  experience  in  many 
companies  and  industries,  and  his  being  accustomed  to  think  in  top  man- 
agement and  long-range  terms  make  his  services  of  genuine  value  to  a 
company's  top  management.  Having  no  position  to  maintain  within  the 
company  makes  his  objectivity  meaningful. 

Long-range  planning  and  the  establishment  of  the  company's  basic 
objectives  are  inextricably  intertwined.  Establishing  the  company's  basic 
objectives  is,  in  simple  words,  merely  deciding  where  you  want  to  go  and 
what  paths  you  want  to  take  to  get  there.  For  a  going  concern,  this  also 
involves  an  inquiry  as  to  where  it  is  going  and  why  and  whether  it 
shouldn't  possibly  be  going  in  some  other  direction. 

Top  management  at  the  board  and  president  level  must  establish  these 
objectives.  Neither  consultants  nor  anyone  else  can  take  the  responsibility. 
The  qualified  outside  consultant  can  be  of  inestimable  value,  however,  as 
an  adviser  and  stimulator  in  helping  formulate  and  articulate  objectives 
that  best  fit  the  character  and  personality  of  the  company  and  the  realities 
of  the  industry  and  the  economy. 

It  is  against  the  background  of  these  basic  company  objectives  that 
management  does  its  LRP.  Here  again  it  is  logical  that  the  outside  quali- 
fied consultant  can  be  of  great  assistance,  whether  the  planning  is  done 
by  the  president  or  vice  presidents  alone  or  with  a  department  set  up  for 
that  purpose.  ;     ' 

If  there  is  no  LRP  function  within  the  company,  the  consultant  can  do 
much  of  the  actual  groundwork  for  top  management,  carrying  right 
through  to  the  written  preparation  of  the  approved  program.  As  the 
company  becomes  large  enough  to  establish  a  formal  LRP  fimction,  be  it 
one  man  or  a  department,  the  outside  consultant  can  lay  out  the  pattern 
for  its  operation  and  train  the  leader,  thus  reducing  the  consultant's 
future  participation  to  perhaps  occasional  review,  appraisal,  and  ad- 
vice. 

The  consultant  has  value  in  many  phases  of  LRP.  Not  having  the  day- 
to-day  and  month-to-month  operating  burden  of  the  line  executive  per- 
mits him  to  concentrate  on  the  one  subject  while  being  free  from  the 
personal  frustrations  of  operations  and  current  problems.  With  no  com- 
pany position  to  maintain  or  defend,  the  consultant  is  able  to  think  in 
terms  of  plans  for  the  company's  good,  independent  of  considerations  for 
his  personal  future.  He  is  not  afflicted  with  fears  that  the  company  may 
be  required  to  grow  faster  or  bigger  than  he  can,  nor  does  he  have  per- 
sonal ambitions  which  cause  him  to  recommend  a  growth  pattern  that  is 
too  big  for  the  company's  welfare. 

In  the  field  of  product  planning,  the  outside  consultant's  thinking  for 
the  company  is  not  like  that  of  the  internal  executive,  who  may,  on  the 
one  hand,  be  too  content  with  the  present  product  line,  which  is  all  he 
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kno^vs,  or,  on  the  other  hand,  be  tempted  to  diversify  into  glamour  lines 
that  do  not  fit  his  company's  best  interests. 

Even  in  the  area  of  long-range  financial  planning,  there  is  a  good  place 
for  the  outside  adviser.  Top  executives  who  have  built  fine  companies 
sometimes  are  reluctant  to  expand  by  merger  or  large  acquisition  because 
it  may  mean  diluting  their  own  control  of  the  company.  Under  certain 
conditions,  ho^\•ever,  the  only  ^vay  to  keep  abreast  of  the  growth  of  one's 
industry  and  one's  competitor  may  be  by  merger  or  major  acquisition 
through  exchange  of  stock.  The  experienced  and  qualified  outside  con- 
sultant or  adviser  can  explore  -^vith  the  top  executive  various  wavs  in 
-which  this  can  be  done  and  help  him  to-ward  the  best  decision  by  remov- 
ing his  apprehension  about  what  previously  seemed  a  daring  or  danger- 
ous step. 

In  the  field  of  long-range  market  and  facilities  planning,  the  consultant 
can  do  a  job  that  calls  for  a  level  of  talent  and  experience  that  is  seldom 
available  for  this  specialized  purpose  -within  the  company.  Maintenance 
of  such  talent  full  time  ^vithin  the  average  company  would  be  more 
expensive  than  the  occasional  use  of  the  consultant.  Again,  the  factor  of 
objectivitv  comes  strongly  into  play  because  the  consultant  has  no  past 
operating  record  to  justify  in  the  formulation  of  a  long-range  plan. 


PLANNING  FOR  THE  FUTURE 

The  future  -^vill  demand  of  the  business  leader  a  ne^v  breadth  of  vision. 
He  must  be  able  to  understand  and  pay  attention  not  only  to  economic 
and  technological  forces,  but  also  to  social  and  political  forces  which 
influence  the  lives  of  his  employees,  suppliers,  customers,  and  com- 
petitors. 

All  the  problems  that  -^vill  plague  the  business  manager  in  the  future 
are  not  yet  plain,  and  therefore  the  techniques  of  coping  -with  them  are 
difficult  to  plan  until  they  become  more  visible.  There  are.  ho^\-ever.  some 
forces  which  can  be  identified  and  ^vhich  must  be  dealt  -with  in  the 
coming  years. 

The  Changing  Family  Income 

The  increasing  equalitv  of  incomes  at  differing  economic  and  social 
levels  is  one  force  ^vhich  ^s'ill  affect  market  conditions  and  emplovee  rela- 
tions in  the  years  immediately  ahead. 

It  is  estimated  that  by  1970  the  after-tax  annual  income  of  some  40 
per  cent  of  America's  families  ^vill  reach  S7.500  or  more.  "When  a  familv 
income  reaches  $7,500,  an  appreciable  portion  of  it  becomes  available  for 
discretionarv  spending.  Each  familv  -^vill  decide  for  itself  ho^v  it  -^vill  spend 
its  additional  income.  This  additional  spending  is  a  market  to  be  ana- 
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lyzed  and  cultivated  by  those  who  are  alert  to  what  is  happening  and  who 
can  thereby  profit  from  it. 

This  leveling  of  family  income  will  create  simultaneously  irksome  em- 
ployee relations  for  some  companies,  especially  those  who  need  an  in- 
creasing proportion  of  technical  and  scientific  employees.  In  terms  of 
pay,  the  relative  status  of  technicians  and  scientists  has  tended  to  decline 
because  of  the  rise  in  earnings  of  imskilled  and  semiskilled  workers. 
According  to  census  figures,  the  professional  worker  in  1939  earned  2.12 
times  the  annual  earnings  of  laborers.  In  1957  his  earnings  were  only  1.61 
times  the  laborer's  pay.  Therefore  the  question  arises  as  to  the  ways  and 
means  of  taking  care  of  the  material  status  of  the  professional  and  scien- 
tific employee. 

The  Population  Boom 

There  is  big  expansion  coming  in  the  teen-age  and  marriageable  popu- 
lation. This  will  accelerate  the  number  of  marriages  and  the  rate  of  family 
formation.  As  a  result,  demand  for  housing  and  all  the  things  that  are  a 
part  of  American  home  life  will  boom.  A  major  factor  in  corporate  future 
planning  is  how  to  go  about  taking  advantage  of  the  population  spurt 
and  the  boom  it  means  in  housing  and  homemaking  items. 

Leisure  will  be  a  less  wanted  benefit  for  a  substantial  number  of  those 
reaching  retirement  age.  As  a  result,  managements  will  face  increasing 
pressures  to  raise  retirement  ages,  to  find  means  of  singling  out  those 
older  workers  with  the  desire  and  ability  to  continue  productively  on  the 
job,  and  to  prepare  for  retirement  those  who  should  retire. 

However,  it  should  be  realized  that  if  there  is  a  continuation  of  govern- 
ment interference  with  business  along  with  no  reform  of  the  present 
confiscatory  system  of  taxation,  an  unfavorable  business  climate  could 
develop  which  would  prevent  industry  from  creating  the  additional  jobs 
to  support  the  population  boom.  Under  such  conditions,  marriage  and 
family  formation  will  not  accelerate  as  rapidly  as  expected. 

The  Changing  Labor  Force 

In  the  years  ahead,  recruits  who  will  be  selected  from  the  labor  force 
will  be  younger,  better  educated,  and  more  skilled.  The  increase  in  the 
number  of  twenty-year-olds  applying  for  jobs  will  be  the  result  of  the 
post-World  War  II  baby  boom.  Simultaneously,  the  relatively  low  birth 
rates  of  the  1920s  and  1930s  will  mean  a  correspondingly  small  number 
of  thirty-  to  fifty-year-olds  from  which  to  draw  supervisors,  middle  man- 
agement officials,  and  professional  employees  and  skilled  workers  ^vho  ^vill 
be  required  to  make  younger  workers  fully  effective.  There  will  be,  hoAv- 
ever,  a  relatively  larger  number  of  men  and  women  over  fifty  in  the  labor 
force. 
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As  a  result  of  this  situation,  the  employer  must  give  thought  to  how 
his  company  will  absorb,  utilize,  and  adjust  to  the  increasing  numbers  of 
younger,  more  educated  workers  and  to  the  steps  which  should  be  taken 
in  their  training  and  supervision.  These  youngsters  can  be  fully  produc- 
tive only  if  the  employer  can  attune  his  supervisors  to  new  ways  of  super- 
vising many  workers  better  educated  than  the  supervisors  themselves. 

More  skills  will  be  required  in  the  decades  ahead  than  in  the  past.  As 
the  number  and  proportion  of  professional  and  skilled  jobs  in  the  work- 
ing force  increase,  the  number  and  proportion  of  unskilled  or  semiskilled 
workers  needed  in  industry  and  agriculture  will  decline. 

It  is  believed  that  the  rate  of  new  scientific  discovery  has  been  doubling 
every  fifteen  years  and  that  the  pace  is  quickening.  As  a  result,  the  ad- 
vance in  technology  in  many  fields  and  the  onrush  of  automation  tend 
to  upgrade  the  jobs  to  be  filled.  Thus  demand  will  be  created  for  more 
scientific  and  many  more  technical  and  semitechnical  workers. 

Government  and  Business 

Since  the  1930s,  there  has  been  a  broadening  of  governmental  surveil- 
lance of  private  business  operations.  Corporate  long-range  planning  must 
take  this  into  consideration,  for  in  the  future  the  government  will  prob- 
ably have  more,  rather  than  less,  influence  on  business  through  taxes, 
services,  investigation,  and  regulation.  Government  regulation  of  private 
business  will  be  proposed  to  cover  more  industries  and  more  activities  of 
business  firms. 

Types  of  legislation  hindering  the  nation's  economic  growth  ^vill  be 
proposed,  such  as: 

1.  Notification  to  the  government  before  a  merger  can  take  place 

2.  Regulation  of  discount  practices  by  business 

3.  Regulation  of  sales  by  manufacturers  to  company-owned  retail  out- 
lets 

4.  Abolition  of  good  faith  as  a  defense  in  price-discrimination  cases 

5.  Increasing  the  minimum  wage  and  extending  its  coverage 

6.  Providing  Federal  standards  for  unemployment  compensation 

7.  Requiring  advance  notification  to  the  government  of  price  increases 
All  of  these,  as  well  as  other  legislative  proposals  yet  to  come,  should 

be  considered  in  long-range  business  planning. 

It  should  also  be  realized  that  the  government  now  buys  nearly  one-fifth 
of  all  the  goods  and  services  produced  in  the  United  States.  AVith  a  con- 
tinuation of  the  Cold  War,  with  expected  growth  in  school,  highway,  and 
housing  programs,  the  Federal,  state,  and  municipal  governments  to- 
gether would  tend  to  purchase  an  even  larger  proportion  of  such  goods 
and  services  in  the  future  if  liberal  spenders  have  their  way.  Government 
is  now  a  big  and  important  customer,  and  it  will  continue  to  be  not  onh 
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a  big  customer,  but  the  major  customer,  of  a  broad  range  of  industries 
including  aircraft,  electronics,  missiles,  and  ships.  It  will  also  importantly 
affect  the  construction  industry.  Long-range  planners,  therefore,  cannot 
ignore  possible  governmental  trends.  However,  the  vagaries  of  annual 
appropriation  legislation  and  the  effect  of  political  considerations  lessen 
predictability  in  this  area.  Long-range  planners  should  also  keep  in  mind 
that  the  government  distributes  as  payments  to  individuals  approximately 
20  per  cent  of  the  total  personal  income  of  all  citizens  in  the  form  of 
social  security  payments,  veterans'  benefits,  agricultural  adjustment  pay- 
ments, and  so  forth. 

The  International  Scene 

In  the  next  few  years  some  economic  observers  believe  the  percentage 
rate  of  economic  growth  of  the  European  Common  Market  countries  will, 
as  a  whole,  surpass  that  of  the  United  States  by  two-thirds.  The  projected 
growth  rate  of  the  United  States  is  about  3  per  cent  a  year  as  against  a 
projected  growth  rate  of  the  Common  Market,  as  a  whole,  of  5  per  cent 
a  year. 

The  economies  of  such  industrial  nations  as  Britain,  France,  Germany, 
Japan,  and  Italy  have  recovered  rapidly  since  World  War  II.  If  their 
productivity  continues  to  rise,  American  business  will  face  growing  com- 
petition from  these  countries,  particularly  in  those  industries  in  which 
labor  costs  are  large. 

Therefore  the  necessity  to  reduce  unit  labor  costs  becomes  increasingly 
obvious  to  the  American  producer.  Holding  wage  increases  within  limits 
of  productivity  increases  will  enable  him  to  meet  foreign  competition  on 
more  equal  terms. 

Thus  American  businessmen  may  see  the  emergence  of  two  powerful 
international  competitors— the  European  Common  Market  and  Soviet 
Russia.  The  latter  is  expected  to  have  surpluses  to  export  in  the  near 
future.  This  will  constitute  still  another  kind  of  competition  because  the 
U.S.S.R.  has  already  evidenced  that  it  is  not  content  to  trade  merely  for 
profit;  it  has  already  utilized  its  commodities  as  political  and  economic 
weapons,  pricing  them  without  regard  to  production  costs  and  dumping 
them  to  its  political  advantage. 

CONCLUSION 

In  an  era  when  powerful  economic,  natural,  technological,  social,  and 
political  forces  on  both  the  national  and  international  level  are  influenc- 
ing the  destiny  of  every  American  business  unit,  top  management  must 
use  long-range  planning  in  order  to  survive  and  grow.  There  is  no  choice. 


Willard  F.  Rockwell,  Jr. 

PRESIDENT 

ROCKWELL  MANUFACTURING  COMPANY 

PITTSBURGH,   PENNSYLVANIA 


Since  Willard  F.  Rockwell,  Jr.,  became  president  of  Rockwell  Manu- 
facturing Company  in  ip^y,  sales  have  increased  from  S62  million  to 
$122  million  and  profits  have  increased  proportionately.  During  this 
period,  the  company  has  acquired  a  dozen  established  manufacturing 
companies  and  built  ten  new  plants,  bringing  the  total  number  to 
twenty-two  spread  across  the  country.  The  company  produces  a  variety 
of  products  and  is  often  cited  as  an  outstanding  example  of  diversifica- 
tion and  decentralization. 

While  busy  managing  the  growth  of  the  company,  Mr.  Rockwell 
has  found  time  to  participate  in  numerous  other  business  and  civic 
activities.  He  was,  for  example,  co-chairman  of  the  Governor  of  Penn- 
sylvania's Tax  Advisory  Commission  that  worked  out  a  plan  to  solve 
the  state's  serious  financial  problems,  for  which  he  received  a  Young 
Man  of  Achievement  award  from  a  national  civic  society.  He  is  a  past 
president  of  the  Permsylvania  State  Chamber  of  Commerce. 

A  list  of  director  and  trustee  posts  held  by  Mr.  Rockwell  reads  like 
a  directory  of  philanthropic  organizations.  It  includes  organizations 
concerned  with  research,  health,  education,  athletics,  youth  problems, 
national  and  local  government,  and  international  relations.  He  holds 
office  in  eight  such  organizations  and  is  a  member  of  many  others. 

He  is  also  a  director  a7id  past  president  of  the  Gas  Appliance  Manu- 
facturers Association  and  a  director  of  the  American  Gas  Association. 
He  is  a  director  of  a  dozen  companies  in  addition  to  his  oicn. 

Despite  his  numerous  duties  and  self-imposed  outside  demands,  he 
manages  to  lead  a  full  family  life.  He  is  father  of  five  children,  four 
boys  and  a  girl,  all  blond,  bright,  and  bounding  with  energy.  The 
Rockwells  are  an  outdoor  family.  Al  Rockwell  not  only  is  an  excellent 
hunter  and  fisherman,  but  raises  his  own  game  birds  and' flocks  of  ducks 
and  wild  geese.  He  can  be  found  during  almost  any  in-season  week 
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end  with  his  sons  headed  for  forests  or  streams.  During  other  seasons, 
he  finds  occasional  hours  to  work  on  a  boat  he  is  building  in  his  base- 
ment workshop,  with  company-made  Delta  tools,  of  course. 

Mr.  Rockwell  graduated  from  the  Pennsylvania  State  University  as 
an  industrial  engineer  in  193^  and  earned  a  postgraduate  degree  from 
Penn  State  after  World  War  II  military  service  as  a  captain.  He  was 
born  March  ^,  ipi^. 

March,  i960 


CHAPTER    43 


Managing  a  Highly 
Decentralized  Organization 


The  highly  decentralized  corporation,  although  a  relatively  new  phe- 
nomenon, is  fast  becoming  the  characteristic  business  structure.  Few  com- 
panies of  substantial  size  now  manufacture  one  product  line  in  one  plant 
for  sale  to  one  market.  The  route  to  growth  in  recent  years  has  been 
through  product  and  market  diversification,  which  has  resulted  in  decen- 
tralization of  management  functions  as  well  as  geographic  decentraliza- 
tion. 

Hand  in  hand  with  the  development  of  decentralization  of  corporate 
organization  have  come  new  disciplines,  now  incorporated  in  professional 
studies,  such  as  management  counseling,  data  processing,  group  dy- 
namics, industrial  psychology,  and  executive  development. 

It  is  doubtful  that  today's  decentralized  organization  could  be  effectively 
managed  without  these  professional  tools  or  that  these  tools  would  have 
been  developed  had  not  decentralization  demanded  them.  This,  of  course, 
does  not  detract  from  the  usefulness  of  a  professional,  disciplined  ap- 
proach to  management  in  centralized  organizations. 

The  increasing  predominance  of  decentralized  organization  has  re- 
sulted in  more  than  the  shifting  of  guideposts  on  the  maps  and  charts 
of  business  organization.  It  has  profoundly  influenced  the  human  motiva- 
tions that,  more  than  any  procedures  or  techniques,  make  an  organization 
function  successfully. 

Today's  manager  in  a  highly  decentralized  organization,  although  he 
performs  the  same  elements  of  management  as  his  counterpart  of  only 
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a  few  generations  ago,  will  use  different  procedures  and  techniques  and 
will  most  likely  be  motivated  by  the  promise  of  different  rewards. 

At  the  risk  of  appearing  nostalgic  for  "the  good  old  days,"  w^hich  I  am 
not,  let  us  look  at  the  hero  of  Mark  Twain's  Connecticut  Yankee  in  King 
Arthur's  Court  to  discover  how  much  business  has  changed  during  a  span 
of  years  less  than  one  man's  lifetime. 

For  the  Connecticut  Yankee,  business  organization  was  simple;  all  you 
needed  was  a  boss.  Indeed,  when  the  Connecticut  Yankee  was  knighted, 
he  chose  the  title  "Sir  Boss."  Born  and  reared  in  the  New  England  indus- 
trial milieu  of  the  late  nineteenth  century,  the  hero  recognized  the  boss 
as  the  symbol  of  dynamic,  single-minded,  driving  leadership.  In  describ- 
ing himself  after  being  transported  through  time  to  King  Arthur's  court, 
he  says,  "So  I  am  a  Yankee  of  Yankees  .  .  .  and  practical;  yes,  and  nearly 
barren  of  sentiment.  ...  My  father  was  a  blacksmith,  my  uncle  was  a 
horse  doctor,  and  I  was  both  along  at  first.  .  .  .  Then  I  went  over  to  the 
great  factory  and  learned  my  real  trade;  learned  all  there  was  to  it; 
learned  to  make  everything.  .  .  .  Why  I  could  make  anything  a  bodv 
wanted-anything  in  the  world.  ...  I  became  head  superintendent;  had 
a  couple  thousand  men  under  me.  .  .  ." 

Business  organization  was  simple  and  direct.  The  owner  supplied  cap- 
ital and  over-all  direction.  A  competent  "head  superintendent,"  or  gen- 
eral plant  manager,  in  essence,  a  boss,  was  hired  to  run  the  business. 
Markets  and  marketing  were  simple;  labor  was  there  to  be  hired  or  fired; 
products  and  product  lines  were  limited  and  sharply  defined  for  each 
company. 

Today,  business  organization  would  certainly  seem  a  maze  to  "Sir 
Boss."  The  complexities  of  professional  business  techniques  would  be- 
wilder him.  The  careful  delineation  of  authority  and  responsibility  would 
probably  inhibit  him. 

He  would  find  his  complete  knowledge  of  his  "trade"  of  less  value  with 
each  step  upward  on  the  managerial  ladder.  With  his  authority  restricted, 
his  technical  skills  discounted,  and  a  great  deal  of  his  "managerial  talent" 
subject  to  the  review  of  "experts,"  Sir  Boss  might  find  little  motivation 
to  retain  his  title,  assuming  that  the  complex  of  government  regulations 
under  which  today's  business  operates  had  not  already  incapacitated  him. 

DELEGATING  AUTHORITY 

As  the  president  of  a  highly  decentralized  organization,  I  am  not  by 
any  means  Sir  Boss,  although  our  organization  chart  shows  that  there  are 
several  thousand  men  "under  me." 

This  used  to  concern  me  when  I  attempted  to  determine  how  today's 
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manager  could  be  as  effective  in  our  time  as  Sir  Boss  was  in  his.  Appar- 
ently, it  still  concerns  many  managers  in  more  centralized  organizations. 
I  recall  a  discussion  with  one  of  these  managers  I  met  while  en  route  from 
the  ceremony  for  the  dedication  of  one  new  Rockwell  plant  to  the  cere- 
mony for  breaking  ground  for  another.  From  the  nature  of  my  trip,  he 
was  about  to  conclude  that  the  job  of  managing  a  decentralized  corpora- 
tion is  essentially  that  of  a  good-will  ambassador— a  job  combining  the 
skills  of  a  politician  seeking  office  and  the  polish  of  a  monarch  creating 
a  symbol  of  unity. 

I  hope  I  made  it  clear  to  him  that  it  isn't  like  that  at  all.  A  manager  of 
a  decentralized  corporation  is  as  much  concerned  with  realities  of  day- 
to-day  business  life  as  the  foreman  in  the  plant  and  the  regional  sales 
manager.  To  do  his  job  right,  he  must  become  as  much  immersed  in  a 
forest  of  details  that  lie  at  the  heart  of  every  business  problem  as  any 
other  business  manager  and,  like  every  other  business  manager,  must 
constantly  seek  the  blazed  trees  marking  the  trail  through  the  forest. 

I  don't  know  any  other  way  of  running  an  organization,  decentralized 
or  not,  except  to  become  immersed  in  the  details  that  constitute  day-to- 
day operations,  or,  in  other  words,  to  know  the  business  you  are  in.  There 
is  one  difference  in  managing  a  decentralized  organization,  however, 
which  makes  the  job  ideal.  There  is  not  much  danger  of  the  chief  execu- 
tive trying  to  do  everything  himself.  He  is  forced  to  delegate  authority 
and  responsibility.  It  is  easier  to  take  a  sufficiently  detached  point  of  view 
to  see  every  detail  as  part  of  the  whole. 

There  is  probably  so  much  emphasis  in  management  literature— which 
often  looks  like  overemphasis  from  where  I  sit— on  the  delegation  of 
authority  and  responsibility  because  so  many  companies  are  moving  from 
centralized  operations  to  decentralization.  In  a  company  that  has  success- 
fully made  the  move,  the  problem  has  probably  solved  itself. 

In  fact,  top  management  in  a  decentralized  organization  must  be  care- 
ful not  to  be  too  closely  guided  by  the  organization  chart  in  performing 
those  elements  of  management  not  directly  involving  the  issuance  of 
directives.  Top  management  must  use  every  occasion  as  it  presents  itself 
to  learn  what  people  are  doing  and  thinking  in  the  far-flung  areas  of 
operation.  At  Rockwell  I  try  to  do  this  by  attending  all  the  company 
business  meetings  and  social  functions  that  I  can  fit  into  my  schedule 
and  by  setting  aside  time  during  every  trip  away  from  headquarters  to 
sit  down  with  our  local  managers  for  an  informal  exchange  of  business 
information.  On  the  "ceremonial  trip"  mentioned  earlier,  there  was  time 
to  discuss  several  urgent  problems  with  the  plant  managers  in  the  L\\o 
cities.  When  I  left,  the  local  managers  still  had  their  problems,  and  it  is 
doubtful  that  my  contributions  to  their  solution  were  of  critical  signi?.- 
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cance.  But  perhaps  they  had  better  insight  on  how  company  poKcy 
applied  to  these  problems,  and  I  certainly  had  more  insight  into  the  ap- 
propriateness of  the  policies. 

On  this  same  trip,  I  was  mulling  over  the  advantages  of  our  expansion 
plans  to  locate  small  plants  in  small  cities.  My  meetings  with  local  civic 
leaders  in  the  two  cities  reconfirmed  my  conviction  that  this  was  a  wise 
decision.  The  sincerity  of  local  participants  in  the  ceremonies  in  welcom- 
ing us  as  good  neighbors  reconfirmed  my  conviction  that  our  plant  loca- 
tion policies  were  good.  By  talking  about  our  experience  in  other  cities, 
I  tried  to  leave  these  people  with  the  conviction  that  our  community 
relations  policies,  fully  explained  before  plant  sites  were  selected,  would 
be  consistent  and  continuous— not  extemporaneously  conceived  and  sub- 
ject to  erosion  as  the  company  became  an  established  member  of  the 
community. 

In  both  of  these  instances— in  talking  with  our  own  plant  managers  and 
with  the  community  leaders-an  attempt  was  made  to  fit  policy  and  prac- 
tice together.  And  that  comes  close  to  the  essence  of  the  job  of  managing 
a  highly  decentralized  organization. 

The  random  procedure  by  which  top  management  becomes  familiar 
with  many  of  the  details  of  the  organization's  operations  may  not  sound 
Hke  modern,  scientific  management.  And  there  are,  of  course,  many  for- 
mal reports  and  meetings  to  facilitate  management  decisions.  Being  an 
engineer  and  technically  oriented,  I  was,  however,  pleased  to  learn  that 
psychologists  now  say  that  this  type  of  random  submersion  in  the  minutiae 
of  any  problem,  whether  it  be  the  painting  of  a  picture,  the  design  of  a 
gear  train,  or  the  management  of  a  corporation,  is  the  first  step  in  creating 
something  new.  And  that,  too,  is  close  to  the  essence  of  top  management's 
job. 

Making  Decisions 

Both  the  formal  facts  and  the  knowledge  gained  at  random— call  it 
insight  if  you  prefer— are  essential  in  every  business  decision.  Top  man- 
agement of  a  decentralized  organization  may  simply  weigh  the  recom- 
mendations of  subordinates  "closer  to  the  details,"  trusting  that  their 
recommendations  take  everything  into  account.  Or  he  may  familiarize 
himself  with  a  large  portion  of  the  details  on  which  the  recommendations 
are  based.  This  is,  of  course,  never  a  clear-cut  division.  Top  management 
is  always  familiar  with  some  of  the  details  on  which  recommendations  are 
based  and  usually  asks  for  more.  The  important  point  is  not  how  detailed 
the  top  manager's  knowledge  is,  as  any  decision  must  always  be  made  on 
the  basis  of  limited  knowledge.  The  important  point  is  that  all  ^\ho  in- 
fluence decisions  in  a  decentralized  organization  have  an  intelligent  base 
of  facts  on  which  to  make  recommendations  and  decisions. 
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COMMUNICATIONS 

That  is  why  communications  becomes  a  central  problem  in  a  decen- 
tralized organization.  The  techniques  and  mechanics  of  communications 
are  subjects  of  books  themselves,  but  first  of  all  communications  is  a 
matter  of  top  management  policy.  At  Rockwell  Manufacturing  Company, 
our  policy  on  communications  is  to  disclose  as  much  information  as  pos- 
sible to  the  largest  number  of  people.  We  use  the  techniques  and  media 
used  by  other  companies.  If  there  is  any  difference,  it  is  that  we  attempt 
to  use  them  all.  They  are  used  not  only  to  inform  outlying  plant  execu- 
tives of  new  policies  and  decisions  made  in  company  headquarters;  they 
must  also  promote  greater  self-reliance  and  intracompany  cooperation. 

At  Rockwell,  plant  managers  and  department  heads  receive  all  financial 
and  operating  data  affecting  the  company,  broken  down  in  considerable 
detail.  Perhaps  more  important,  they  are  constantly  updated  on  head- 
quarters thinking  and  planning  in  the  light  of  changing  business  con- 
ditions. Employees  at  lower  levels  receive  less  information,  but  still  a 
considerable  part  of  that  available  to  higher  management. 

Nor  is  the  information  provided  confined  to  the  immediate  responsi- 
bilities of  the  recipient.  Rockwell  makes  nineteen  product  lines  for 
twenty-eight  major  industrial  markets,  but  most  of  the  information  from 
company  headquarters  goes  out  across  division  and  product  lines. 

Benefits  of  Broad  Communications 

There  are  three  reasons  for  broadening  vertical  communications  into 
company-wide  reports.  First,  to  operate  with  imagination  and  initiative, 
a  plant  management  man  must  look  beyond  his  own  bailiwick.  He  must 
consider  the  effect  of  his  decisions  on  the  current  status  and  long-term 
plans  of  the  company  and  on  operations  in  other  parts  of  the  company. 
He  can  pick  up  good  ideas  from  the  operations  of  other  parts  of  the  com- 
pany and  avoid  duplication  of  their  efforts.  Also,  he  knows  where  he  can 
go  for  assistance  on  problems  that  have  come  up  previously  in  other 
company  plants  or  divisions. 

Secondly,  the  Rockwell  organization  is  composed  of  men  with  diverse 
backgrounds  from  the  standpoint  of  markets,  products,  and  "employer 
origin"  (between  1945  and  1959,  Rockwell  purchased  twelve  companies). 
Today,  it  is  a  highly  cohesive  unit,  and  at  least  in  part,  because  of  com- 
munications policies,  people  work  well  together,  understand  and  appre- 
ciate the  problems  of  the  several  divisions,  and  have  an  unusually  high 
degree  of  what  can  be  called  "company  spirit." 

Communications  as  a  Training  Method.  Finiilly,  effective  company-wide 
communications  contribute   to  the  gro^vth  and  maturity  of  executives. 
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Rockwell  built  seven  plants  between  1951  and  1959,  staffing  them  with 
executives  from  older  plants.  The  dissemination  of  information  on  a 
company-wide  basis  prepares  young  men  to  take  over  more  responsibil- 
ities in  another  part  of  the  company  or  in  company  headquarters.  An 
industrial  engineer  in  a  plant  making  valves  becomes  somewhat  familiar 
with  the  problems  of  the  power-tool  division.  If  promotion  brings  him 
into  a  new  line  of  work— a  common  practice  in  the  grow^th  and  diversi- 
fication of  Rockwell— he  doesn't  have  to  go  through  a  period  of  flying 
blind. 

The  formal  devices  for  communication,  none  of  which  are  meant  to 
replace  day-to-day,  face-to-face  communications,  are  listed  in  Table  43-1. 
Let  me  enlarge  a  little  on  the  use  of  some  of  these  devices. 

President's  Letter.  The  purpose  of  the  president's  monthly  letter  is  to 
keep  management  personnel  informed  of  the  company's  current  operating 
status  and  the  outlook  for  operations  on  both  a  short-  and  long-term  basis 
and  to  provide  a  means  whereby  the  president  can  pass  on  his  vie^\'s  on  a 
confidential  basis  without  writing  individual  letters. 

The  letter  is  mailed  to  plant  managers  and  headquarters  executives 
as  soon  as  current  operating  statements  are  available.  First,  it  analyzes 
results  of  the  previous  month's  activities— sales,  cost  of  sales,  profits, 
earnings  per  share,  and  so  on.  Comparative  figures  are  given  for  the 
previous  month  and  the  same  month  a  year  ago,  and  figures  are  broken 
down  for  each  plant  and  for  each  major  product  line. 

The  president's  letter  also  always  comments  on  inventories.  Figures 
are  broken  down  for  raw  materials,  goods  in  process,  and  finished 
products. 

Subjects  in  the  remainder  of  the  letter  vary  from  month  to  month. 
Significant  developments  in  all  areas  and  functions  of  management  ac- 
tivity are  covered.  For  example,  the  industrial  relations  manager  may 
report  the  signing  of  a  labor  contract  at  one  of  the  plants.  He  will  detail 
the  basic  terms  of  the  agreement  and  describe  the  problems  involved  in 
reaching  an  agreement.  The  purchasing  director  may  comment  on  trends 
in  prices  of  basic  commodities  and  recommend  action  accordingly. 

All  major  personnel  changes  are  also  reported  in  this  letter. 

The  Management  News  Letter.  The  purpose  of  the  quarterly  manage- 
ment news  letter  is  to  allow  the  president  to  discuss  current  and  antic- 
ipated operations  with  a  wider  group  of  people  throughout  the  company. 
All  members  of  management  receive  it,  including  plant  foremen,  about 
700  people. 

Pattern  and  contents  of  the  management  news  letter  are  similar  to  the 
president's  letter.  It  discusses  anticipated  business  and  the  heed  for  certain 
action  in  various  operations. 

The  management  news  letter  also  includes  a  complete  analysis  of  plant 
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budgets,  showing  a  ratio  of  actual  cost  to  budget  figures  on  such  factors 
as  shipments,  cost  of  sales,  general  and  administrative  expenses,  and  plant 
operating  profit.  Variances  are  discussed  at  length. 

Another  section  of  the  management  news  letter,  called  Management 
Tips,  is,  in  effect,  a  management  suggestion  system.  It  describes  improve- 
ments in  operations  made  at  one  location  that  might  be  applicable  at 
another  and  invites  readers  of  the  letter  to  submit  similar  items.  For 
example,  a  general  manager  at  one  plant  reported  an  item  on  a  pattern 
change  that  was  adopted  by  other  plant  managers.  Another  suggestion 
of  merit  was  found  in  a  new  routing  system  used  by  a  regional  sales 
manager  which  was  proving  effective  in  his  area.  It,  too,  was  adopted  by 
other  regional  managers. 

Other  portions  of  the  management  news  letter  cover  current  news  in 
the  company  such  as  sales  training  programs,  new  plant  production,  and 
product  development. 

General  Managers'  Meeting.  Once  a  year  all  the  company's  general  man- 
agers are  brought  together  for  a  week's  meeting.  During  the  first  three 
days,  all  divisions  are  together,  and  during  the  last  two,  separate  divi- 
sional meetings  are  conducted. 

A  typical  agenda  for  a  general  managers'  meeting  starts  with  an  open- 
ing review  by  the  president,  who  gives  a  comprehensive  financial  analysis 
of  five-year  past  and  future  operations,  two-year  balance  sheets,  plant  in- 
ventories, and  so  on.  During  this  analysis,  general  managers  are  invited 
to  make  interruptions  for  clarifications  of  subjects  which  they  may  not 
understand. 

Next,  the  general  business  outlook  for  the  company  and  the  industries 
the  company  serves  is  discussed.  More  specific  data  about  each  division 
and  each  plant  follow. 

Important  developments  within  the  company  and  in  various  areas  of 
management  activity  are  described,  such  as  industrial  engineering's  part 
in  cost  reductions,  industrial  relations,  research  and  engineering,  inven- 
tories and  purchasing,  and  advertising. 

The  last  subject,  a  review  and  a  quiz,  has  not  only  proved  to  be  a  light 
spot  at  the  end  of  the  meeting,  but  also  an  excellent  employee-relations 
tactic  that  has  built  up  friendly  rivalry  within  the  coinpany. 

Hour  of  EnligJitenment.  Another  method  of  disseminating  information 
across  divisional  and  product  Hnes  is  through  the  medium  known  as  the 
Hour  of  Enlightenment,  which  is  neither  more  nor  less  than  its  title  de- 
notes. Programs  are  assigned  to  various  members  of  the  organization  from 
three  to  six  months  in  advance.  Each  program  runs  an  hour  at  the 
end  of  a  working  day.  Generally,  from  seventy-five  to  a  hundred  head- 
quarters management  and  department  heads  attend. 

One  successful  Hour  of  Enlightenment  was  conducted  by  the  controller, 
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who  explained  in  considerable  detail  how  to  read  a  balance  sheet  and, 
more  specifically,  how  to  read  Rockwell  Manufacturing  Company's  bal- 
ance sheet. 

I  have  put  communications  at  the  head  of  the  list  of  important  elements 
in  the  management  of  a  decentralized  organization.  The  job  itself  must 
start  with  a  clear  idea  of  what  management  wants  to  achieve. 

ESTABLISHING  GOALS 

Diversification  and  decentralization,  as  has  been  indicated  earlier,  are 
the  most  common  routes  to  change  in  today's  business  organization. 
Through  them  a  company  can  change,  but  only  within  certain  limits. 
A  company,  like  a  person,  develops  a  personality  and  certain  habits,  skills, 
and  ways  of  doing  things.  Any  intelligent  change  must  be  based  on  the 
company's  current  character  and  capabilities  as  well  as  upon  the  desired 
goal. 

Our  own  corporate  goal  at  Rockwell  is  to  provide  stability  of  earn- 
ings and  long-term  growth.  How  is  this  goal  made  specific  enough  to  have 
any  meaning  as  a  guide  to  planning  and  decision  making?  Perhaps  an 
explanation  of  our  policy  in  three  critical  areas— diversification,  products, 
and  plant  location-will  explain  how  we  attempt  to  adhere  to  our  cor- 
porate goal. 

Pattern  of  Diversification 

With  so  much  talk  of  diversification  and  decentralization  in  todav's 
corporation,  some  companies  seem  to  have  the  idea  that  any  company 
can  produce  and  sell  any  product.  This  is  simply  not  so.  Unless  the  cor- 
poration is  a  holding  company-strictly  a  financial  operation-ne^v  ele- 
ments must  be  integrated  with  the  old.  Although  Rock^vell  Manufac- 
turing Company  has  expanded  greatly  by  the  acquisition  of  a  dozen 
companies  in  a  dozen  years,  as  well  as  by  the  addition  of  new  products 
developed  in  our  research  and  development  program,  we  have  ahvays 
been  careful  to  add  only  those  operations  that  fit  some  part  of  the  pattern 
established  by  the  old. 

This  has  not  always  meant  the  fastest  possible  groAvth,  but  ^ve  keep 
foremost  in  mind  at  Rockwell  that  we  are  interested  in  long-term  devel- 
opment and  security  of  earnings  rather  than  spectacular  spurts  in  gross 

income. 

Although  decentralization  and  diversification  are  most  often  the  result 
of  a  one-product  company's  desire  to  expand,  Rockwell's  diversification 
began  shortly  after  incorporation  in  1925.  The  company  ^vas  founded  on 
the  combination  of  three  smaller  companies  manufacturing  closclv  related 
but  noncompetitive   products:    gas-pressure  regulators,   gas  meters,   and 
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water  meters.  Manufacturing,  sales,  and  distribution  patterns  were  similar, 
so  that  the  three  made  a  logical  package. 

Looking  back,  it  is  astounding  to  see  how  closely  recent  development  of 
the  company  has  followed  the  pattern  established  by  the  original  com- 
bination. The  pattern  for  the  most  part  has  been  one  of  expansion,  either 
by  selling  existing  products  to  new  markets  or  by  acquiring  or  developing 
new  products  that  can  be  sold  to  markets  that  we  already  serve.  In  every 
case,  manufacturing  methods  were  similar.  We  call  this  planned  diversifi- 
cation. 

A  company  acquired  in  the  early  thirties  is  still  typical  of  corporate 
goals  in  planned  diversification.  The  company  was  based  on  the  invention 
of  the  lubricated  plug  valve  by  Sven  Nordstrom,  a  mining  engineer,  who 
saw  the  need  for  it  in  mine  applications.  Although  the  product  was  sold 
by  the  original  company  only  to  the  mining  industry,  Rockwell  was  able 
to  broaden  the  market  by  selling  it  to  its  customers  in  the  gas  and  oil  and 
chemical  industries  which  Rockwell  already  served  with  metering  and 
registering  devices  and  other  types  of  valves.  The  broader  market  also 
permitted  mass-production  techniques  which  immediately  reduced  costs 
by  one-third.  The  stockholders  of  both  Rockwell  Manufacturing  Com- 
pany and  the  acquired  company  were  able  to  measure  the  results  of  the 
combination  in  millions  of  dollars. 

Even  before  diversification  and  decentralization  became  common  terms 
in  business,  this  pattern  proved  exceedingly  effective  at  Rockwell.  Be- 
tween the  years  1925  and  1944,  the  company  acquired  five  companies,  all 
with  related  product  categories.  The  company  grew  soundly,  solidly,  and 
profitably.  A  dollar  invested  in  the  company  in  1927  was  worth  $1,500  in 
1945.  Sales  had  risen  from  $4,500,000  to  $23,360,000;  net  worth  from 
$500,000  to  $13,156,000.  By  1959,  with  a  fully  decentralized  and  diversified 
operation,  sales  were  well  over  $100  million  annually,  and  net  worth 
stood  at  nearly  $72  million. 

The  company  has  also  expanded  from  within.  In  addition  to  develop- 
ing products  that  expand  markets  in  our  own  research  and  development 
program,  we  have  turned  part  of  our  diversification  efforts  into  produc- 
tion channels.  The  building  of  an  aluminum-die-casting  foundry  for  the 
production  of  meter  casings  and  other  components  is  typical  of  efforts 
along  these  lines.  Two  years  after  the  foundry  was  built,  it  was  producing 
over  a  hundred  different  components  used  in  Rockwell  meters,  valves, 
taximeters,  power  tools,  and  so  on,  and  our  engineers  are  constantly  find- 
ing new  components  to  make  use  of  this  modern,  profitable  facility. 

In  our  development,  there  are  two  instances  in  which  it  may  appear 
that  we  have  departed  from  our  policy  of  planned,  related  diversification. 

The  first  is  the  acquisition  of  our  power-tool  division.  Although  the 
product  itself— stationary  power  tools  such  as  table  sa^vs  and  drill  presses— 
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is  not  related  to  our  products  that  measure  or  control  flow,  methods  of 
manufacture  conform  to  our  policy  of  adapting  mass-production  tech- 
niques to  high-quality  metal  products.  Further,  they  are  sold  to  markets 
similar  to  those  served  by  other  divisions— the  capital  goods  industries, 
primarily. 

The  power-tool  division  has  given  us  more  stability  by  broadening  our 
markets  greatly  and  also  because  the  business  cycle  in  this  field  is  different 
from  that  in  other  fields  we  serve.  During  a  business  recession,  our  power- 
tool  business  will  be  the  first  to  slow  and  the  first  to  recover.  Since  our 
sales  of  meters  and  valves  often  depend  upon  long-term  plans  of  utilities, 
oil  companies,  and  other  users,  who  make  long-term  commitments,  a  busi- 
ness recession  is  practically  over  before  the  slump  in  orders  is  felt.  It  then 
takes  the  long-term  planners  a  while  to  catch  up. 

The  second  instance  in  which  we  appeared  to  depart  from  our  basic 
diversification  policy  was  in  the  acquisition  of  a  European  subsidiary,  Ilo 
Werke,  which  makes  small  diesel  and  gasoline  engines.  This  was  a  de- 
parture from  policy  except  that  Ilo  Werke  possessed  the  type  of  manu- 
facturing facilities  and  experience  and  had  built  the  type  of  engineering 
staff  that  we  needed  to  manufacture  in  the  European  Common  Market. 
Since  these  facilities  were  the  best  available  for  this  purpose,  we  purchased 
the  company,  despite  our  own  lack  of  experience  in  the  engine  field.  The 
company  was  a  healthy,  going  concern  with  plenty  of  know-how  in  en- 
gines, and  our  acquisition  of  the  unusual  business  has  created  no  prob- 
lems. 

These  examples  illustrate  the  fact  that  our  company  policies  have  never 
been  so  rigidly  defined  that  our  management  has  been  willing  to  overlook 
opportunities  for  growth  that  do  not  exactly  fit  the  pattern. 

Quality  Product  Lines 

At  Rockwell,  we  prefer  to  compete  on  the  basis  of  quality  rather  than 
price.  With  one  exception,  our  products  are  sold  to  businesses  and  govern- 
ments rather  than  to  consumers.  Even  with  the  exception— our  line  of 
Delta  Homecraft  power  tools  for  the  home  workshop— our  customers  are 
technically  oriented  to  appreciate  quality.  We  prefer  to  sell  in  markets 
where  quality  can  be  sold.  We  refuse  to  expand  simply  for  the  sake  of  sales 
volume. 

On  the  other  hand,  our  marketing  setup  and  experience  are  such  that 
we  do  not  wish  to  manufacture  product  lines  that  include  special  engi- 
neering for  installation.  Our  forte  in  manufacturing  is  the  adaptation  of 
mass-production  techniques  to  the  manufacture  of  quality  products  in 
small  lots.  Our  products,  although  high  in  unit  price  as  compared  with 
consumer  products,  are  widely  used  in  well-defined  markets.  Gas  meters, 
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for  example,  are  used  virtually  in  every  home  but  sold  almost  exclusively 
to  one  market— gas  utilities.  Radial  saws,  although  the  lowest-priced  one 
costs  over  $200,  are  used  in  the  maintenance  and  shipping  departments 
of  nearly  every  plant  in  the  country,  as  well  as  in  every  commercial  estab- 
lishment with  a  maintenance  department  and  in  the  construction  and 
woodworking  industries. 

Small  Plants  in  Small  Cities 

There  are  so  many  variables  involved  in  plant  location  that  a  com- 
munity offering  a  rich  soil  for  one  company  may  well  be  stony  ground 
for  another.  In  our  own  operations,  we  have  found  the  smaller  plant  in 
the  smaller  city  to  be  the  most  satisfactory  pattern  of  plant  location  and 
an  important  factor  in  our  way  of  doing  business.  We  operate  twenty-one 
manufacturing  plants  in  fifteen  states.  In  the  last  few  years,  we  have 
established  a  half  dozen  new  plants  in  such  towns  as  Kearney,  Nebraska, 
and  Russellville,  Kentucky.  Because  we  are  geared  to  steady  growth  over 
the  long  pull,  we  shun  larger  industrial  centers  and  boom  towns  in  locat- 
ing plants.  We  don't  want  to  be  just  another  factory  to  be  tolerated  in  a 
community,  but  a  full-fledged  member  of  the  community  in  which  we 
operate— a  cooperative  citizen  and  an  integral  part  of  community  life. 

On  the  other  hand,  we  don't  want  to  run  the  towns  in  which  we're 
located.  We  try  to  keep  plant  size  down  to  about  500  employees.  This  size 
plant  is  most  suitable  to  our  type  of  production,  relatively  short  runs  of 
25,000  types  and  sizes  of  products.  Larger  plant  size  would  add  nothing 
to  our  production  efficiency  and  would  complicate  management. 

Naturally,  we  choose  plant  sites  to  bring  manufacturing  close  to  raw 
materials  and  specific  markets.  But  our  major  consideration  is  that  we 
want  to  work  in  a  town  where  we  are  partners  with  the  townsmen.  We 
want  good  community  relations.  We  want  to  operate  in  a  community 
whose  people  have  deep  roots  and  pride  in  their  town.  We  want  partners, 
stockholders,  and  friends,  not  just  employees  and  neighbors.  Table  43-2 
is  a  check  list  of  factors  we  consider  when  we  seek  locations  for  new  plants. 

We  want  towns  who  want  us,  but  we  want  no  special  tax  concessions. 
We  want  to  pay  our  own  way,  no  more  and  no  less.  Concessions  come  out 
of  the  pockets  of  established  industries;  when  extraordinary  concessions 
are  made,  one  should  not  expect  full  cooperation  and  acceptance  from  a 
community. 

Small  plants  in  small  towns  keep  our  operations  flexible  and  esprit  de 
corps  high.  They  also  ease  the  problem  of  finding  competent  managers.  In 
today's  competitive  management  market,  it  is  easier  to  find  a  man  with 
sufficient  experience  to  handle  a  staff  position  in  a  small  plant  than  it  is 
to  find  one  with  the  experience  needed  in  a  larger  plant. 


Table  43-2  Check  List  for  Locating  New  Plants  Used  by 
Rockwell  Manufacturing  Company 


Markets 
Is  the  community  located  in  or  near  the  major  market  area  for  the  prod- 
ucts it  will  manufacture? 

Labor 

Is  there  sufficient  labor? 

Has  the  labor  history  of  the  community  been  satisfactory  and  has  there 

been  general  labor  tranquility  in  the  area  for  a  number  of  years? 
Does  the  state  have  a  "right  to  work"  law? 
What  is  the  influence  of  local  industry  on  labor? 
What  are  the  actual  wage  rates  and  existing  labor  practices? 

Community  maturity 

Do  the  people  vote? 

Do  the  people  take  an  interest  in  government  at  the  city,  county,  and 
state  level? 

Do  the  local  civic  and  religious  leaders  have  an  enlightened  and  progres- 
sive attitude  toward  business  and  industry? 

Is  the  standard  of  living  at  or  above  the  national  average? 

Are  community  educational  programs  directed  toward  young  people? 

Utilities 
Can  the  local  power  system  fill  the  plant's  needs  as  far  as  voltage,  phase, 

cycles,  and  capacities  are  concerned? 
Can  the  distribution  lines  handle  a  plant  expansion  program? 
Are  the  rates  satisfactory? 
Is  the  water  supply  sufficient? 
Are  there  facilities  for  waste  disposal? 

Transportation 

Is  there  a  major  railroad  near  the  plant  site? 

Is   there   a   satisfactory  highway   system   with   a   main   high^v'ay   served   by 

several  truck  lines? 
Is   airline    transportation   available,   either  in   the   immediate   vicinity  or 

nearby? 

Housing 
Are  there  enough  rentals  for  new  employees? 
Are  there  plenty  of  houses  available  in  the  proper  price  bracket  for  new 

employees? 
Are  there  attractive  suburbs? 

Education 

Are  there  sufficient  schools,  adequately  staffed? 

Is  the  school  building  program  in  keeping  with  the  forecast  of  community 

growth? 
Are  there  vocational,  trade,  and  apprentice  training  opportunities? 


918 


Table  43-2    (Continued) 


Health  and  welfare 

Are  there  satisfactory  medical  and  health  services  such  as  hospitals,  doctors, 
dentists,  and  other  requirements  found  in  a  dynamic  community? 

Culture  and  recreation 

Are  there  a  variety  of  local  outdoor  recreation  facilities? 

Are  there  enough  churches,  civic  attractions,  libraries,  and  other  com- 
munity buildings? 

Planning  and  zoning 

Does   the  community  have  an  active  and  forward-looking  city  planning 

commission? 
Can  new  industry  expect  protection  against  undesirable  neighbors? 
Can  industry  locate  in  any  area,  or  is  this  controlled  by  proper  zoning 

ordinances? 
Does  the  quality  of  construction  and  maintenance  of  the  local  road  and 

street  system  indicate  an  efficient  highway  department? 
Is  the  physical  appearance  of  the  community  pleasant? 
Are  there  good  hotels,  motels,  and  restaurants? 
Are  shopping  and  commercial  districts  well  laid  out  for  parking  facilities 

and  easy  flow  of  traffic? 

Police  and  fire  departments 

Is  there  a  high  standard  of  personnel,  equipment,  training,  and  morale? 

Is  police  patrol  provided  for  industrial  properties? 

Can  satisfactory  policing  arrangements  be  made  for  plants  outside  the  city 

limits? 
Is  the  community  fire  insurance  classification  satisfactory? 
Is   water   pressure    sufficient,    and   are    there   adequate    fire   hydrants   and 

proper-sized  mains? 

Community  finances 

Is  the  community  tax  picture  well  balanced  between  residential,  industrial, 

and  commercial  sources? 
Is  the  community  indebtedness  within  reason? 
Is  there  an  overlapping  of  revenue  sources?  What  is  the  tax  and  financial 

situation  of  the  community  and  the  school  board  and  the  county? 

Community  business 

Are  local  officials  sympathetic  and  enthusiastic  toward  existing  as  well  as 
new  industry? 

Does  everyone  work  together  to  promote  improved  business  conditions? 

Is  the  past  and  present  record  of  local  government  honest  and  efficient? 

Are  industrial  leaders  and  the  business  leaders  in  general  active  in  pro- 
moting a  better  business  climate  for  the  community  and  the  state? 
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Table  43-2    (Continued) 


State  business  climate 

Does  the  state  have  a  good  reputation  for  fair  treatment  of  industry? 

Are  the  state  legislative,  executive,  and  judiciary  branches  performing  as 

well  as  other  state  governments? 
What  is  the  existing  debt  of  the  state? 
Does  the  state  have  income  tax  on  the  individuals? 
Are  the  state  taxes  fair  and  equitable  and  reasonable  in  comparison  with 

those  of  other  states? 

Climate 

What  are  the  geographical  extremes? 
Are  there  unusual  wet  or  dry  conditions? 


These  corporate  goals  were  not  established  so  much  by  a  "policy  com- 
mittee" or  by  any  one  man  deciding  what  kind  of  company  he  would  like 
to  run.  The  character  of  a  company  is  the  result  of  the  process  of  its 
history. 

TOP  MANAGEMENT  ORGANIZATION 

Essentially,  the  day-to-day  management  of  a  decentralized  company  is 
carried  on  by  the  managers  in  charge  of  divisions  and  subsidiaries  who 
report  to  the  president  through  the  executive  vice  president. 

Rockwell's  operations  are  divided  among  five  divisions  and  one  sub- 
sidiary. The  divisions  are  the  Meter  and  Valve  Division,  the  Power  Tool 
Division,  LFM  Manufacturing  Company,  American  Voting  Machine 
Company,  and  the  International  Division.  The  subsidiary  is  Edward 
Valves,  Inc.  Each  division  manager  is  responsible  for  both  sales  and  pro- 
duction in  his  organization. 

Many  corporations  will  establish  a  top  management  staff  corresponding 
closely  to  the  areas  of  management  listed  in  Chapter  i.  The  chief  execu- 
tive officer's  staff  at  Rockwell  Manufacturing  Company  is  some^vhat 
different  because  of  the  character  of  the  company. 

The  president's  staff,  of  course,  has  no  direct  authority  over  divisions. 
The  president  himself  exercises  his  authority  over  them  through  the 
executive  vice  president. 

The  president's  staff  at  Rockwell  Manufacturing  Company  consists  of 
departments  covering  these  activities  and  functions: 

1.  Financial  operations 

2.  Plant  construction  and  location 
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3.  Industrial  relations 

4.  Industrial  engineering 

5.  Purchasing  and  traffic 

6.  Market  research 

7.  Research  and  engineering 

8.  Advertising  and  public  relations 

These  various  areas  of  management  activity  and  management  functions 
were  assigned  to  the  president's  office,  because  we  believe  they  are  the 
areas  and  functions  in  our  company  in  which  our  future  will  be  deter- 
mined. It  is  this  management  group,  we  believe,  that  can  best  make  the 
recommendations  and  the  changes  in  our  operations  that  will  ensure  our 
continued  growth  and  prosperity.  It  is  they  who  will  bring  about  innova- 
tions that  will  permit  the  company  to  meet  new  challenges  as  they  arise. 

In  addition  to  the  president's  staff,  there  are  two  powerful  committees 
in  company  headquarters  that  facilitate  decision  making  by  the  top  execu- 
tive group  on  two  basic  policy  matters  affecting  the  over-all  direction  of 
the  company.  They  are  the  budget  committee  and  the  products  commit- 
tee. 

Of  course,  each  division  and  subsidiary  manager  has  his  own  staff,  gen- 
erally consisting  of  his  chief  research  and  development  engineer  for  the 
development  of  products,  an  assistant  for  sales,  an  assistant  for  manufac- 
turing, and  an  advertising  manager.  There  is  no  duplication  between 
personnel  of  the  corporate  staff  and  the  division  staffs.  Authority  and 
responsibility  are  clearly  defined.  Each  plant  also  has  its  own  industrial 
engineer,  accounting  department,  and  so  on. 

The  job  of  managing  a  highly  decentralized  organization,  then,  so  far 
as  the  chief  executive  is  concerned,  is  to  find  ways  in  which  he  can  use  the 
specialized  knowledge  of  his  staff  in  contributing  to  the  improvement  of 
day-to-day  operations  of  the  company  in  all  areas  of  activity.  The  future 
of  the  company  is  in  his  hands.  If  he  does  his  job  well,  the  company  will 
prosper.  The  company  will  be  able  to  develop  products  that  can  be  sold 
in  new  markets  and  manufactured  at  a  profit.  Employees  at  all  levels  will 
find  their  work  satisfying  and  rewarding,  and  individuals  in  the  company 
as  a  whole  may  view  its  accomplishments  with  pride  and  confidence. 

Let  me  sum  up  the  functions  of  the  top  management  staff  by  being 
more  specific.  It  is  the  job  of  the  chief  executive  officer  and  his  staff: 

1.  To  integrate  over-all  company  operations,  including  the  supervision 
of  the  absorption  of  newly  acquired  subsidiaries  and  divisions  and  newly 
developed  products  and  newly  developed  facilities. 

2.  To  develop  and  maintain  a  staff  of  competent  men  to  produce  and 
sell  a  diversified  product  line  and  prepare  these  same  men  to  step  in  and 
supervise,  within  a  short  time,  the  manufacture  of  new  product  lines 
which  the  corporation  may  develop  or  acquire. 
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3.  To  plan  and  institute  improvements  in  corporate  operations  in  all 
areas  of  management  activities. 

Doing  the  Work 

Since  most  of  top  management's  work  is  done  through  coordination  of 
management  committees  and  the  staff,  I  would  like  to  review  some  of 
these  functions  as  they  operate  at  Rockwell,  with  particular  emphasis  on 
practices  that  might  differ  in  other  companies.     - 

Top  Management's  Budget  Committee 

Spending  money  is  one  of  the  most  critical  tasks  in  management.  If  too 
little  is  spent  over  and  above  that  required  for  cost  of  sales,  the  company 
may  cripple  its  growth.  But  every  expenditure  must  be  justified  in  terms 
of  its  contribution  to  potential  growth.  Priorities  must  be  set.  Since  the 
most  critical  expenditures  are  those  that  will  improve  operations  in  one 
way  or  another,  a  decision  to  spend  or  not  to  spend  is  in  fact  an  attempt 
to  predict  the  future.  Management  must  use  all  the  talent  available  in 
such  a  hazardous  occupation.  That  is  why  a  committee  has  been  estab- 
lished for  this  purpose  at  Rockwell.  Its  purpose  is  to  review  and  evaluate 
the  budget  and  operating  reports  submitted  by  other  executives.  It  must 
authorize  all  capital  expenditures  in  excess  of  $5,000.  In  addition  to  the 
president  and  the  executive  vice  president,  the  committee  consists  of  the 
financial  vice  president,  the  controller,  and  the  director  of  budgets.  At 
various  times,  others  may  contribute  specialized  knowledge  or  background 
or  may  be  asked  to  participate. 

Division  heads  submit  quarterly  and  monthly  budget  estimates  and  a 
long-range  annual  budget  estimate  at  the  end  of  the  first  quarter.  These 
reports  are  first  screened  by  the  director  of  budgets  for  completeness  and 
accuracy  and  then  are  submitted  at  the  monthly  meeting  of  the  budget 
committee.  The  budget  committee  not  only  analyzes  the  budget  critically, 
but  also  reviews  the  operating  record  of  the  particular  activity  involved. 
In  other  words,  a  budget  proposal  is  considered  in  the  light  of  what  has 
been  accomplished.  Recommendations  of  the  budget  committee  are  then 
submitted  to  the  line  vice  president  for  action.  It  is  expected  that  al- 
though quarterly  and  long-range  budget  estimates  of  the  general  plant 
managers  may  turn  out  to  be  somewhat  different  from  those  the  operating 
record  finally  indicates,  the  monthly  budget  estimates  should  be  quite 
accurate. 

Top  Management's  Products  Committee 

It  is  perhaps  unusual  that  a  medium-sized  company  such  as  Rock^sell 
should  put  so  much  emphasis  on  new-product  development  as  to  formal- 
ize it  as  one  of  the  two  most  important  policies  in  the  company.  Our 
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determination  to  diversify  and  expand  is  the  reason.  We  are  not  content 
simply  to  introduce  products  to  meet  demands  in  our  current  markets. 

The  new-products  committee  consists  of  the  top  executive  group  plus 
the  vice  president  of  engineering  and  research,  the  manager  of  market 
research,  and  the  financial  vice  president. 

In  brief,  the  functions  of  the  committee  are: 

1.  To  stand  responsible  for  review  and  analysis  of  product  lines  and  for 
initiations  of  action  designed  to  eliminate  unprofitable  products  or  sizes, 
illogical  items,  and  obsolete  items 

2.  To  investigate  and  pass  upon  requests  for  research  and  development 
of  products  requiring  expenditures  in  excess  of  $5,000 

3.  To  review  and  pass  upon  research  and  development  programs  aimed 
at  maintaining  lines  of  products  best  suited  to  company  markets 

4.  To  review  proposals  to  add,  change,  or  drop  products  from  the  lines, 
taking  into  consideration  effect  on  volume,  replacement  of  other  products, 
cost  of  manufacturing,  new  equipment  necessary,  market  trends,  profit 
potentials,  and  competitive  products 

The  products  committee  is  therefore  a  sort  of  product  jury  to  which 
divisions  can  bring  their  problems  for  final  approval  or  for  advice.  Their 
meetings  generally  last  a  full  day,  and  efficient  records  of  the  meeting 
discussions  are  maintained. 

The  products  committee,  however,  renders  final  decisions  only  on  points 
which  have  been  previously  studied  at  lower  levels  and  after  certain  basic 
data  have  been  analyzed.  A  product  check  list  is  used  to  facilitate  pres- 
entation of  this  material  to  the  committee. 

A  valuable  side  effect  of  this  broadly  shared  responsibility  for  product 
selection  is  the  opportunity  it  affords  lower-echelon  managers  with  more 
or  less  specialized  functions  to  gain  firsthand  experience  with  the  broader 
problems  of  top-level  management:  sales  managers  gain  further  insight 
into  production,  research,  and  financing  problems;  production  managers 
and  financial  officers  obtain  a  better  view  of  the  over-all  sales  picture;  and 
so  on. 

The  vice  president  in  charge  of  engineering  and  research  has  responsi- 
bility for  the  committee's  activities. 

Since  the  time  that  the  committee  was  set  up  on  a  permanent  basis,  it 
has  had  about  fifty  meetings  (regularly  scheduled)  and  has  gradually 
streamlined  and  systematized  its  activities  and  operational  procedures. 
An  average  of  six  or  eight  meetings  are  held  each  year,  supplemented  by 
subcommittee  meetings  on  a  more  frequent  basis. 

This  schedule  is  based  upon  the  annual  budget  and  schedules  of  the 
various  divisions  that  are  approved  in  January.  All  meetings  are  subject 
to  obvious  changes,  which  usually  occur  in  such  optimistically  projected 
schedules. 
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Sometimes  product-selection  questions  on  which  the  committee  passes 
judgment  involve  merely  the  addition  of  a  new  model  to  an  established 
line.  Other  times  the  issues  involve  the  purchase  of  new  patents  or  even 
the  entire  facilities  of  some  other  company. 

During  these  meetings,  detailed  minutes  are  kept.  Several  days  before 
a  meeting  each  member  of  the  committee  is  provided  with  a  complete 
dossier  on  all  subjects  to  be  taken  up  and  minutes  of  the  previous  meet- 
ing. After  the  meeting,  all  copies  of  the  dossier  except  one  are  destroyed. 
The  remaining  copy  is  filed  as  a  part  of  a  complete  record  of  the  proceed- 
ings of  the  group. 

New-product  ideas  from  internal  and  external  sources  are  channeled 
to  the  vice  president  of  research  and  engineering.  If  no  extensive  research 
or  engineering  outlay  is  required  for  their  development,  this  official  may, 
on  his  own  initiative,  arrange  for  necessary  development  work  and  submit 
a  "finished"  model  for  approval  of  the  products  committee. 

If  the  initial  development  of  such  a  model  will  require  an  expenditure 
of  more  than  $5,000,  the  idea  must  first  be  submitted  for  consideration 
by  the  committee. 

If  approved  for  further  study  and  development,  the  product  proposal 
is  authorized  as  a  research  and  development  project  and  returned  to  head- 
quarters engineering.  From  there  it  is  passed  along  to  the  engineering 
staff  of  the  appropriate  division  or  plant. 

When  all  visible  kinks  have  been  worked  out  and  a  working  model  has 
been  passed  by  division  engineering,  it  may  be  first  brought  to  the  atten- 
tion of  a  technical  advisory  group  within  the  committee.  This  group,  also 
headed  by  the  vice  president  of  engineering  and  research,  has  a  fluctuating 
membership  of  top  engineering  personnel  called  in  for  review  of  products 
in  a  field  in  which  they  are  most  familiar. 

Based  on  the  recommendations  of  this  group,  the  product  is  either  sent 
back  to  engineering  for  additional  work  or  produced  in  sufficient  quantity 
for  adequate  field  testing— often  in  customer  facilities  (whenever  this  is 
practical).  Before  final  review  by  the  full  products  committee,  however, 
the  product  is  always  thoroughly  field-tested. 

The  products  committee,  meanwhile,  has  been  kept  abreast  of  the 
progress  of  this  (and  every)  product-development  project  through  the 
medium  of  progress  reports  included  in  meeting  dossiers.  Committee 
members,  from  the  moment  the  product  is  approved  for  research  and 
development,  make  studies  of  their  own  in  preparation  for  the  final  re- 
view of  the  project  before  the  full  committee. 

The  market  research  manager,  for  example,  launches  an  extensive  in- 
vestigation of  competitive  products,  and  top  sales  and  distribution  per- 
sonnel sound  out  dealer  and  customer  opinion  to  get  an  indication  of 
acceptance. 
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When  the  product  finally  comes  before  the  committee  with  a  more  or 
less  "frozen"  design,  it  is  given  a  thorough  evaluation  from  a  standpoint 
of  technical  superiority,  sales  potential  and  suitability  for  distribution 
through  established  outlets,  competitive  strength,  patentability  (or  free- 
dom from  possible  patent  infringement),  initial  tooling  costs,  and  financial 
feasibility. 

Part  of  this  evaluation  is  accomplished  with  a  thorough  check  list 
applied  to  each  new  or  old  product  under  study.  This  list  includes  the 
following  information  about  the  product:  units  sold  per  year;  actual 
material  cost;  actual  direct-labor  cost;  actual  manufacturing  overhead 
cost;  total  manufacturing  cost;  general  administrative  and  sales  expense; 
total  cost  to  make  and  sell;  average  net  billing  price;  profit  amount;  and 
percentage  of  profit. 

On  the  basis  of  the  committee's  final  verdict,  management  then  makes 
the  final  decision. 

Decentralized  Management  and  Financial  Operations 

The  financial  operations  of  a  business  are,  of  course,  the  best  guide  to 
its  current  success.  Since  top  management  of  a  decentralized  company  is 
primarily  concerned  with  the  company's  future,  trends  in  the  financial 
facts  of  corporate  life  are  as  important  as  the  current  figures.  It  is  the 
job  of  top  management  to  use  financial  data  to  predict  and  plan  company 
growth. 

The  financial  management  of  the  decentralized  organization  is  prob- 
ably no  more  complex  than  in  a  centralized  company;  there  are  just  more 
figures  to  consider.  Detailed  figures  measuring  the  progress  of  each  divi- 
sion, each  product  line,  each  plant,  and  so  forth,  are  essential,  so  that 
the  top  management  staff  will  know  first  of  all  where  action  is  appro- 
priate. Financial  reports  to  top  management  provide  a  critical  tool  in 
determining  the  direction  of  efforts  to  improve. 

As  we  have  already  stated,  the  goal  of  our  company,  as  well  as  that  of 
many  other  diversified,  decentralized  corporations,  is  to  provide  security 
of  earnings  and  long-term  growth.  Two  financial  figures  are  a  constant 
measure  of  our  progress:  profits  as  a  per  cent  of  sales  and  profits  as  a 
per  cent  of  invested  capital.  These  are  the  constant  guides  that  determine 
financial  efficiency. 

There  are  no  firm  rules  for  use  of  these  two  indices  except  that  every 
company  wants  to  improve  them.  Paradoxically,  improvements  in  the  two 
are  not  always  along  parallel  lines.  One  may  even  go  up,  while  the  other 
goes  down.  Heavy  expenditures  in  plant  improvements  may  not  be  re- 
flected in  increased  profits  for  some  time.  Likewise,  curtailment  of  ex- 
penses designed  to  increase  markets,  such  as  engineering  and  research  and 
many  types  of  advertising,  may  show  a  temporary  increase  in  profits  as  a 
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per  cent  of  sales,  although  the  health  of  the  company  may  actually  be 
deteriorating.  That  is  why  good  cost  accounting  with  detailed  figures  is 
needed. 

Again,  top  management  is  concerned  very  much  with  details,  not  just 
the  "big  picture."  Good  management  thrives  on  figures,  and  successful 
top  management  executives  are  often  characterized  by  their  ability  to  call 
to  mind  the  whole  array  of  figures  from  the  hundreds  of  reports  crossing 
their  desks.  As  in  any  memory  feat,  the  trick  is  to  relate  the  figures  to  a 
pattern. 

The  pattern  is  that  of  profits  as  compared  with  potential  sales  and 
investment  required.  The  executive  who  can  keep  in  mind  the  efEect  of 
each  expenditure  on  these  two  indices,  for  both  the  short  and  long  run, 
has  the  management  of  financial  operations  firmly  under  control. 

Decentralization  and  the  Plant  Building  Function 

In  a  decentralized  company  manufacturing  diverse  products  in  a  num- 
ber of  plants,  the  primary  requirement  for  plant  facilities  is  that  they 
be  flexible  and  expandable.  To  make  best  use  of  facilities,  it  must  be 
possible  to  transfer  manufacturing  operations  from  one  place  to  another 
as  markets  require  it  and  to  add  new  models  or  product  lines  without 
disrupting  current  production. 

Although  our  own  plants  vary  considerably  in  appearance  and  archi- 
tectural styling,  they  are  all  designed  with  the  future  as  well  as  the  present 
in  mind.  They  all  have  wide  bays  to  permit  rearrangement  of  machinery 
and  excess  capacity  to  provide  electrical,  water,  and  other  services  so  that 
additional  production  facilities  can  be  installed  in  the  plant  without 
"rebuilding." 

It  is  because  of  the  importance  of  incorporating  design  for  the  future 
in  our  new  plants,  as  well  as  the  importance  of  plant  location  as  indicated 
in  the  discussion  of  corporate  goals,  that  the  plant  location  and  building 
department  is  part  of  the  top  management  staff  at  Rock^vell.  Another 
reason  is  the  importance  of  the  investment  in  plant  buildings.  ^Ve  have 
built  seven  new  plants  in  as  many  years  and  expanded  several  others. 

Because  we  have  planned  these  plants  for  the  future,  we  believe  we  have 
manufacturing  facilities  that  are  among  the  most  modern  in  our  type  of 
industry.  For  one  thing,  all  our  new  plants  are  air-conditioned,  a  decision 
we  would  not  have  made  without  a  headquarters  plant  building  staff  to 
study  and  evaluate  the  problem.  It  has  proved  more  than  a  fringe  benefit 
by  increasing  production  during  hot  weather  several  times  more  than 
necessary  to  pay  owning  and  operating  costs.  We  are  convinced  that  such 
innovations  as  air  conditioning  in  our  new-plant  designs  have  put  us 
several  years  ahead  of  general  trends.  Incidentally,  our  air-conditioning 
systems,  which  are  gas-powered,  have  also  been  used  to  help  our  customers 
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in  the  gas  industry  promote  their  product.  Our  plants  are  prime  examples 
of  gas  air  conditioning,  and  we  have  kept  careful  figures  on  results  and 
costs  for  the  benefit  of  our  customers  in  their  promotional  endeavors. 

Having  a  headquarters  top  management  staff  for  plant  building  and 
location,  with  an  architect  at  its  head,  has  given  us  certain  other  inciden- 
tal advantages,  such  as  a  standard  for  lighting-system  design,  the  result 
of  a  thorough  study  of  this  problem.  It  also  helped  us  in  formalizing  our 
requirements  in  working  with  architects  and  builders  in  various  locations. 
But  I  reiterate,  the  primary  advantage  is  that  it  has  enabled  us  to  build 
plants  that  will  continue  to  serve  our  purposes  most  economically  as  the 
company  grows. 

Decentralization  and  Industrial  Relations 

Industrial  relations,  contrary  to  opinion  held  in  some  quarters,  exer- 
cises a  positive  function  directly  related  to  corporate  growth:  building  a 
good  work  force.  This  can  be  done  only  by  taking  the  lead  instead  of 
reacting  to  problems.  Industrial  relations  must  be  a  part  of  long-term 
planning  and  not  something  called  into  play  when  labor  troubles  crop  up. 

Building  a  good  labor  force  made  up  of  people  who  are  loyal,  sincere, 
and  willing  to  help  manufacture  and  market  quality  products  requires 
top  management's  definition  of  employee  relations  policies  and,  it  is  un- 
fortunately necessary  to  add,  consistent  adherence  to  these  policies. 

We  believe  our  own  industrial  relations  policies  are  based  on  em- 
ployees' interests  such  as  job  security,  recognition  as  individuals,  com- 
petitive rates  of  pay,  and  good  working  conditions,  as  well  as  opportunity. 

As  in  other  top  management  staff  activities,  headquarters  helps  develop 
the  rules,  sells  plant  management  on  their  value,  and  sees  that  they  are 
carried  out  within  the  framework  of  company  policy.  Specific  procedures 
are  part  and  parcel  of  the  daily  routine  of  contacts  between  plant  man- 
agement and  employees. 

The  headquarters  staff  also  provides  technical  assistance,  including 
company  manuals  covering  recruitment  and  selection,  testing,  training, 
safety,  and  job  evaluation. 

Reports  from  the  personnel  managers  of  the  various  plants  keep  top 
management  informed  of  progress  in  industrial  relations.  Use  of  norms 
to  evaluate  these  reports  helps  headquarters  maintain  control  of  plant 
industrial  relations  without  presuming  upon  plant  management's  re- 
sponsibilities. Our  norm  for  absenteeism,  for  example,  is  3  per  cent  for 
hourly  employees,  1.5  per  cent  for  salaried  employees.  If  the  number  of 
absentees  exceeds  these  norms,  headquarters  asks  why.  Our  experience 
with  employee  turnover  has  established  a  norm  ranging  from  2  to  4  per 
cent,  depending  upon  the  sex  and  age  of  the  employees  and  the  location 
of  the  plant. 
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Deviations  below  the  norm  for  grievances,  we  have  found,  are  as  sig- 
nificant as  too  many.  We  consider  more  than  2  per  year  per  100  employees 
cause  for  seeking  reasons  and  no  grievance  as  a  high-pitched  danger  signal. 

Many  aspects  of  industrial  relations  cannot  be  scaled  for  measure 
quantitatively— only  qualitatively.  For  example,  we  believe  that  participa- 
tion in  community  activities  goes  a  long  way  toward  gaining  acceptance 
of  the  company  as  a  member  of  the  community.  To  analyze  this  factor, 
our  industrial  relations  department  prepared  a  chart  listing  fifty-three 
possible  areas  of  community  activity  in  which  plant  management  might 
participate.  Entries  recording  activities  at  each  plant  show  our  community 
relations  man  how  successful  he  has  been  in  convincing  local  managers 
of  the  importance  of  these  activities. 

All  these  controls  and  the  constant  defining  and  clarifying  of  objectives 
are  finally  measured  by  only  one  criterion:  Does  the  company  have  an 
effective,  cooperative  work  force  that  produces  quality  products  efficientlv? 

Decentralization  and  Industrial  Engineering 

In  a  cost-conscious  decentralized  company,  industrial  engineering  is  one 
of  the  broader  roads  to  sound  profitable  operations. 

To  prove  this,  let  us  take  a  look  at  the  methods  by  which  a  company 
can  increase  profits: 

1.  It  can  increase  prices,  a  purely  academic  method  in  today's  com- 
petitive markets. 

2.  It  can  increase  sales  by  expanding  markets,  a  highly  profitable 
method.  This  method  has  been  used  with  great  success  at  Rockwell- 
selling  industrial  power  tools  to  school  shops,  for  example.  But  the 
technique  does  have  limits,  and  they  are  more  strictly  defined  with  in- 
dustrial products,  where  there  is  little  impulse  purchasing,  than  ^vith 
consumer  products. 

3.  It  can  introduce  new  or  improved  products  to  increase  sales.  This,  of 
course,  is  a  constant  effort  of  an  expanding,  diversified  company.  It  is 
limited  by  the  cost  of  investing  in  engineering  efforts  and  manufacturing 
facilities  as  well  as  by  the  capabilities  of  the  company.  And,  of  course,  as 
many  companies  that  have  rushed  headlong  into  diversification  have 
discovered,  products  that  increase  sales  don't  always  provide  a  propor- 
tionate increase  in  profits. 

4.  It  can  cut  costs.  This  last  method  generally  requires  the  least  in- 
vestment for  the  greatest  gain. 

Industrial  engineering  and  purchasing  are  the  two  key  functions  in 
cutting  manufacturing  costs. 

When  I  speak  of  cost  reduction  to  increase  profit,  I  should  define  the 
term.   Too   often,   cost  cutting  means   indiscriminate  slashes   when   the 
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going  gets  bad.  To  us,  cost  cutting  is  a  long-term  goal  to  be  pursued 
continuously.  Our  ultimate  goal  is  obtaining  the  maximum  return  for 
each  dollar  invested,  and  this  goal  governs  our  cost-cutting  efforts. 

We  have  discovered  in  our  operation  that  an  industrial  engineering 
department's  effectiveness  in  cutting  cost  is  governed  by  the  breadth  and 
scope  of  activities  assigned  to  it.  Too  often  in  the  past  industrial  engineers 
have  become  too  closely  identified  with  the  work-measurement  tools  they 
use.  Management  people  have  too  often  thought  of  the  various  forms  of 
work  measurement  as  ends  in  themselves  rather  than  tools  for  the  achieve- 
ment of  industrial  engineering's  real  goal,  which  encompasses  all  opera- 
tions related  to  manufacturing. 

Our  headquarters  industrial  engineering  department,  like  other  staff 
departments,  works  with  line  executives  (there  is  an  industrial  engineer 
in  each  plant)  and  standardizes  the  general  procedures  and  policies  for 
all  plants.  Standardization  work  includes: 

1.  Labor  standards  for  wage-incentive  plans  and  for  cost  estimating 

2.  Job  evaluation 

3.  Plant  layout  and  material  handling 

4.  Methods  analysis  - 

5.  Selection  of  equipment 

6.  Revisions  of  expenditures  for  capital  equipment 

7.  Indirect  cost  analysis  .  -  j' 

8.  Establishing  and  analyzing  labor-control  reports 

By  having  a  headquarters  industrial  engineering  department  as  part 
of  the  top  management  staff,  we  have  been  able  to  apply  many  improve- 
ments across  the  board  in  all  our  plants. 

Our  cost  cutting  through  industrial  engineering  is  based  on  our  ap- 
proach to  cost  accounting.  All  our  plants  detail  costs  more  thoroughly 
than  is  common  in  manufacturing  operations.  We  have  paid  particular 
attention  to  indirect  costs  such  as  maintenance  and  material  handling. 
This  requires  considerable  paper  work,  but  we  are  convinced  it  is  the 
only  way  to  find  out  how  and  where  costs  can  be  cut. 

Our  full  knowledge  of  costs  is  a  constant  spur  to  cost  reduction.  It  has 
also  been  useful  in  approaching  such  problems  as  automation. 

In  recent  years,  we  have  automated  a  number  of  operations,  although 
our  production  lots  are  relatively  small  compared  with  consumer  goods 
manufacturing,  in  which  automation  has  been  most  successful.  We  be- 
lieve we  have  more  automation  in  our  plants  than  any  company  produc- 
ing a  comparable  variety  of  products. 

Although  industrial  engineering  is,  in  its  broadest  sense,  cost  reduction, 
we  believe  the  best  results  can  be  obtained  if  it  is  applied  in  the  planning 
stages  of  a  manufacturing  facility,  even  before  nominal  costs  are  deter- 
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mined.  Using  the  techniques  o£  industrial  engineering  in  planning  plant 
design  and  layout  and  material  handling  and  processing  methods  can 
provide  maximum  return  for  each  dollar  invested. 

Today,  with  an  increasing  number  of  alternative  manufacturing  meth- 
ods, advances  in  metal-removal  techniques,  and  improvements  in  other 
operating  methods,  it  is  inconceivable  that  a  company  will  leave  deter- 
mination of  methods  entirely  to  shop  people,  although  I  am  told  some 
companies  do. 

Before  we  had  fully  developed  our  own  industrial  engineering  pro- 
gram, we  had  graphic  proof  of  the  results  of  using  industrial  engineering 
in  planning.  Two  plants  tooled  up  to  make  the  same  product  at  the  same 
time.  At  one  plant,  methods  were  studied  and  determined  by  the  indus- 
trial engineering  department.  In  the  second  plant,  the  industrial  engineer- 
ing department  did  not  see  the  job  until  it  was  in  operation. 

The  result:  the  first  plant's  production  averaged  50  per  cent  more  as 
the  result  of  preplanning  done  by  industrial  engineers. 

Organized  cost  reduction  along  these  lines  assures  that  a  company  will 
not  be  left  behind  in  the  cobwebs  of  yesterday's  efficiency. 

Decentralization  and  Purchasing 

The  long-term  trends  in  business  are  toward  shrinking  profit  margins 
and  higher  labor  and  material  cost.  It  is  unlikely  that  these  trends  ^vill 
reverse  themselves  or  that  tax  reductions  will  alleviate  the  severity  of  the 
problem.  That  leaves  just  one  method  of  maintaining  profit  margins- 
cutting  cost. 

In  cutting  costs,  purchasing  is  a  vast  and  vastly  rewarding  area.  In  our 
company,  50  cents  of  every  production  dollar  is  spent  on  purchased  items. 
A  small  reduction  in  their  cost  has  an  immediate  and  huge  effect  on 
profits.  Purchasing,  long  considered  a  minor  management  function,  can 
be  a  major  factor  in  the  profit  picture.  That  is  why  purchasing  is  one 
of  the  functions  assigned  to  the  top  management  staff  at  Rock^vell. 

For  example,  take  a  hypothetical  case:  a  firm  doing  a  $50,000,000  a  year 
business  is  spending  50  per  cent  of  the  sales  dollars  on  purchases  and  is 
making  a  profit  before  taxes  of  10  per  cent  of  the  sales  dollar.  A  Sio.- 
000,000  increase  in  sales  would  be  a  tremendous  thing  and  would  call 
for  a  great  deal  of  celebration.  However,  a  $1,000,000  decrease  in  the 
cost  of  purchases  would  have  the  same  effect  on  profits.  In  fact,  many 
firms,  including  our  own,  are  finding  that  a  4  per  cent  savings  in  the 
cost  of  purchases  is  equal  in  profits  to  a  20  per  cent  increase  in  sales. 

Purchasing  has  become  as  complex  an  operation  as  industrial  relations 
or  industrial  engineering.  It  is  as  much  in  need  of  the  professional, 
disciplined  approach.  Today's  purchasing  agent  cannot  be  merely  a  clerk 
who  receives  requisitions  and  buys  the  material  specified.  He  must  be  a 
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member  of  the  management  team  familiar  with  sales  forecasts,  produc- 
tion methods,  and  other  management  considerations. 

The  importance  of  inventory  problems— how  much  and  when  to  buy  as 
well  as  how  much  to  stock— are  important  enough  to  make  purchasing  of 
concern  to  top  management.  The  procedures  used  to  govern  these  factors 
will  seriously  affect  the  future  of  the  company  as  well  as  annual  profits. 

There  is  great  need  for  intelligent  buying  by  men  who  know  their 
markets,  their  trends,  and  ins  and  outs  and  who  can  correlate  that  knowl- 
edge with  the  sales  and  production  forecasts  made  by  management.  It  is 
a  truism  that  you  can  sometimes  make  as  much  money  buying  as  you  can 
selling.  For  example,  in  the  die-casting  business,  if  a  purchasing  agent 
has  a  good  many  inventory  dollars  invested  in  aluminum  ingot  and  the 
price  drops,  loss  on  inventory  can  be  greater  than  the  profit  on  the 
product. 

As  a  result  of  having  a  purchasing  department  in  the  top  management 
staff  at  Rockwell,  we  also  find  that  the  purchasing  function  is  having 
a  greater  influence  on  all  elements  involved  in  the  development  and 
manufacture  of  a  product.  We  have  discovered  that  both  on  the  cor- 
porate level  and  on  the  plant  level,  purchasing  has  a  great  deal  to  con- 
tribute in  the  economical  design  and  manufacture  of  a  product.  By 
considering  purchasing  at  the  proper  stage,  while  product  decisions  are 
still  in  top  management's  hands,  we  are  making  full  use  of  this  con- 
tribution. 

Decentralization  and  Market  Research 

Finding  out  whether  customers  exist  for  a  certain  product  and  where 
they  are  if  they  do  is  of  more  importance  in  the  more  decentralized 
company  because  of  the  diversity  of  products.  There  are  myriad  oppor- 
tunities to  introduce  new  products  and  enter  new  markets,  each  of  which 
must  be  evaluated  for  its  potential  contribution  to  growth  and  profits. 

Although  market  research  is  in  one  phase  of  its  operations  a  tool  of 
sales  management— it  tells  the  sales  force  where  to  direct  its  efforts— it  is 
also  a  top  management  function  because  development  of  the  product  line 
does  have  such  a  great  influence  on  the  company's  future. 

Ideas  for  new  products  are  originated  in  other  departments,  in  either 
sales  or  engineering.  But  a  market  research  department  operating  as  part 
of  the  top  management  staff  goes  further  than  determining  the  sales 
potential  or  lack  of  it  for  a  proposed  product.  It  can  tell  management  a 
great  deal  about  how  to  design  the  product,  the  price  at  which  it  can  be 
sold,  and  the  strengths  and  weaknesses  of  competitors  and  their  products. 
This  kind  of  information  is  invaluable  in  plotting  the  future  of  the  com- 
pany as  it  pertains  to  product  lines. 

The  more  diverse  a  company's  product  lines,  the  more  opportunities 
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there  are  for  expansion.  In  addition,  a  company  oriented  toward  expan- 
sion by  acquisition  of  going  concerns  is  literally  bombarded  by  offers  of 
manufacturing  facilities.  Several  arrive  in  our  mail  every  week.  Market 
research  is  the  key  to  selecting  the  additions  with  greatest  potential  to 
company  growth. 

The  market  research  department  also  provides  a  point  of  view  similar 
to  that  of  an  outside  consultant.  The  sales  department  knows  what  new 
products  its  customers  can  use;  engineering  knows  w^hat  can  be  made; 
and  manufacturing  knows  the  economics  of  a  proposed  product.  Each, 
being  close  to  its  own  operations,  may  give  too  much  emphasis  to  imme- 
diate conditions  in  evaluating  a  proposed  product  or  line.  Market  research 
can  give  management  the  widest  possible  long-range  view. 

Decentralization  and  Research  and  Engineering 

More  than  lo  per  cent  of  the  products  sold  today  were  not  made  four 
years  ago.  Obviously,  a  company  that  expects  to  stay  in  business  and 
prosper  must  improve  its  product  lines  continuously  to  compete.  Yet,  well 
over  half  of  all  new  products  are  not  successful.  The  moral  is  clear:  the 
decentralized,  diversified  company,  with  hundreds  of  avenues  open  to 
new-product  developments,  must  choose  research  projects  with  care,  or- 
ganize them  closely,  and  review  them  often.  The  profitability  of  research 
must  always  be  kept  foremost  in  mind. 

Except  for  a  few  larger  companies,  the  distinction  between  pure  and 
applied  research  is  academic.  Our  own  policy,  as  defined  in  our  engineer- 
ing manual,  is  to  consider  research  as  "the  conduct  of  seeking  new  prin- 
ciples and  combination  of  known  elements  with  a  specific  commercial 
objective  in  mind."  Our  work  in  "pure"  research— research  unrelated  to 
specific  commercial  applications— is  limited  to  grants  made  to  several 
research  organizations  and  universities. 

As  in  other  staff-line  areas  of  activity,  the  distinction  bet^veen  divisional 
and  product  group  research  and  development  operations  and  top  manage- 
ment's headquarters  research  and  development  staff  operations  is  clearly 
defined. 

The  product  laboratories  are  concerned  with  new  devices  or  products 
related  to  their  lines:  an  improved  product  that  will  give  better  per- 
formance; a  redesigned  product  for  better  appearance,  lower  cost,  or 
ease  of  manufacturing.  We  like  to  think  of  these  laboratories  as  doing 
"defensive"  research  since  they  are  concerned  mostly  with  keeping  product 
lines  up  to  date  and  in  good  competitive  condition.  They  are  also  subject 
to  "fire  calls"  from  the  field  as  well  as  from  the  production  line. 

We  like  to  think  of  our  headquarters  research  staff  as'  an  "offense" 
operation.  Their  operations  result  in  a  working  model  of  completely  ne^v 
products  that  will  either  add  to  an  existing  line  or  replace  another  item. 


MANAGING  A  HIGHLY  DECENTRALIZED  ORGANIZATION  933 

This  group  is  not  concerned  with  production  or  field  problems,  except  in 
seeking  data  for  research  purposes,  nor  with  the  selling  price  of  new 
products. 

Managing  central  research  and  engineering  activities  is  largely  a  matter 
of  determining  what  the  department  is  doing,  sifting  the  hundreds  of 
possible  ideas  it  could  explore,  and  determining  priorities.  As  already 
indicated  in  the  discussion  of  products  as  they  relate  to  company  goals, 
this  is  done  at  Rockwell  through  a  products  committee  which  regularly 
reviews  all  proposals  and  progress  relating  to  products. 

Decentralized  Management  and  Public  Relations 

The  decentralized  corporation  with  its  manifold  markets  and  products 
has  a  hard  time  defining  itself  to  the  public,  or  more  specifically,  to  the 
publics  in  which  it  is  interested:  potential  shareholders,  suppliers,  cus- 
tomers in  each  of  its  markets,  and  members  of  the  communities  in  which 
it  operates. 

There  was  a  time  when  a  company's  name  gave  a  reasonable  indication 
of  its  products  and  field  of  activity.  Today,  it  is  not  at  all  unusual  for  the 
word  "foundry"  to  appear  as  part  of  the  name  of  a  company  manufac- 
turing pinball  machines.  Our  own  name,  changed  from  Pittsburgh  Equi- 
table Meter  Company  in  1945  to  reflect  the  wider  scope  of  our  operations, 
carries  many  propitious  connotations  among  those  in  the  business  com- 
munity who  know  the  founder  of  the  company.  Colonel  Willard  F. 
Rockwell. 

To  give  some  idea  of  the  problem  involved,  let  me  quote  from  a 
McGraw-Hill  advertisement. 

The  ad  shows  a  busy  purchasing  agent  in  his  middle  years,  obviously 
experienced  in  helping  salesmen  get  to  the  point  faster.  Staring  at  the 
reader,  he  says: 

"I  don't  know  who  you  are.  .     •- 

"I  don't  know  your  company. 

"I  don't  know  your  company's  product. 

"I  don't  know  what  your  company  stands  for. 

"I  don't  know  your  company's  customers. 

"I  don't  know  your  company's  record. 

"I  don't  know  your  company's  reputation. 

"Now— what  was  it  you  wanted  to  sell  me?" 

Each  of  our  divisions  spends  considerable  time  and  money  letting  its 
potential  customers  know  what  they  have  to  sell.  This  is,  however,  only 
a  small  part  of  the  job. 

Quality,  as  indicated  earlier,  is  the  common  denominator  among  our 
products.  But  quality  in  a  product  bought  for  years  of  service  is  hard  to 
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prove  the  day  it  is  sold.  A  buyer  is  naturally  interested  in  knowing  what 
stands  behind  the  salesman  and  his  product.  The  sum  total  of  the  im- 
pressions made  on  him  by  the  company-its  letterhead,  its  telephone 
operators,  experience  with  other  dissimilar  products  made  by  the  company 
as  well  as  the  company's  advertising  and  the  salesman  himsel£-is,  to  him, 
the  company.  This  is  what  is  meant  by  the  company  "image"  we  hear  so 
much  about. 

We  endeavor  to  create  a  comprehensive,  well-defined,  and  favorable 
image  of  Rockwell  Manufacturing  Company,  not  only  among  our  diverse 
customers,  but  among  other  publics  with  whom  we  do  business  through 
an  external  relations  program  that  includes  advertising,  publicity,  and 
community  relations.  The  other  publics  include  suppHers  and  potential 
suppliers,  whose  good  will  is  required  in  any  cost-conscious  company; 
shareholders,  potential  shareholders,  and  financial  analysts,  who  can  help 
us  pay  for  expansion  should  the  need  arise;  and  other  members  of  the 
business  communities  who  come  in  contact  with  Rockwell's  operations  in 
hundreds  of  ways  every  day. 

All  methods  of  external  communications  have  influence  on  the  total 
impression  created  by  a  company,  and  we  attempt  to  take  this  into  ac- 
count whether  advertising  a  scroll  saw  for  the  home  workshop  or  prepar- 
ing an  annual  report.  One  thing  we  have  done,  for  example,  is  to  define 
clearly  the  phases  through  which  an  acquired  trade  name  ^vill  be  changed 
to  give  it  identity  as  a  Rockwell  product.  The  transition  depends  upon 
the  status  of  the  name  when  it  is  acquired.  If  the  name  has  gieat  strength, 
such  as  that  of  our  Delta  power  tools,  the  change  is  made  verv  slowly. 
After  fifteen  years  in  the  Rockwell  family,  the  name  change  for  Delta 
has  gone  no  further  than  to  call  the  tools  Rockwell-built  Delta  tools. 
Names  of  less  well  known  acquired  products  have  been  changed  almost 
immediately. 

Five  phases  of  the  changes  made  in  the  Nordstrom  lubricated  valve 
name  are  shown  in  Figure  43-1. 

Because  of  the  diversity  of  our  company's  operation,  we  use  all  the 
means  available  to  us  to  create  a  consistent  and  favorable  corporate 
image.  These  means  start  with  internal  communications  to  keep  personnel 
with  diverse  duties  informed  of  all  company  operations  and  include  a 
full-scale  public  relations  program,  external  house  organs  serving  various 
fields,  and  corporate  advertising. 

Because  our  major  tool  in  corporate  advertising  was  a  pioneering  effort 
and  has  been  acclaimed  in  the  advertising  trade  press,  I  shall  explain  it. 
Called  the  Rockwell  Report,  it  is  a  series  of  advertisements  in  publica- 
tions read  by  business  executives  that  attempts  to  tell  about  our  company 
informally.  It  is  written  and  physically  designed  in  the  style  of  a  bv-lined 
newspaper  column.    (Because  my  by-line  is  on  the  advertisement.  I  have 
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on  occasion  been  introduced  as  "the  fellow  who  writes  the  column  for  the 
Wall  Street  Journal,"  one  of  the  publications  in  which  the  ad  appears.) 
The  format  of  the  ad  is  standard,  but  there  is  no  standard  for  subject 
matter.  Items  discussed  may  deal  with  any  aspect  of  the  company's  opera- 
tions or  any  other  subject  of  general  interest  to  the  business  community. 
There  are  only  two  criteria  for  items  in  the  report:  whatever  is  said  must 


NORDSTROM  VALVE  DIVISION 


Step  1   --  Addition  of  Rockwell  Trademark 


Nordstrom  Valves 

Another  Quality  ROCKWELL  Product 
Step  2  --  Traditional  signature,    "Another  Quality  Rockwell  P: 


roduct,  "  is  adde 


Rockwell  i  Built 


Another  B^JtH  Product  ; 


Nordstrom  Valves 


LUBRICANT     SEALED      TO      KEEP      UPKEEP     DOWN 

Step  3  --  Rockwell  name  given  equal  typographical  emphasis 


ROCK>VELL-Nordstrom  VALVES 

lubricant  Sealed  for  Positive  Shut-off  ^gK 

Step  4  --  Rockwell  name  given  greater  emphasis 


^BSBisaarassa 


^- ROCK^A^ELL® 

MANUFACTURING    COMPANY 


Step  5  --  Nordstrom  name  subordinated 


Fig.  43-1.  Five-step  transition  in  advertising  signatures  after  acquisition  of  Nordstrom 
Valve  by  Rockwell  Manufacturing  Company. 


be  of  inherent  interest  to  the  audience  we  are  seeking,  and  it  must  be 
said  interestingly.  We  try  to  avoid  talking  about  our  company  in  the 
phrases  we  ourselves  most  like  to  hear,  a  common  failing  in  corporate 
advertising. 

The  Rockwell  Report  gives  us  flexibility  to  present  a  variety  of  ideas 
appropriate  to  the  diverse  character  of  our  business,  reflects  the  informal 
character  of  our  company  management,  and  humanizes  a  story  based  on 
a  lot  of  hard  facts  and  figures. 

Figure  43-2  shows  a  typical  Rockwell  Report. 
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Rockwell  Report 


by  W,  F.  ROCKWBJLL,  JR. 

Rockwell  MaaofacturJag  Comp&ay 


jj^^B   jF.  ^^H      IJO^'^'  ■^'O  CUT  COSTS  through  ataadardizatio? 
HHB  B  ^^^B  materials,  parts,  and  practices  be<x>mes  more 

HHIiiflyHRH      of  a  challenge  tlje  more  you  diversify  T>nxiuft 
lines.  Ai\d  the  challenge  becomes  even  greater 
if  you  are  also  decentralized  from  a  plant  standjxjtrxt. 

Through  a  process,  of  '*piajHied  trial,  and  error,"  we  have  ranged  &om 
complete  deceiitrahzatjon  of  stai-sdards  to  complete  centralizatiori— at  the 
same  time  keeping  careful  rec-ords  of  result-s. 

Too  much  decentralization  of  standards  work  tends  to  result  in  almost 
no  standardization  at  all.  while  standards  passed  down  as  edict*  from  central 
headquarters  to  individual  plants  usually  don't  work  well,  either.  The  most 
effective  method  we  Jiave  develoj^ed  so  far  is  a  Central  Standards  Depcittraem 
with  "decentralized"  representatives  in  individual  plants. 

The  responsjbihty  of  the  standards  engiiicer  at  the  plant  is  to  furnish  the 
initiative  and  uncover  the  opportumties  for  standardization,  collect  the 
necessary  knowledge,  aiid  do  the  detailed  work  on  which  standards  are 
l>a.sed.  He  must  also  be  a  salesman  in  showing  engineering,  production, 
and  purchasing  liow  standards  can  cut  costs  witliout  lowering  quahty. 

The  fuj'vction  of  our  Central  Standards  Department  is  to  supervise  and 
correlate  the  work  of  plant  standards  specialists,  constantly  seeking  ways 
to  extend  the  accomplishments  of  oiie  plant  to  others.  Recently,  for  instance. 
two  of  our  plants,  working  together,  aiialyzed  123  types  and  sizes  of  hex 
nuts  which  liad  been  standard  inveiitory  throughout  the  company.  They 
were  able  to  reduce  the  123  to  only  64,  and  of  these  only  27  retained  then- 
original  s|>ecifications.  In  these  two  piajits,  on  this  o^^e  .simple  item,  the 
resulting  saving  in  cost  of  nuts  used  and  in  assembly  tin>e  is  at  the  rate  of 
5,000  doUaxs  a  year. 

This  month,  anxtoyrjcement  advertising  opF>ears  on  tv<o  new  RocirweJt  Products 
T.  N«w  TurbO'Meter,  designed  to  meoswre  up  to  1 5,000  barrels  per  hour  of  crude 
or  refmed  petroleum  on  pipet'mas.  In  iooding  ond  uoloadteg  tonfcers,  ond  m  petroteum 
jtofoge  operations.  2.  New  Hyprespherc  Voive,  o  compact  quorter-tum  Jobrtcoted 
sphericai  valve  with  f«U  op«n»f>g  round  bore  to  permit  fine  scrapfeg. 


A  Cambridge f  Mass.,  cab  driver  had  as  a  passenger  a  young  medical,  secretary 
paralyzed  from,  the  hips  down  by  multiple  sclerosis.  Her  cheerful  courage  so 
impressed  him  thai  he  donated  his  tim.e  to  drive  Iter  to  ball  games  and  otfier 
events  which  she  cotdd  not  otherwise  have  enjoyed.  When  she  uvis  stricken  a 
second  time,  and  confined  to  an  iron  lung,  he  oTganized  a  collection  to  buy 
her  a  radio  and  TV^  cmd  continues  to  make  trips  to  New  York  to  cheer  her 
in  her  battle  for  rehabiUtation,  It  is  fitting  that  a  man  of  that  high- caliber  is 
the  first  winner  of  the  Annual  Rocka^^U  Public  Sendee  Award,  established  to 
recognise  the  unselfish  contributions  nuide  to  their  commtmities  by  driver- 
representatives  of  the  taxi  industry. 

Measuring  the  breath  of  sheep  is  the  odd  assjgi>metit  for  which  one  of  our 
gas  meters  was  recently  purchased.  This  is  part  of  a  %^ry  comprehensive 
study,  involving  the  u;^  of  radioactive  tracers,  to  determine  the  ways  in 
which  various  drugs  are  used  in  or  expelled  from  anim,al  bodies.  While  this 
is  Just  a  little  unlikely  to  become  a  volume  market,  it  is,  we  feel,  an  interesting 
testimonial  to  the  sensitivity  and  accurac-y  of  our  meters. 
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Fig.  43-2.  A  typical  Rockwell  Report. 
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I  have  already  indicated  some  of  our  activities  to  maintain  good  exter- 
nal relations  in  our  plant  cities  in  discussing  plant  location  and  personnel 
relations.  A  local  Rockwell  Report,  by-lined  by  the  local  manager,  in 
plant-city  newspapers  is  also  used  as  a  tool  of  community  relations. 


THE  HUMAN  FACTOR 

In  speaking  of  the  formal  structure  and  workings  of  a  decentralized 
company,  I  do  not  want  it  to  appear  that  the  process  of  managing  a 
decentralized  organization  is,  at  the  top  management  or  other  levels, 
purely  a  matter  of  setting  up  machinery.  Management  problems  can  be 
successfully  handled  only  when  considered  in  terms  of  people. 

True,  organizational  plans  are  needed,  lines  of  authority  must  be  laid 
down,  and  areas  of  executive  responsibility  must  be  assigned  and  defined. 
These  definitions,  however,  should  never  be  held  inflexible;  they  should 
not  be  considered  as  corporational  "laws  of  the  realm"  which  must  be 
given  blind  obedience.  They  are,  rather,  a  framework  within  which  the 
dynamics  of  executive  interpersonal  relationship  can  seek  an  equitable 
balance. 

Most  decentralized  organizations  operate  on  the  basis  of  organizational 
balance  between  line  and  staff.  This  is  the  law.  It  is  expected,  however, 
that  certain  people  will  be  "strong,"  that  is,  more  aggressive,  quicker- 
thinking,  and  faster-acting  than  others  of  equal  or  higher  executive  status. 
Top  management  must  take  advantage  of  such  desirable  executive  ability 
without  disturbing  the  equilibrium  of  the  over-all  structure.  To  be  more 
exact,  the  structure  must  be  strong  enough  to  permit  control  but  loose 
enough  to  give  every  individual  the  scope  needed  to  originate  contribu- 
tions to  the  company's  success.  Corporate  structure  must  not  be  used 
to  fence  people  within  rigid  patterns. 

The  exact  means  by  which  management  retains  the  flexibility  to  fit 
men  into  an  organization  without  making  the  organization  more  im- 
portant than  the  men  requires  nothing  more  nor  less  than  wisdom.  Since 
wisdom  is  such  a  rare  and  ill-defined  quality,  let's  just  say  that  manage- 
ment, after  building  an  organization,  must  apply  common  sense  in  using 
it. 

Most  executives  do  learn  to  implement  their  ideas  and  recommenda- 
tions by  working  through  the  executive  framework.  A  man  who  has  this 
ability  finds  no  difficulty  in  constantly  enlarging  his  scope  through 
promotion. 

One  of  the  advantages  of  a  diversified,  decentralized  organization  is 
that  it  can  make  use  of  diverse  abilities.  In  the  case  of  one  of  our  own 
general  managers,  top  management  has  long  recognized  that  while  he 
performs  his  duties  adequately,  he  does  not  have  the  background  to  rise 
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to  a  higher  executive  rank.  Yet,  because  of  one  quality,  he  is  one  of  the 
most  valuable  men  in  the  company.  That  quality  is  the  ability  to  recog- 
nize a  good  junior  executive  in  his  plant  and  to  let  him  develop  his  full 
abilities  by  giving  him  increased  responsibility.  Because  he  lets  such  men 
carry  out  their  ideas  and  gives  them  full  credit,  his  plant  is  one  of  the 
best-run  in  the  company.  Further,  his  plant  has  been  a  rich  source  of 
executive  talent  for  the  entire  company. 

The  diversified,  decentralized  corporation  also  provides  excellent  train- 
ing ground  for  the  well-rounded  executive.  It  is  not  uncommon  for 
rising  executives  to  move  from  staff  to  plant  management  and  vice  versa 
or  to  occupy  positions  in  which  they  have  as  much  contact  with  produc- 
tion operations  as  sales.  It  is  no  wonder  that  decentralized  companies 
can  follow  a  policy  of  promoting  from  within,  without  developing  in- 
grown characteristics. 

When  a  corporate  personality  is  such  that  it  can  give  the  executive 
group  the  attitude  that  every  man  can  find  his  own  depth  and  scope,  the 
group  will  work  well  together.  Competition  within  the  gi^oup  is  con- 
structive. 

With  such  an  attitude,  employees  at  all  levels  find  it  a  satisfving  and 
rewarding  experience  to  devote  themselves  to  the  task  at  hand— the  effi- 
cient functioning  of  the  corporate  business.  And  the  success  of  this  task 
is  becoming  an  increasingly  important  measure  of  our  success  as  a  society. 
Today,  more  people  make  a  living  by  working  for  decentralized  busi- 
ness organizations  than  in  any  other  activity.  The  large,  decentralized 
corporation  is  a  social  entity  that  is  part  of  the  warp  and  ^^ooi  of  our 
industrially  oriented  society.  It  is  to  the  American  community  today  what 
the  farm  was  to  the  agrarian  community  of  yesterday.  Just  as  the  ^vhole 
family  unit  once  worked  on  the  farm,  the  adult  members  of  a  great 
portion  of  American  families  work  for  corporations.  It  is  not  an  exagger- 
ation to  say  that  the  efficient  functioning  of  the  decentralized  business 
is  of  fundamental  importance  to  the  health  and  stability  of  modern 
society. 


William  T.  Snaith  iSHHr  'y^^H 

PRESIDENT  Wr^^F^'"  ^"^^^^^Hh 

RAYMOND  LOEWY  CORPORATION         W  M      ^.^^^^MHHkt^^^^B 

NEW  YORK,   NEW  YORK  I'  ....     I^||^H^^HHL  ^'!jflHl 

William  T.  Snaith,  president  of  Raymond  Loewy  Corporation  and 
partner  of  Raymond  Loewy  Associates,  joined  the  Loewy  organizations 
in  ig^6.  Since  that  time  he  has  built  the  Raymond  Loewy  Corporation, 
which  represents  the  design  firm's  divisions  of  retail  research,  develop- 
ment and  planning,  and  other  marketing,  into  the  largest  single  divi- 
sion of  the  organization. 

Partners  are  Raymond  Loewy  and  William  T.  Snaith,  who  is  Man-  3 

aging  Partner. 

Born  in  New  York  City,  March  26,  igo8,  Mr.  Snaith  studied  architec- 
ture at  New  York  University;  Ecole  des  Beaux  Arts,  Paris;  and  Fon-  "  ) 
tainebleau  Academy  of  Fine  Arts.  He  lists  among  his  early  achievements 
the  creation  of  sets  and  costumes  for  two  Hanya  Holm  ballets;  col- 
laboration as  a  designer  on  one  Broadway  show;  and  the  position  of 
technical  director  for  the  staging  of  classical  dramas  at  Fordham 
University. 

A  "plans-conceptions-philosophies"  man  in  the  Loewy  organizations, 
Mr.    Snaith    early    recognized    the    close    relationship    between    profit  ^ 

planning  for  retail  operations  and  profit  planning  for  producers.  He  •     - 

developed  and  supervises  Loewy  programs  for  such  diverse  companies 
and  groups  as  Shell  Oil,  National  Biscuit,  and  the  Super  Market 
Institute.  For  the  Sir  Georges-Etienne  Cartier  Corporation,  Snaith  has 
developed  plans  for  a  cultural  center  for  Montreal,  Canada. 

He  is  most  closely  identified  with  store  design-branch  stores,  shop- 
ping centers,  shops,  downtown  stores,  chains.  The  names  are  Stewart's; 
Foley's  in  Houston;  all  Lord  &  Taylor  branch  stores  (six  at  present 
count);  Gimbel's  in  New  York,  Valley  Stream,  and  Westchester;  and  J. 
W.  Robinson  on  the  West  Coast;  stores  in  the  Associated  Merchandis- 
ing Corporation  group;  and  so  on,  in  fifteen  or  more  states. 

Mr.  Snaith's  avocations  are  nmnerous.  He  is  one  of  the  "hot"  sailors 
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in  Ocean  Racing  circles.  His  ship  Figaro  III  took  Second  Place  in  the 
Transatlantic  Race  (Newport  to  Santander,  Spain)  in  icj^j;  the  Chal- 
lenge Cup,  sent  to  the  Royal  Yacht  Squadron  by  the  Xew  York  Yacht 
Club,  Cowes  Week,  7957;  Winner,  Class  C,  Second  Place,  over-all, 
Bermuda  Yacht  Race,  ig^6;  and  in  July,  ic,6o,  won  the  King  of  Sweden 
Cup  for  the  Bermuda-to-Sweden  trans-Atlantic  sailing  race,  a  3,^00- 
mile  haul.  Figaro  III,  incidentally,  has  a  distinctive  interior  plan  and 
fittings  conceived  and  executed  by  Skipper  Snaith. 

A  prolific  painter,  Mr.  Snaith  has  had  four  New  York  exhibitions. 
His  paintings  are  privately  owned.  One  is  the  property  of  the  Pennsyl- 
vania Academy  of  Art;  others  have  been  shown  in  a  Whitney  Museum 
annual  show.  In  November,  ig^y,  his  commentary  on  contemporary 
art,  "The  Anguish  of  Modern  Art,"  was  published  in  the  Saturday 
Evening  Post's  Adventures  of  the  Mind  series. 

The  remainder  of  his  "free"  time  is  spent  participating  actively  in 
the  community  affairs  of  Weston,  Connecticut,  where  he  lives  with  his 
wife  and  three  sons. 

July,  i960 


CHAPTER   44 

Managing  Professional  People 


Many  managers  recognize  that  the  problem  o£  managing  professional 
people  differs  somewhat  from  the  problem  of  managing  nonprofessional 
people.  In  the  typical  manufacturing  or  commercial  enterprise,  ho^vever, 
the  number  of  professionals  is  usually  rather  small.  In  the  press  of  direct- 
ing the  activities  of  the  larger  number  of  nonprofessional  people,  the 
manager  may  find  it  difficult  to  analyze  the  factors  that  require  him  to 
employ  somewhat  different  methods  in  directing,  guiding,  and  controlling 
his  professional  staff. 

In  a  business  such  as  ours,  the  managing  of  professional  people  is  our 
major  concern.  A  discussion  of  the  managing  methods  that  we  have  found 
through  long  experience  to  be  successful,  therefore,  may  help  managers  of 
the  more  usual  type  of  business  to  see  in  clearer  perspective  the  nature 
of  the  relationship  which  invariably  must  exist  between  top  management 
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responsible  for  making  profits  and  professional  personnel  responsible  for 
technical,  scientific,  or  creative  activities. 


THE  PROFESSIONAL  AND  THE  ORGANIZATION 

Precisely  what  drives  a  human  being  to  pursue  a  professional  career 
makes  him  eminently  unsuitable  to  participate  in  a  highly  organized 
corporation  plan.  He  is  characterized  by  a  strong  sense  of  individuality, 
pride  in  the  discipline  of  his  professional  specialty  (which  supersedes,  in 
his  opinion,  any  other  form  of  discipline,  particularly  that  of  a  business 
operation),  and  sets  of  values  and  drives  which  cannot  always  be  satisfied 
by  conventional  incentives.  Not  the  least  of  these  drives  is  the  desire  for 
personal  recognition,  stronger  in  the  professional  designer  the  closer  he 
approaches  the  status  of  an  artist. 

In  an  industrial-design  organization  such  as  ours,  the  management 
problem  is  further  complicated  by  the  size  of  the  professional  group 
(some  145  men  and  women)  and  the  fact  that  not  all  these  employees 
have  identical  professional  skills.  Their  rivalries,  therefore,  are  not  recon- 
ciled on  common  ground  by  identical  means.  A  designer-architect  re- 
sponds with  his  interest  and  best  effort  to  design  work  which  is  most 
dramatically  represented  in  the  building  form;  the  product  designer,  to 
assignments  which  tend  to  show  his  professional  skill  in  the  most  con- 
spicuous light  in  relation  to  the  total  organization. 

Large  size,  in  the  organization  composed  of  creative  people,  is  the  crux 
of  the  managerial  problem.  In  thinking  of  himself,  the  designer  relates 
spiritually  to  solo  operators— men  who  have  distinguished  themselves 
usually  by  their  isolated  stances  in  the  art  world. 

A  small  group  of  creative  people  working  together,  again,  resemble  the 
atelier  where  each  is  able  to  pursue  his  creative  task  as  an  acolyte  of  a 
benevolent  and  gifted  master.  However,  such  a  group  is  limited  in  the 
amount  and  scope  of  work  it  can  accept.  It  is  only  as  strong  as  each 
individual's  creative  output  makes  it.  The  large,  diversified  group  of 
artist-designers,  on  the  other  hand,  can  be  managed  so  that  combinations 
of  creative  talent  in  variable  patterns  of  effort  strengthen  and  diversify 
the  total  design  potential  of  the  organization.  A  neighboring  profession, 
architecture,  contains  many  very  large  firms  where  the  creative  activity 
is  generated  by  a  permanent  core  of  professionals,  and  the  staff  is  aug- 
mented (as  to  a  certain  degree  a  designer's  office  is)  by  journeyman  skills. 
But  consistency  in  the  type  of  work  permits  growth  on  this  basis.  Not  so 
with  an  industrial-design  office.  Our  size  is  equaled  by  our  complexity, 
and  organization  is  based  not  on  a  core  of  the  elite  but  on  the  correlation 
of  as  many  as  six  distinctive  and  equal  clusters  of  creative  producers. 

Whatever  the  personal  attitudes  of  creative  people  in  a  large  organiza- 
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tion,  the  organization  itself  is  still  a  business  doing  business  with  firms 
which  make  reasonable  demands  in  terms  of  schedules,  fees,  and  periph- 
eral services.  To  meet  these,  our  management  is  committed  to  growth 
and  the  enlargement  of  our  total  services.  Enforced,  automatic  procedures 
are  necessary  to  ensure  that  growth  is  profitable  and  that  the  organization 
is  cohesive. 
y  Individually  and  collectively,  then,  the  creative  individual  in  a  design 
oiBce  regards  himself  as  a  competitor  with  all  professionals  in  his  field  of 
activity  as  well  as  a  competitor  for  preeminence  within  the  creative  enter- 
prise. The  problem  of  management  is  one  of  directing  an  integrated 
organizational  effort  while  encouraging  the  most  individualistic  of  people 
to  the  limits  of  their  productive  potential. 
s/  This  balance  is  delicate.  If  we  attempt  to  impose  a  rigid  format  on 
our  people,  their  work  tends  to  stultify  and  as  designers  we  have  lost  our 
reason  for  being.  Too  informal  and  permissive  executive  control  and 
organizational  plan  result  in  the  anarchy  of  free  individuals  and  the 
loss  of  design  identity  for  the  organization  as  a  body. 

The  Professional  Attitude 

In  planning  our  working  system,  our  controls,  and  executive  functions, 
we  have  recognized  four  essential  conditions  of  the  professional  attitude. 
If  they  are  not  unique  as  conditions,  their  order  of  importance  and  the 
degree  of  importance  ascribed  to  them  by  professional  people  are. 

Of  first  importance  is  the  designer's  urgent  need  to  be  valued  and 
judged  as  a  professional,  not  a  nonprofessional.  This  fierce  pride  in  ^vhat 
his  training  and  talent  have  gained  for  him  is  not  to  be  sacrificed  to  any 
other  incentive,  however  tantalizing.  He  is  a  package-design  consultant 
first,  then  a  Loewy  package-design  consultant.  Whatever  hardship  this 
attitude  may  work  on  the  corporate  body,  it  is  more  than  compensated 
for  by  the  excellence  of  the  work  such  an  attitude  produces.  It  is  a 
prime  responsibility  of  our  management  to  see  that  his  second  loyalty, 
loyalty  to  the  firm,  becomes  almost  as  fiercely  held  by  the  fact  that  this 
organization  offers  him  the  best  instrument  for  increasing  his  professional 
latitude  and  stature. 

Secondly,  the  professional  designer  in  the  group  must  be  given  a  sense 
of  participation  in  the  total  work  of  the  office  whether  or  not  he,  per- 
sonally, was  involved  in  the  particular  design  process.  This  sense  of 
participation  for  the  professional  is  entirely  different  from  the  sense  of 
participation  a  worker  might  derive  from  being  a  team  member.  The 
business  or  industrial  employee  may  feel  a  pride  of  contribution  as  a 
member  of  a  segment  of  an  organization  which,  collectively,  is  essential 
to  the  final  success  of  the  company  effort.  The  designer,  generally  speak- 
ing,  cannot  derive   this   associative  pleasure   as   he  relates   to   teams  of 
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people  in  closed-circuit  relationships.  He  tends  to  participate  directly, 
in  other  words,  in  the  aesthetic  or  functional  character  of  the  design 
itself.  A  Loewy  ocean  liner  is  a  better  design  because  the  influence  of 
the  graphics  division  is  apparent  in  it.  That  a  Loewy-designed  depart- 
ment store  functions  profitably  is  a  source  of  pride  to  engineering-minded 
technical  men  in  the  product-design  section.  Designers  relate  themselves 
to  design,  and  they  feel  that  they  not  only  participate  but  are  judged 
as  participants  in  any  aesthetic  the  total  office  produces  in  whatever 
project. 

As  a  breakdown  of  our  organizational  structure  reveals,  a  designer 
seldom  relates  himself  to  a  single  team  of  coworkers,  for  the  teams 
change  as  the  design  work  demands.  So  the  sense  of  participation  is  less 
social  and  automatic  than  it  is  impersonal  and  oblique. 

Of  third  importance  is  the  professionals'  need  to  respect,  as  another 
professional,  the  judgment  of  his  superiors  and  their  directors.  If  a 
professional  is  characterized  by  creative  ability,  he  is  also  possessed  of 
penetrating  critical  ability.  To  do  his  best  work,  he  must  feel  that  his 
second-best  work  would  be  rejected  summarily  by  his  employer.  It  would 
be  patently  impossible  for  all  executives  or  supervisors  to  match  skills 
with  the  professional  person.  This  would  duplicate  expensive  manpower. 
But  the  designer's  respect  must  be  elicited  in  terms  of  his  superior's 
excellence  as  a  judge,  a  critic,  and— most  importantly— an  enthusiast 
when  the  designer  has  truly  exceeded  himself. 

Finally,  there  must  be  incentives  for  a  professional  person.  We  offer 
the  normal  incentives  of  income  and  titles.  Creative  people  do  not  differ 
from  employees  of  any  organization  in  working  for  these  rewards.  Beyond 
them,  however,  is  an  added  incentive  in  the  challenge  to  their  skills. 

One  of  the  greatest  incentives  is  the  prospect  of  work  which  exactly 
suits  the  talent  the  individual  designer  can  bring  to  that  job.  Not  to 
have  the  opportunity  to  exercise  his  particular  talent  but  to  be  forced 
to  use  only  the  skill  for  which  there  is  the  greatest  demand  can  depress 
and  discourage  a  designer  above  all  else.  Management  of  a  professional 
group  must  seek  assignments  from  time  to  time  as  much  to  stimulate 
the  staff  as  to  reward  them.  A  professional,  dedicating  himself  to  a  job 
which  inspires  and  intrigues  him,  is  often  allowed  the  expensive  luxury 
of  solving  his  problem  without  restraints  even  when  management  recog- 
nizes that  the  effort  is  out  of  proportion  to  the  return  it  will  yield  the 
organization. 


ORGANIZATION  STRUCTURE 

In  recognition  of  this  basic  character  of  a  group  of  professional  people, 
we  have  structured  the  Loewy  organization  accordingly.  Managed  by  a 
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partnership  o£  two  men,  each  an  experienced  industrial  designer,  there 
is  only  a  token  intermediate  staff  between  us  and  the  designer  on  the 
board.  In  fact,  the  distinction  between  "productive"  and  "nonproductive" 
personnel  is  clearly  defined,  with  line  responsibilities  almost  exclusively 
assigned  to  the  "nonproductive"  element.  Operating  functions  of  the  firm 
are  supervised  by  an  executive  committee  of  five  senior  vice  presidents. 
The  professional  group  is  broken  into  groups  and  divisions  as  small 
as  possible,  so  that  the  creative  individual  operates  within  a  pattern 
where  his  contribution  is  most  readily  discernible. 

Organizationally,  we  have  six  distinct  divisions,  delineated  by  the 
skills  of  the  employees  and  not  by  their  periodically  changing  client 
assignments  or  their  assigned  job  captains.  Few  designers  in  the  organiza- 
tion work  consistently  for  or  with  the  same  directors  or  other  designers. 
There  are  divisions  of  product  design  and  development,  transportation 
design,  packaging  and  graphics  design,  retail  development  and  planning, 
specialized  building  design,  and  market  research.  Each  has  a  divisional 
head  who  is  a  specialist  in  meeting  both  client  and  staff  demands  in  that 
area  of  professional  activity.  However,  no  divisional  head  is  the  dnect 
employer  of  the  man  in  that  division,  for  all  members  of  the  staff, 
including  secretaries,  are  employees  of  the  partnership  directly. 

Because  of  the  highly  specialized  work  of  the  retail  development  and 
planning  division  and  the  fact  that  the  kind  of  work  this  group  produces 
requires  many  employees  who  are  not,  purely  speaking,  professionals,  this 
division  operates  as  the  Raymond  Loewy  Corporation  and  has  five  senior 
vice  presidents.  Their  duties,  again,  are  not  so  much  functions  of  the 
corporation  as  of  the  total  organization.  They  are  in  charge  of  accounts 
handling,  the  controller  function,  packaging  and  graphics,  the  retail  divi- 
sion, and  public  relations. 

There  are  two  autonomous  branch  offices  of  Loewy  Associates:  Rav- 
mond  Loewy  Associates,  Inc.,  a  condensed  version  of  the  total  Loewv 
service,  and  a  neophyte  Loewy  office  in  Puerto  Rico,  which  can,  po- 
tentially, duplicate  all  functions  of  a  total  design  office. 

Management's  function  in  this  design  office  is  a  combination  of  control 
and  inspirational  direction.  These  functions  are  horizontal  in  effect, 
while  the  creative  staff  is  a  vertical  operation  within  the  divisions.  It  is 
the  nature  of  creative  people  to  work  this  way  in  relation  to  their  division 
heads.  These  heads  of  divisions  form  a  second  level  of  horizontal  opera- 
tion, checking  the  results  of  work  against  the  agreed  time  schedules  and 
providing  guidance  or  criticism  as  needed. 

If  one  is  chart-minded,  the  structure  of  our  office  based  on  creative 
work  should  be  read  from  the  bottom  up.  For  it  is  impractical  and 
inefficient  to  try  to  force  a  top-to-bottom,  direct-chain-of-command  for- 
mula upon  the  kind  of  people  who  produce  the  stuff  of  our  business. 
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CONTROLLING  TIME  AND  QUALITY 

Establishing  schedules  and  controlling  the  output  o£  a  creative  group 
pose  problems  different  from  those  experienced  in  directing  and  con- 
trolling the  more  usual  noncreative,  industrial  work.  Standards  of 
performance  are  not  as  easily  developed,  and  both  the  quantity  and 
quality  of  an  individual's  efforts  are  not  as  readily  measured. 

No  design  result  should  ever  be  totally  predictable.  Design  is  an  evolu- 
tion out  of  many  gropings  and  inspiration  on  the  design  boards.  To 
provide  useful  inspiration,  direction,  and  control,  we  process  our  business 
within  a  framework  which  ensures  the  best  possible  use  of  the  only  com- 
modity we  sell,  design  time.  To  meet  our  business  responsibilities  and  to 
ensure  the  best  possible  design  result,  there  are  three  stages  in  the  progress 
of  any  account  when  executive  management  intervenes. 

A  first  meeting  on  the  client  problem  is  a  design  planning  session.  This 
meeting,  presided  over  by  a  partner  of  the  firm,  is  attended  by  the  client 
contact  man,  the  divisional  head,  and  the  design  captain  on  the  account. 
Its  purpose  is  to  review  for  the  designer's  benefit  the  client  objectives 
and  to  indicate  the  procedure  by  which  they  may  be  achieved.  Gen- 
eral design  approaches  are  discussed;  a  philosophy  of  approach  is 
outlined. 

The  next  executive  function  covers  the  budget  planning  phase.  It  is 
understood  that,  in  signing  the  contract,  the  organization  has  committed 
itself  to  an  agreed  time  schedule  and  a  budget  for  the  work.  For  over  a 
decade,  we  have  compiled  performance  records.  Design  time  is  recorded 
for  all  jobs  and  for  each  type  of  design.  On  the  basis  of  these  records, 
budget  planning  determines  what  can  be  produced  and  what  team  of 
creative  people  will  be  held  responsible  to  do  the  work.  With  the 
schedule  and  cost  now  established,  the  executive,  meeting  with  the  design 
group  assigned  to  the  account,  sets  their  goals  for  them.  The  incentive 
of  bonuses  is  implicit  in  the  group's  ability  to  produce  well  within  the 
allotted  time,  and  the  control  must  be  exercised  on  these  same  terms  to 
prevent  the  job  from  running  over  the  estimates. 

The  third  control  by  management  is  quality  control.  As  client  work 
moves  into  critical  stages  (these  vary  with  each  account)  and,  again,  when 
the  designs  are  ready  for  final  judgment,  the  design  review  panel  meets. 
This  panel  has  a  variable  membership  and  calls  into  executive  session 
members  of  the  design  staff.  A  presentation  of  the  total  assignment  is 
made  by  the  job  captain  and  his  divisional  head.  The  judgments  and 
suggestions  come,  then,  from  a  group  of  their  peers,  augmented  by 
executives  of  the  organization  whose  prime  concern  is  the  protection  of 
the  client's  best  interest  in  any  proposed  changes  or  revisions. 
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LAYOUT  OF  PHYSICAL  FACILITIES 

Important  to  the  efficient  working  of  a  professional  group  is  the  physical 
plan  of  the  office.  Our  system  of  working  is  reflected  in  our  plan.  Housed 
on  one  floor,  departmental  delineations  are  indicated  by  groupings  of 
boards  only  sketchily  divided  by  low  wall  screens  and  file  cabinets.  Thus 
the  designers  not  only  have  a  sense  of  belonging  to  a  large  and  busy 
professional  group,  but  they  are  given  privacy  within  the  total  office. 
It  is  stimulating  to  men  engaged  in  the  difficult  process  of  generating 
fresh  concepts  to  exchange  opinions  with  others  working  on  different 
projects  under  comparable  pressure.  Also,  comparison  of  progress  and 
approaches  during  the  work  process  when  two  or  more  divisions  are 
working  simultaneously  for  a  single  client  is  imperative. 

Currently,  we  are  in  the  stage  of  suiting  our  work  method  to  the 
demands  of  our  clients  for  more  and  more  integrated  design  service 
and  less  direct  assignment  to  divisional  work.  Consequently,  the  semi- 
open  plan  for  our  office  encourages  and  facilitates  the  exchanges  of 
information  and  comparison  of  design  progress  for  clients  ^xhose  Avork 
involves  our  design  divisions  horizontally. 

When  divisions  are  separated  by  being  on  different  floors  or  by  oc- 
cupying closed  office  space,  there  is  a  tendency  for  their  work  to  reflect 
this  isolation.  A  designer  with  a  deep  sympathy  for  the  engineering 
approach  can  more  easily  indulge  that  taste  without  his  realizing  it 
when  isolated  from  other  designers  than  when  he  is  exposed  to  a  neighbor 
whose  design  approach  is  primarily  promotional  or  sculptural  or  what- 
ever. 


SUMMARY 

As  an  executive,  the  manager  must  have  respect  for  and  knowledge  of 
creative  effort  and  business  disciplines.  He  must  stand  between  them 
when  they  are  antagonistic  to  the  best  design  effort  and  enforce  one  or 
the  other  with  the  full  support  of  his  staff  in  whatever  decision  he  makes. 

Designers  and  most  professionals  require  reasons.  They  are  instinctively 
opposed  to  rule  by  edict,  however  practical  or  venerable.  They  must  be 
made  to  feel  that  they  either  have  imposed  the  rule  upon  themselves  or 
have  actually  assisted  in  creating  it  for  their  own  protection.  Any  system 
that  represents  regimentation  offends  the  creative  man.  Part  of  his  train- 
ing teaches  him  that  his  time  should  be  his  own,  although,  as  a  group, 
professional  people  undeniably  devote  more  of  their  hours  to  their  chosen 
professions  than  any  group  has  ever  devoted  to  any  pursuit,  excepting, 
possibly,  the  religious  life. 
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In  the  sense  that  our  management  tries  to  give  our  people  the  feeHng 
that  their  time  is  their  own  so  that  they  will  use  it  to  enlarge  their 
professionalism,  we  have  been  rewarded  by  our  people.  They  give  the 
price  of  their  time  to  the  total  organization,  not  their  professional 
consciences.  Part  of  the  responsibility  on  management,  then,  is  to  take 
from  a  professional's  shoulders  the  responsibility  for  which  he  is  not 
conspicuously  suited,  the  responsibility  for  making  money. 

In  the  final  analysis,  the  management  of  professional  people  is  the 
ultimate  test  of  an  executive's  ability  to  adapt  system  to  accommodate  and 
reinforce  individual  creative  effort  while  maintaining  the  discipline  that 
is  imposed  by  business  or  industrial  systems  outside  the  professional  field. 


iiimi- 


John  D.  Foskett 


PRESIDENT 

AMERICAN  SCREEN  PRODUCTS  COMPANY 

CHICAGO,   ILLINOIS 


The  following  chapter  is  a  presentation  of  a  Young  Presidents'  Organi- 
zation publication  dealing  with  a  timely  and  important  subject- 
management  meetings.  John  Foskett  feels  that  he  is  well  qualified  to 
introduce  the  publication,  not  so  much  because  he  is  the  current 
president  of  the  YPO,  but  because  he  is  a  person  who,  as  he  puts  it, 
"has  attended-and  held-too  many  meetings." 

This  tongue-in-cheek  statement  belies  the  true  qualifications  of  this 
dynamic  young  chief  executive.  Mr.  Foskett,  president  and  a  director 
of  American  Screen  Products  Company,  has  a  solid  managerial  back- 
ground. He  joined  the  Metal  Products  Corporation  in  Miami,  Florida, 
in  1946  and  in  three  years  became  vice  president  and  general  manager. 
He  was  elected  to  the  top  spot  in  ig^o. 

Under  his  direction  the  company  grew  from  a  local  business  to  a 
national  organization,  operating  plants  in  Illinois,  California,  and 
Canada,  in  addition  to  the  original  plant  in  Florida. 

Mr.  Foskett  was  born  in  Logansport,  Indiana,  in  1919  but  grew  up 
in  Florida.  He  attended  Phillips  Academy  in  Andover,  Massachusetts. 
and  Yale  University. 

He  left  college  in  10)40  during  his  senior  year  to  join  the  Artuy.  He 
served  in  the  Field  Artillery  and  the  Air  Force  for  five  years  and  rose 
to  the  rank  of  major.  After  his  discharge  from  the  sei-vice  in  194^.  he 
returned  to  Yale  University  to  complete  his  college  work. 

Mr.  Foskett  met  his  wife,  the  former  Jean  Clarke,  daughter  of  a 
pioneer  Florida  family,  during  his  college  years.  They  were  married 
in  1942  while  he  was  still  in  the  service.  The  Fosketts  have  two  chil- 
dren and  reside  in  Hinsdale,  Illinois. 

The  Young  Presidents'  Organization  has  been  Mr.  Foskett's  major 
avocation  since  he  joined  the  organization  in  19^1:  In  addition  to 
serving  the   YPO   in  various  other  capacities,  he  was  the  organizing 
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chairman  of  the  Florida  chapter.  He  also  served  as  chairman  of  the 
executive  committee  and  national  vice  president  and,  in  ic^^g,  was 
elected  national  president,  a  position  that  requires  him  to  spend  a 
great  deal  of  time  cotnmuting  between  his  business  offices  in  Chicago, 
Illinois,  and  the  YPO  headquarters  in  New  York. 

In  addition  to  the  YPO,  Mr.  Foskett  is  also  an  active  member  of  the 
American  Ordnance  Association,  the  National  Association  of  Manu- 
facturers, and  the  Yale  Engineering  Society. 

March,  i960 


CHAPTER45 

Conducting  Management  Meetings 


The  purpose  of  this  chapter  is  to  introduce  and  present  the  material 
contained  in  a  refreshing  publication  of  the  Young  Presidents'  Organi- 
zation entitled  "Focal  Points  for  Improving  Executive  Meetings." 

It  should  be  understood  in  the  beginning  that  "Focal  Points"  is  not 
an  endorsement  of  "meeting-itis,"  which,  in  my  opinion,  has  infected  to 
a  dangerous  degree  modern-day  business  thinking,  nor  is  it  an  exponent 
of  the  "togetherness"  philosophy  which,  if  carried  to  its  logical  conclusion, 
will  some  day  completely  deprive  American  business  of  its  most  vital 
ingredient  of  success— individual  creativity. 

"Focal  Points"  is,  admittedly,  a  study  of  group  dynamics  developed 
on  a  soundly  professional  basis  for  the  purpose  of  helping  managers  get 
the  most  out  of  one  of  their  principal  tools  for  conducting  business 
operations-the  much  praised  or  much  maligned,  but  little  understood, 
business  meeting. 

It  is  also  worth  knowing  that  "Focal  Points"  was  created  in  response  to 
a  need  expressed  and  implied  many  times  over  by  members  of  the 
Young  Presidents'  Organization  for  a  definitive  publication  which  would 
put  into  perspective  one  of  their  most  vexing  problems:  how  to  increase 
the  productivity  and  profitability  of  company  meetings.  As  a  result,  YPO 
commissioned  Richard  Beckhard  Associates  of  New  York  City,  profes- 
sionals in  group  dynamics,  to  study  this  problem  in  cooperation  with 
member  presidents.  "Focal  Points"  resulted. 
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Are  Management  Meetings  Worthwhile? 

Having  set  the  record  straight  in  so  far  as  what  "Focal  Points"  is  and 
tries  to  do,  it  would  seem  advisable  first  to  explore  whether  or  not  meet- 
ings per  se  are  worthwhile  before  we  study  the  techniques  for  getting 
the  most  out  of  them. 

Drawing  upon  the  background  of  my  experience  in  my  own  company, 
it  is  evident  to  me  that  the  cardinal  principle  with  respect  to  meetings 
is  that  they  should  never  be  held  unless  they  serve  a  valid,  predetermined 
purpose.  Although  this  would  seem  an  elementary  conclusion,  it  is  amaz- 
ing how  frequently  we  find  ourselves  in  meetings  which  have  no  carefully 
determined  purposes  or  results  in  mind.  This,  unfortunately,  leads  us 
to  the  conclusion  that  all  meetings  are  a  waste  of  time  when,  actuallv, 
nothing  could  be  further  from  the  truth. 

Every  one  of  us  in  management  today  (even  the  most  conservative) 
must  agree  that  maximum  progress  is  made  when  every  person  in  a 
business  group,  regardless  of  his  organizational  status,  is  trying  his  utmost 
to  contribute  personally  to  the  success  of  the  business.  It  is  easy  for  us 
to  assume  that  this  condition  is  a  Utopia  which  can  never  be  attained, 
but  nevertheless  it  is  inexcusable  not  to  try  to  establish  an  environment 
which  stimulates  this  desire. 

Fundamental  in  the  development  of  this  attitude  which  hopefully 
brings  about  personal  identification  with  the  company  and  its  goals  is 
communications.  The  most  effective  way  to  communicate  is,  of  course,  in 
person,  since  face-to-face  conversation  gives  full  opportunity  to  explore 
both  the  letter  and  the  spirit  of  the  subject  under  discussion. 

Because  of  this,  meetings  with  groups  of  people  must  be  considered 
one  of  the  basic  and  most  important  tools  available  to  a  manager  in  the 
successful  conduct  of  his  affairs.  In  no  other  way  can  he  get  across  his 
point  or  receive  desired  information  as  effectively,  with  a  minimum  of 
time  involvement. 

Recently,  in  reading  a  historical  record  of  the  battle  of  Seven  Pines, 
which  took  place  in  the  early  days  of  the  War  between  the  States,  I  was 
struck  with  the  number  of  major  misunderstandings  among  Southern 
commanders  which  could  have  been  avoided  easily  had  General  Joe 
Johnston  taken  the  time  to  call  them  together  for  personal  briefing. 

Despite  a  tendency  today  to  play  down  the  importance  of  personal 
inspiration,  such  inspiration  can  be  a  most  valuable  by-product  of  group 
meetings,  and  it  is  a  grave  mistake  for  managers  to  overlook  or  discount 
this  aspect  of  meeting  leadership.  Particularly  is  this  important  in  the 
development  of  confidence  among  one's  associates-confidence  -^v'hich  can 
affect  success  or  failure  materially  in  carrying  out  agreed-upon  plans. 
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A  Means  of  Evaluating  Personnel.  Topping  the  list  of  presidential  prob- 
lems are  those  involving  the  evaluation  and  measurement  of  his  people. 
In  this  regard,  it  is  difficult  to  overemphasize  the  importance  of  the  op- 
portunity for  observation  which  is  provided  by  meetings  attended  by 
one's  associates.  Much  can  be  learned  of  the  progress,  adjustment,  and 
potential  of  individual  members  of  the  company  by  the  president  who 
relentlessly  looks  for  such  answers  in  every  group  meeting.  It  is  surprising 
how  quickly  and  truthfully  basic  personal  characteristics  will  reveal 
themselves  during  the  heat  of  discussion.  Such  characteristics  as  domi- 
nance, originality,  common  sense,  and  positive  or  negative  thinking,  to 
name  only  several,  may  be  readily  identified  by  thoughtful  observation 
during  meetings,  and  the  resulting  knowledge  can  be  put  to  good  use  in 
organizing  and  training  one's  people. 

Appreciating  the  importance  of  independent  thinking  and  courage  in 
one's  convictions,  it  is  a  rare  president,  indeed,  who  does  not  strive  to  rid 
himself  of  the  debilitating  influence  of  the  "yes  men."  Here  again,  the 
meeting  is  an  invaluable  aid  in  differentiating  between  "yes"  and  "no" 
men.  In  almost  every  business  meeting,  numerous  opportunities  arise  for 
the  development  of  differences  of  opinion,  and  much  can  be  learned 
from  the  way  individual  participants  react  to  these  challenges.  On  such  oc- 
casions, equally  as  important  as  spotting  the  "yes"  men  is  finding  out 
who  can  successfully  compromise  conflicting  opinions. 

Gaining  information  of  this  type  can  often  be  far  more  valuable  than 
any  business  results  which  may  come  from  the  meeting.  If  looked  upon 
in  this  light,  it  is  difficult  to  say  that  any  given  meeting  has  not  been 
worthwhile. 

A  Means  of  Securing  Involvement.  Another  meeting  value  which  must 
be  recognized  for  its  importance  is  the  opportunity  a  meeting  provides 
for  securing,  at  the  very  earliest  stage,  the  personal  involvement  in  pro- 
posed plans  and  programs  of  those  individuals  upon  whom  the  president 
must  depend  for  necessary  subsequent  execution. 

All  of  us  "buy"  more  completely  and  wholeheartedly  a  plan  which  we 
have  helped  develop  from  the  ground  up.  We  will  do  so  even  if  we 
have  nothing  particularly  constructive  to  contribute,  provided  we  feel 
we  have  been  given  a  fair  opportunity  to  so  contribute  and  provided 
our  importance  to  the  eventual  carrying  out  of  the  plan  has  been  recog- 
nized through  our  being  brought  into  the  discussions.  How  many  times 
have  we  made  a  purchasing  decision,  for  example,  without  the  knowl- 
edge or  involvement  of  the  purchasing  agent,  to  the  subsequent  embar- 
rassment of  all  concerned! 

Involvement  in  a  meeting  also  implies  an  obligation  to  support  the 
results    of    the    discussion.    In    effect,    through    his    participation,    each 
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individual  has  made  a  very  real  commitment  to  act  upon  the  decision 
reached  and  to  carry  it  out  to  the  best  of  his  ability.  This  obHgation 
to  get  results  is  further  strengthened  by  the  weight  of  social  pressure 
which  meetings  engender. 

Nor  should  we  count  a  meeting  a  total  loss  because  the  discussions 
ended  in  unresolved  arguments.  Perhaps  in  such  cases  the  chairman  mav 
be  criticized  justifiably;  nevertheless,  the  opportunity  provided  to  let  off 
steam  may  have  been  just  what  the  doctor  ordered  to  encourage  a  healthv 
approach  to  the  problem  at  a  more  appropriate  time. 

An  Indispensable  Planning  Tool  Next  to  the  problems  of  people,  the 
company  president's  most  important  concern  is  usually  that  of  looking 
into  the  future,  interpreting  the  needs  of  changing  circumstances,  and 
developing  plans  calculated  to  bring  about  optimum  compatibility  be- 
tween   company   activities    and    anticipated   economic    and   competitive 

conditions. 

This  job  of  long-range  planning  is  so  important,  so  onerous,  and  so 
full  of  unseen  pitfalls  as  to  be  obviously  beyond  the  capacity  of  anv 
one  individual  to  carry  out  completely  on  his  own. 

The  key  to  success  in  this  area  of  responsibility  must  lie  in  the  proper 
organization  of  the  efforts  of  many  individuals,  and  here  again,  group 
meetings  can  and  should  play  a  vital  role. 

In  the  realm  of  long-range  planning,  every  member  of  an  organizatiori 
has  an  equal  stake,  and  it  has  been  my  experience  that  ''committee*' 
discussions  related  to  the  future  are  more  productive  and  stimulatmg 
than  all  others.  Furthermore,  meetings  can  contribute  materially  to^vard 
cutting  down  to  managerial  size  the  planning  job  and  can  accelerate  its 

progress  as  well. 

The  group  meeting  is  an  essential  management  tool.  Like  any  other 
tool,  it  is  of  little  value  unless  it  is  understood  and  properlv  applied 
and  unless  its  limitations  are  recognized  fully. 

Whether  used  much  or  little,  meetings  will  never  be  really  effective 
unless  they  are  conducted  in  an  environment  which  permits  and  en- 
courages complete  freedom  of  expression.  Honest  interchange  of  thought 
lies  at  the  heart  of  a  profitable  meeting. 

Finally,  meetings  have  been  held  since  time  immemorial  in  recognition 
of  the  fact,  whether  consciously  appreciated  or  not,  that  individual 
creativity  can  be  enhanced  through  group  interaction.  No  enterprise 
should  be  denied  this  "plus"  factor  merely  because  of  a  lack  of  under- 
standing of  how  to  get  the  most  out  of  a  meeting. 

As  we  examine  the  ten  "focal  points"  which  follow,  I  am  confident  that 
we  shall  reach  the  conclusion  that  meetings  can  make  a  dynamic  con- 
tribution to  company  profit  and  to  personal  satisfaction  as  well. 
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FOCAL  POINTS  FOR  IMPROVING  EXECUTIVE  MEETINGS 

Getting  work  done  through  others  is  what  you  are  doing  all  day,  every 
day— through  the  process  we  now  call  "communicating."  Most  of  us  feel 
we're  pretty  good  at  this,  but  recent  rather  startling  discoveries  concern- 
ing this  process  raise  some  serious  questions  as  to  whether  we're  any 
good  at  all! 

Most  of  us  are  too  busy  or  too  preoccupied  with  what  we  are  saying 
to  be  sensitive  to  the  reactions  of  the  person  we're  addressing  and  to 
realize  that  all  too  often  we  are  simply  not  "getting  through."  We  never 
find  out  what  this  may  be  costing  us  in  terms  of  misunderstandings, 
negative  feelings,  errors,  and  inefficiencies,  except  when  extreme  examples 
come  to  our  attention. 

If  you  don't  believe  this  about  "getting  through,"  try  this  experiment: 
next  time  you  find  yourself  in  a  simple  argument  with  a  friend,  make 
an  agreement  that  you  must  repeat  each  point  in  his  argument  back  to 
him  to  his  complete  satisfaction  before  you  can  present  your  next  point. 
Then  he  must  be  able  to  repeat  the  point  you  have  made  before  he  can 
continue,  and  so  on.  You'll  soon  discover  that  what  you  think  you  say 
and  what  he  thinks  you  say  will  be  two  vastly  different  things,  and 
he'll  say  the  same  thing  about  what  you  say  he  has  said.  You  will  also 
begin  to  see  the  encouraging  results  you  can  get  through  getting  this 
feedback,  that  is,  from  checking  the  two-way  communication  circuit.  You 
will  find  the  heat  of  the  argument  will  start  to  fade  away. 

In  simple,  everyday  situations  this  problem  between  two  people  is 
irritating;  but  when  it  comes  to  complex  matters  or  executive  decisions, 
the  barriers  are  formidable  indeed  and  the  results  may  be  far-reaching. 
The  blocks  are  caused  by  such  factors  as  plain  physical  distance,  contrast- 
ing status  and  position,  differences  in  how  each  sees  the  job,  the  amounts 
of  information  each  has,  differing  scales  of  values,  limits  of  intelligence, 
and  experience. 

Many  more  subtle  barriers  also  contribute  to  making  accurate  com- 
munication between  two  people  a  hazardous  undertaking  at  best. 

But  if  it's  like  this  between  two  people,  what  about  four,  five,  or  six? 
Is  it  any  wonder  that  an  executive  meeting  which  doubles,  triples,  or 
quadruples  the  communication  complexities  is  a  worrisome  and  frustrat- 
ing affair  for  a  president? 

And  yet,  the  meeting,  as  a  communication  tool,  is  potentially  a  most 
effective  aid  to  real  communication— perhaps  the  best  a  president  has, 
that  is,  if  he  can  understand  its  dynamics  and  exploit  its  possibilities 
for  use. 
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Granted  that  you  are  looking  for  ways  to  improve  your  meetings,  you 
probably  won't  read  books  on  social  psychology  to  find  the  answers. 
You're  not  likely  to  settle  for  "The  Ten  Easy  Steps  to  Better  Meetings" 
either.  There  are  no  "ten  easy  steps"  to  anything,  and  you  know  it. 

What  you  may  find  helpful  are  some  focal  points  to  help  you  con- 
centrate your  attention  on  the  important  aspects  of  meetings  which  you 
can  do  something  about.  Here  are  ten  such  focal  points: 

1.  Plan  to  solve  a  problem,  not  to  hold  a  meeting. 

2.  Use  the  meeting  as  your  tool. 

3.  Pick  each  member  as  a  resource. 

4.  See  your  meeting  as  others  see  it. 

5.  Don't  tolerate  late  attendance  and  interruptions. 

6.  Share  the  responsibility  for  starting  out  right. 

7.  Change  your  leader  style  to  fit  the  type  of  meeting. 

8.  Harness  a  variety  of  skills  to  get  sound  decisions. 

9.  Diagnose  and  treat  the  "hidden  agendas." 
10.  Build  a  bridge  from  the  meeting  to  the  goal. 

Each  point  falls  roughly  within  the  framework  of  a  conceptual  model 
of  the  meeting,  as  shown  in  Figure  45-1.  The  meeting  is  viewed  not  as  an 
activity  or  an  event  in  itself  but  merely  as  a  tool— a  communication  tool 
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Fig.  45-1.  Conceptual  model  of  the  meeting. 

for  getting  action  results,  not  at  the  meeting  but  somewhere  else,  later 
on.  As  you  direct  your  attention  to  these  ten  focal  points,  try  to  relate 
them  to  this  model  of  the  meeting,  as  a  tool  for  more  effective  com- 
munication. 

Plan  to  Solve  a  Problem,  Not  to  Hold  a  Meeting 

Why  is  it  that  a  top  executive  will  carefully  plan  his  own  expenditure 
of  time  but  will  think  nothing  of  calling  in  six  very  busy  key  executives, 
spending  hardly  a  moment  to  plan  how  to  use  their  valuable  time? 

In  one  company  the  top  six  managers,  who  said  they  spent  one-half 
their  time  in  conferences,  had  average  salaries  of  $15,000.  They  dis- 
covered their  meeting  time  was  costing  them  $45,000  per  year  in  salaries 
alone! 

A  problem-solving  approach  which  views  planning  as  a  mental  process 
is  what  is  needed.  This  is  the  way  you  plan  financial  moves  or  decide 
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market  strategy.  Why  not  think  this  way  when  you  consider  calHng  a 
meeting? 

What  is  the  problem  I'm  trying  to  deal  with? 
What  are  the  real  facts  of  the  case? 
How  could  I  go  about  solving  this  one? 

Too  often  we  may  think  we're  planning  when  we  busy  ourselves  with 
finding  a  good  meeting  place,  checking  on  time  and  availability  of  mem- 
bers, and  setting  the  date.  This  should  come  later.  This  is  scheduling— 
the  job  of  the  secretary  or  the  assistant.  The  important  few  minutes 
that  you  spend  asking  yourself  hard  questions,  not  about  the  meeting 
but  about  the /?ro6/^m,  can  be  real  money  savers  for  you. 

Use  the  Meeting  as  Your  Tool 

There  are  good  reasons  and  bad  reasons  for  calling  a  meeting,  and  a 
president  needs  to  know  the  differences.  Whether  you  are  swamped  with 
meetings  or  hold  very  few  of  them,  take  another  look  at  the  pros  and 
cons  for  calling  meetings.  The  basis  for  either  your  use  of  meetings  or 
your  neglect  of  them  may  be  worth  questioning. 

Some  Compelling  Arguments  against  Calling  a  Meeting.  A  meeting  is  only 
one  of  a  number  of  communication  tools.  In  many  situations,  other  tools 
are  often  just  as  good  or  better,  for  instance: 

1.  When  you've  got  to  act  fast.  Obviously  there  are  many  occasions 
when  phone  calls  are  excellent  substitutes  for  a  meeting.  Many  executives 
find  the  investment  in  improved  telephone  and  interoffice  communication 
facilities  worthwhile  for  making  the  phone  system  more  effective.  (Con- 
ference phones  are  a  useful  combination  of  these  two  ways  of  communi- 
cating.) 

2.  When  you've  got  a  wide  audience  to  reach.  Memos  and  letters  will 
reach  a  wider  audience.  It  often  helps  to  supplement  the  communication 
by  meeting  with  the  crucial  people  who  can  also  help  spread  the  word, 
again  combining  the  methods. 

3.  When  reactions  are  not  needed,  or  wanted.  Sometimes  you  send  out 
a  directive  which  can  hardly  be  misunderstood  and  which  you  don't  care 
to  have  questioned.  Why  hold  a  meeting  which  would  only  raise  questions 
that  you  don't  intend  to  answer? 

4.  When  the  problem  is  between  an  individual  and  yourself.  In  the 
friendliest  of  staff  meetings  there  are  personal  concerns  with  a  subordinate 
which  should  not  be  shared  with  the  others.  Better  to  handle  these  with 
the  individual  alone.  (Keep  in  mind  that  you,  the  superior,  may  not  be 
as  sensitive  to  this  need  for  protecting  the  individual  as  your  subordi- 
nate is.) 
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A  meeting  may  also  be  used  as  an  escape  or  excuse.  Maybe  all  of  us 
should  ask  ourselves  these  slightly  self-searching  questions  from  time  to 
time. 

Is  a  meeting  really  necessary  to  accomplish  this  task? 

Could  I  get  this  job  done  at  some  other  meeting,  later  on? 

Am  I  calling  this  meeting  to  get  some  listeners  and  increase  my  own  sense  of 
importance? 

Am  I  calling  this  meeting  to  get  other  people  to  do  my  homework  for  me? 

Am  I  calling  this  meeting  to  get  others  to  share  responsibility  for  decisions 
which  I  alone  should  make? 

A  meeting  is,  potentially,  the  best  communication  tool  you  have,  and 
the  proper  use  of  this  tool  may  be  of  great  importance  to  your  organi- 
zation. 

Some  Reasons  Which  Strongly  Favor  Calling  a  Meeting 

1.  When  you  must  be  sure  your  message  will  be  understood.  Most  of 
us  have  experimented  rather  widely  in  the  use  of  wTitten  communications 
and  are  aware  of  the  limitations  of  this  one-way  method.  In  fact,  the 
more  it  is  used,  the  less  effective  it  seems  to  be.  Executives  are  swamped 
daily  with  letters,  memos,  pamphlets,  etc.  Hourly  employees,  too,  are 
reacting  to  the  volume  of  communication  from  management.  ^Vhen  you 
must  be  sure  that  your  message  has  been  received  and  understood,  a 
meeting  to  deliver  the  communication,  or  at  least  to  check  on  it,  may  be 
the  only  safe  method. 

2.  When  you  want  to  get  subordinates'  reactions  and  stimulate  two-way 
communication.  Dropping  in  on  one  of  your  executives  for  a  person-to- 
person  talk  is  often  desirable,  but  it  is  not  always  the  best  means  for 
getting  his  real  reactions  and  opinions.  When  it's  you  versus  the  subordi- 
nate alone,  he  is  bound,  to  some  extent,  to  tell  you  what  he  thinks  vou 
want  to  hear.  This  is  inevitable  because  of  your  status  as  the  boss.  ^Vhen 
subordinates  are  together  in  a  meeting  with  you,  things  are  more  equal- 
ized and  real  two-way  communication  will  be  more  likely  to  develop 
betw^een  you  and  your  subordinate  group. 

3.  When  you  need  more  facts,  expert  opinions,  and  the  like.  The  smai-t 
chief  executive,  recognizing  that  he  can't  and  shouldn't  "know  every- 
thing," keeps  on  hand  a  wide  variety  of  resources  which  can  provide 
the  facts  he  needs.  A  meeting  can  often  help  him  pull  these  facts  together 
in  a  hurry. 

4.  When  you  need  creative  new  ideas,  approaches,  and  solutions.  The 
whole  is  greater  than  the  sum  of  its  parts.  The  clash  of  ideas,  exchange 
of  opinion,  and  working  through  to  solutions  by  a  group  can  often 
produce  superior  solutions. 
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5.  When  you  must  depend  on  others  to  carry  out  decisions.  It  is  well 
known  that  people  support  what  they  help  create.  How  often  do  we  take 
the  time  to  practice  this  principle  of  management?  If  members  are 
expected  to  implement  decisions,  they  need  to  be  involved  in  the  making 
of  decisions— not  just  to  make  them  happy  but  to  get  results. 

6.  When  you  icant  to  build  better  teamwork.  Too  often  staff  meetings 
are  called  only  at  times  of  crisis  when  there  is  real  trouble  and  the  staff's 
ability  to  stick  together  is  severely  tested.  Why  not  hold  meetings  in 
calmer  times,  too?  Members  need  to  feel  they  have  a  part  in  the  creation 
and  growth  of  their  organizational  unit. 

Mechanism  for  Improving  Functioning  of  Work  Groups.  Just  as  you  might 
use  a  meeting  as  an  excuse  for  getting  an  audience  or  escape  from 
decision  making,  your  failure  to  use  meetings,  on  the  other  hand,  could 
be  due  to  a  reluctance  to  expose  yourself,  to  share  problems  with  others, 
and  to  help  subordinates  to  grow. 

As  the  social  sciences  are  proving,  your  greater  strength  lies  in  more 
exposure  to  people,  not  less.  The  emerging  new  theory  of  organization 
views  a  company  as  a  series  of  interlocking  work  groups.  You  are  the 
leader  of  the  top  group  in  a  chain  of  groups.  Each  of  your  immediate 
subordinates  is  a  member  of  your  staff  group,  but  also  the  leader  of  his 
work  group  at  the  next  level.  Each  of  his  subordinates  is  a  member  of 
this  group,  but  also  the  leader  of  the  next  lower  echelon's  work  groups. 
This  is  described  graphically  in  Figure  45-2. 


Fig.  45-2.  Pictorialization  of  the  interlocking- work-group  theory. 

How  well  each  of  these  work  groups  learns  to  work  -with  others  and 
solve  its  problems  will  have  a  profound  effect  upon  how  well  the  total  or- 
ganization performs.  How  skillfully  each  manager  serves  as  a  member  of 
the  higher  group  and  leader  of  the  next  connecting  lower  group  will 
seriously  affect  coordination  between  these  tiers  of  groups  which  con- 
stitute the  organization. 

The  meeting  is  the  mechanism  by  means  of  which  work  groups  can 
improve    their   functioning   and   managers    can   improve    their   skills    as 
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member-leaders,  performing  the  so-called  vital  "linking-pin"  function. 
Thus  the  meeting  can  have  a  crucial  effect  on  the  entire  structure  and 
functioning  of  your  organization. 

Pick  Each  Member  as  a  Resource 

Think  twice  before  you  flip  the  switch  to  call  your  "kitchen  cabinet" 
into  a  meeting.  When  you've  got  a  problem,  "Smith,"  "Jones,"  and 
"Green"  may  first  come  to  your  mind.  Is  the  reason  you  call  them  that 
they  can  do  you  the  most  good  in  your  future?  Or  because  they  usually 
agree  with  you?  These  may  be  good  reasons  to  call  Smith,  Jones,  and 
Green,  even  so.  But,  depending  on  the  problem,  there  are  compelling 
reasons  why  you  should  call  in  various  other  kinds  of  people,  without 
regard  for  their  rank,  age,  position  in  the  organization,  or  even  whether 
you  like  them  or  not! 

For  example: 

You  may  not  customarily  call  a  shop  foreman  into  one  of  your  execu- 
tive meetings.  But  if  he's  got  to  institute  a  complicated  new  process  of 
manufacture,  wouldn't  he  be  more  "on  board"  if  he  helped  plan  it? 

You  may  be  planning  to  announce  a  new  procedure  for  interoffice 
correspondence.  Wouldn't  it  be  worth  calling  representative  shop  and 
office  managers  in  to  test  it  out  for  their  reactions? 

You  may  be  planning  an  ad  campaign  and  looking  for  new  ideas.  How 
about  some  of  the  salesmen  who  have  been  critical  of  the  advertising? 
Could  they  help  spark  some  fresh  approaches  that  the  agency  people 
might  not  think  of? 

You're  planning  a  meeting  to  discuss  the  company's  training  require- 
ments. Have  you  looked  for  resources  in  the  field  of  education  or  checked 
local  schools  and  universities  for  professional  vie^vpoints? 

Other  types  of  resources  are  worth  considering,  for  example: 

1.  The  idea  man  (his  ideas  aren't  all  good,  but  they  stimulate  thinking) 

2.  The  company's  informal  "communicator"  (he  seems  to  always  know 
what's  going  on  throughout  the  shop) 

3.  The  compromiser  who  can  help  smooth  things  over 

4.  The  technical  expert 

5.  The  man  who  should  give  his  "blessing"  to  the  project  (he  has 
informal  power) 

6.  The  guy  who  has  all  the  facts 

7.  A  key  member  of  the  department  which  might  block  this  project 

8.  Representatives  from  interested  groups  which  could  help  sell  the 
project  (board  of  directors,  executive  group,  foremen's  club— or  the  union) 

Meeting  resource  people  may  be  important  for  the  facts  they  can  supply. 
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their  experience,  their  personal  skills,  the  group  they  represent,  or  the 
special  role  they  can  perform  such  as  consultant,  expert,  compromiser, 
tester,  and  critic. 

But  it  is  important  to  be  clear  about  what  happens  to  a  meeting  each 
time  you  add  a  new  member.  According  to  communication  experts  you 
are  not  merely  adding  to  the  complexity  of  the  group,  you  are  multiplying 
its  complexity.  Up  to  somewhere  between  eight  and  eighteen  people  this 
increasing  complexity  may  be  desirable.  It  is  like  creating  a  more  complex 
mechanism  harder  to  handle  but  able  to  do  more  things.  But  keep  in 
mind  that  diminishing  returns  will  set  in. 

A  good  rule  of  thumb  is:  use  all  the  people  you  need  as  resources  but 
make  it  the  minimum  number  of  people. 

See  Your  Meeting  as  Others  See  It 

When  your  members  are  with  you  and  really  going  along  with  what 
you're  trying  to  do  in  a  meeting,  the  job  is  easy.  But  you  can't  assume 
this  will  happen  automatically.  Too  often  the  members  have  other 
purposes  for  attending  your  meeting  and  have  other  things  in  mind 
that  they  hope  to  get  out  of  the  meeting.  These  other  goals  may  work 
at  cross-purposes  to  yours  unless  you  do  something  about  them  both 
before  and  at  the  meeting. 

You  can  take  several  actions  beforehand  which  will  help  members  to 
see  the  meeting  better  in  terms  of  your  planned  agenda.  Such  actions  will 
help  them  to  have  some  of  their  needs  met,  too,  so  they  will  then  be 
able  to  work  for  what  you  want. 

1.  Send  them  word  of  the  problem  to  be  discussed  beforehand  and  tell 

them  to  do  some  thinking  about  it,  even  specify  what  kind  of  thinking 

you  want,  for  example: 

■  " '^  .       ■") 
What  holes  do  you  see  in  this  plan? 

How  can  we  put  this  plan  into  effect? 

What  other  approaches  does  this  plan  suggest? 

What  difficulties  can  we  expect  to  run  into  later  on? 

2.  Distribute  a  tentative  agenda  and  ask  for  comments  or  additions  to 
it.  Be  sure  you  acknowledge  their  contributions  at  the  meeting. 

3.  Brief  them  on  the  meeting's  purposes  and  ask  them  to  take  some 
specific  action  beforehand,  such  as: 

a.  Prepare  statistics. 

b.  Interview  several  employees  to  get  reactions  to  a  proposal. 

c.  Prepare  a  plan  and  the  like. 

You  should  not  assume  that  announcing  the  agenda  of  the  meeting 
beforehand  will  have   eliminated   conflicting  interests   at    the   meeting. 
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You  must  deal  with  them  again  at  the  start  of  the  meeting,  if  you  want 
to  have  the  members  with  you.  One  way  of  handUng  this  problem, 
especially  in  regular  staff  meetings,  is  through  the  use  of  "agenda  budget- 
ing." This  method  is  simple  enough,  if  you'll  use  it,  and  has  the  ad- 
vantages of  (i)  getting  people  involved  in  the  meeting  right  at  the  start, 
(2)  getting  their  agenda  items  shared  by  the  group,  and  (3)  getting  the 
members  to  share  responsibility  for  the  outcome  of  the  meeting. 
Here  are  the  steps  to  take: 

1.  Use  chart  pad  or  blackboard  to  list  agenda  items  you  have  selected 
for  the  meeting. 

2.  Ask  members  for  additional  items  they  would  like  to  have  covered. 

3.  Work  with  the  group  to  give  priorities  to  each  item,  labeling  them 
as: 

Urgent 

Important— today 
Important— this  week 
Individual  attention 

4.  Work  with  group  to  budget  time  to  be  spent  on  each  item. 

5.  From   time   to   time   during   the   meeting  review   and  revise    time 

budgets. 

You  may  find  that  the  joint  agenda  setting  may  take  six  or  seven 
minutes.  But  this  time  spent  in  getting  squared  away  even  for  an  hour 
meeting  is  a  worthwhile  expenditure  in  getting  them  with  you. 

Dont  Tolerate  Late  Attendance,  Interruptions,  and  So  Forth 

Have  you  ever  noticed  that  a  sloppy  meeting  room  tends  to  create 
sloppy  meeting  procedures?  That  carelessness  in  being  on  time  mav 
cause  a  meeting  to  start  extremely  slowly?  That  allowing  members  to  take 
phone  calls  during  a  meeting  will  decrease  everyone's  sense  of  the  im- 
portance of  the  meeting? 

Every  meeting  you've  ever  attended  has  been  affected,  for  good  or  bad. 
by  the  setting  which  surrounds  it.  And  the  setting  is  a  reflection  of  the 
standards  of  the  organization. 

When  you  call  a  meeting  you  have  the  power  to  insist  upon  a  setting 
which  will  create  a  pleasant  atmosphere,  conducive  to  work.  The 
standards  you  set  will  become  the  standards  for  the  organization.  Here 
are  some  suggested  criteria  for  the  proper  setting: 

Before  the  meeting: 

1.  Give  them  minimum  forty-eight  hours  notice  of  time  and  place. 
Impossible?  Sure,  for  emergency  meetings.  But  you  might  be  surprised 
how  many  executives  have  found  it  can  be  done.  And  someho^v  there 
get  to  be  fewer  of  these  "emergencies." 

2.  Tell  them  how  long  the  meeting  will  last.  How  can  you  tell?  Once 


CONDUCTING  MANAGEMENT  MEETINGS  961 

you  Start  predicting  you'll  become  more  and  more  accurate.  Many  execu- 
tives can  tell  within  minutes. 

3.  Tell  them  exactly  why  the  meeting  was  called.  A  good  reason  why 
can  make  a  lot  of  difference  in  their  attitude  toward  the  meeting. 

4.  Tell  them  what  the  meeting  is  expected  to  accomplish.  Don't  tell 
them:  "To  discuss  a  new  product."  That's  too  vague.  Say:  "To  set  up 
production  schedule  for  Model  J  A." 

5.  Tell  each  why  he's  invited  and  what  he's  expected  to  do.  Don't 
hamstring  people  with  rigid  assignments,  but  suggest  beforehand:  "Jones, 
would  you  be  prepared  to  look  at  this  in  terms  of  possible  production 
snags?"  "Rogers,  would  you  just  listen  in?  You'll  be  facing  this  problem 
next  year." 

At  the  meeting: 

1.  Insist  on  prompt  attendance,  but  always  be  on  time  yourself  to 
your  own  or  others'  meetings. 

2.  Don't  allow  phone  interruptions.  Have  calls  held  for  answering  at 
breaks  or  right  after  meetings. 

3.  Have  the  meeting  room  checked  beforehand.  Don't  take  this  for 
granted.  Have  someone  check  for:  . 

Ventilation  v/  '        '  " 

Lighting  '  ^-  .^ 

Noise  level  ,  ,  .  -  , 

Seating  arrangement  -  ,/        ? 

Paper,  pencils 

4.  Have  blackboard  or  standing  chart  pad  available.  Being  able  to  list 
agenda  or  suggestions  easily  or  sketch  your  plans  for  the  group  to  see 
helps  communication  and  saves  time. 

5.  Arrange  the  seating  to  fit  the  7neeting.  If  this  is  strictly  a  boss- 
subordinate  staff  meeting,  it  may  be  appropriate  to  occupy  your  swivel 
chair  at  your  executive  desk.  But  if  you  want  to  be  seen  and  heard  as  just 
another  resource  on  a  problem,  get  away  from  that  status  symbol,  your 
desk.  Try  an  equalized  arrangement  around  a  table,  for  instance,  or 
eliminate  desk  and  table  entirely. 

While  many  of  these  standards  may  sound  strict— or  even  trite— most 
subordinates  will  welcome  them  if  they  are  used  fairly.  They'll  adopt 
them  for  their  meetings,  too.  But  don't  allow  too  much  obvious  attention 
to  administrative  details  to  create  a  stiff,  formal  atmosphere  at  the  start 
of  the  meeting.  The  opposite  result  is  to  be  desired. 

Share  the  Responsibility  for  Starting  Out  Right 

The  more  important  the  meeting,  the  more  concerned  you  may  get 
about  getting  it  off  to  a  good  start.  But  the  more  concerned  you  get 
about  starting  right,  the  more  likely  you  are  to  start  off  wrong. 
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Why?  Because  you're  worrying  about  it  and  probably  taking  all  the 
responsibility  on  yourself.  You're  not  thinking  about  letting  this  respon- 
sibility be  shared  by  the  other  members.  So  they're  not  thinking  about 
how  they  can  help.  Moral:  At  the  start  of  the  meeting  think  in  terms  of 
"How  can  I  help  this  group  of  people  take  responsibility  for  this  job?" 
If  you  don't  do  this,  you'll  hold  the  bag  all  the  way. 

The  second  trap  is  related  to  the  first.  You  are  probably  well  prepared, 
yourself,  to  go  to  work  on  the  problem.  Maybe  you're  overprepared  with 
action  plans.  So  in  your  concern  for  the  job,  you  forget  the  feelings  of 
these  other  members.  They  don't  have  your  background  or  your  status; 
they  aren't  sure  about  what's  going  to  happen  next.  They  are  a  little 
uneasy  about  what  their  fellow  members  may  be  thinking  about,  too. 
Consequently,  they  may  not  really  hear  what  you  are  saying. 

Moral:  At  the  start  of  the  meeting  take  the  time  to  set  an  atmosphere 
and  establish  friendly  relationships  between  yourself  and  the  members— 
and  between  members.  If  you  don't,  you  may  have  everybody  plaving  it 
close  to  the  chest,  protecting  their  interests  and  avoiding  respon- 
sibility. 

Much  depends  on  your  faith  in  the  group's  ability  to  solve  problems 
and  your  willingness  to  let  them  take  the  bull  by  the  horns.  There  are 
also  a  number  of  specific  things  you  can  do  to  avoid  these  traps: 

1.  Be  sure  everyone  clearly  understands  the  long-range  objectives  for 
which  the  meeting  was  called-where  this  meeting  fits  in  the  larger  pic- 
ture. (The  meeting  must  be  a  part  of  this  picture.) 

2.  Be  sure  to  explain  just  what  this  particular  meeting  is  for  and  what 
tasks  have  to  be  completed.  The  more  specific  you  can  be  the  better, 
including  an  estimate  of  the  time  required. 

3.  Be  sure  each  person  knows  why  he  is  here.  Even  if  you  explained 
this  to  the  members  beforehand,  everyone  should  be  briefed  as  to  the 
reasons  why  each  was  invited. 

4.  Be  sure  everybody  knows  the  meeting  plan  before  you  go  to  work 
on  the  agenda. 

5.  But  don't  be  a  mother  hen!  It's  easy  to  overplan  what  each  member 
should  do.  After  a  general  briefing,  let  them  be  flexible  about  how  thev 
participate. 

When  your  members  know  what  you  want,  what  they're  supposed  to  do. 
are  not  overconcerned  about  their  personal  goals,  know  the  rules  of 
the  game,  and  feel  comfortable  with  you  and  their  fellow  members, 
they'll  be  ready  and  willing  to  work. 

Change  Your  Leader  Style  to  Fit  the  Type  of  Meeting 

Executives  in  many  organizations  view  their  president's  behavior  in 
meetings  as  being  either  autocratic  or  democratic,  usually  the  former. 
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But  if  you   are  seen   consistently   as  either  one  or   the  other,   you   are 
probably  limiting  your  effectiveness.  You  should  be  both. 

It  all  depends  on  the  kind  of  meeting  and  its  requirements.  All  meet- 
ings fall  generally  into  five  major  categories,  and  for  each  category  you'll 


If  this  is  the  type  of  meeting. 


Information  giving 


2.     Information  collecting- 


3.     Decision-making 


l> 


4.     Decision-selling  -- 


5.     Problem-solving 


Such  as:    addressing 
a  civic  group,    making 
year-end  report  to  em- 
ployees,   explaining  a 
directive  to  the  staff. 


Such  as:    interviewing 
new  employees,   hearing 
union  committee  opinions, 
getting  staff  member  re- 
ports. 


Such  as:    establishing 
new  pricing  policy,  plan- 
ning a  cost  reduction 
program,    setting  up  the 
work  schedule. 


Such  as:    getting  staff 
members  to  accept  new 
organization  set-up 
passed  down  by  the  Board 
(not  open  to  questions): 
getting  subordinates'  to  go 
along  with  your  decision 
on  capital  equipment 
policy. 

Such  as:    figuring  out  how 
to  handle  a  difficult 
customer,    helping  each 
other  on  best  ways  to 
hold  talks  with  subor- 
dinates 


.  .  ,  this   style  is  best  suited 

Autocratic   --  Because  it's  from 
you  to  them  with  little  need  for 
reactions  from  them  or  further 
explanation. 


Shared  (a  better  word  for  "demo- 
cratic") --  Because  lots  of 
participation  is  important  to  get 
the  facts  out.    Members  stimulate 
each  other. 


Shared  --  Because  almost  every 
member  can  perform  useful 
functions  and  members  need  to 
become  committed  to  follow-up 
action. 


Autocratic  --As  far  as  any  ques- 
tioning of  the  decision  (which  has 
already  been  made)  but  shared  as 

far  as  carrying  out  the  decision  - 
because  intelligent,    individual 

commitments  to  action  are 

needed. 


Shared  --  Because  it  calls  for 
flexibility  and  the  use  of  all 
resources  available. 


Fig.  45-3.  Five  general  categories  of  meetings  and  the  best-suited-leader  style. 


find  that  one  style  of  chairmanship  is  usually  best.  The  five  general 
categories  of  meetings  are  given  in  Figure  45-3,  graphically  as  well  as 
verbally,  along  with  the  leader  style  best  suited  for  each  category. 

General  guides  to  meeting  chairmanship  are  given  in  Figure  45-3,  but 
let's  take  a  closer  look  at  things  you  can  do,  as  chairman,  during  the 
meeting.  For  most  meetings  where  decisions  must  be  made,  it  is  recom- 
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mended  that  you  use  the  "shared"  style.  Why?  Not  just  because  this  is  the 
"good  way"  or  "the  American  way"  necessarily,  but  because  in  the  long 
run  it's  the  most  efficient.  Let's  look  a  little  closer  at  the  meeting  to  see 
why. 

What  makes  a  meeting  tick?  What  are  the  things  that  must  be  done,  the 
functions  that  must  be  performed  if  a  meeting  group  is  to  reach  its  goal 
of  making  a  decision  or  completing  an  agenda? 

The  meeting  has  to  get  started. 
Ideas  must  be  proposed. 
Facts  must  be  presented  and  tested. 
Solutions  must  be  suggested. 

These  can  be  called  getting-the-job-done  actions.  Each  of  these  is  a 
function  which  must  be  performed  if  the  job  is  to  get  done.  But  ^\ho 
performs  them?  Generally  speaking,  any  member  of  the  meeting,  at 
times,  may  be  able  to  perform  one  or  two  or  maybe  more  of  these 
functions. 

A  meeting  is  a  group  of  individuals  interacting  with  each  other  in  some 
pretty  complex  ways  to  try  to  get  a  job  done.  And  so  it  is  vital  that  they 
stick  together  as  a  group  and  develop  teamwork  en  route  to  the  goal. 
What's  more,  most  meetings  don't  reach  the  ultimate  goal  at  the  meeting, 
but  through  individual  members'  actions  later  on,  back  on  the  job.  If 
a  member  is  not  really  on  the  team  during  a  meeting,  he  is  less  likely 
to  do  his  share  in  carrying  out  the  decision  afterward.  So  another  series 
of  functions  is  required  to  hold  the  group  together.  Some  of  these  may 
be  less  obvious: 

Helping  quiet  members  to  participate 
Complimenting  the  group  on  its  progress 
Relieving  tension  with  a  joke  or  pleasant  story 
Mediating  in  an  argument 

These  group-building  functions,  unfortunately,  are  less  often  performed 
than  the  getting-the-job-done  type.  They  are  usually  performed  by 
thoughtful  members  without  sanction  from  others.  Often  we  feel  a  little 
bit  irritated  and  frustrated  that  we  have  to  spend  time  on  people  that 
is  not  related  to  the  task.  Yet  these  group-building  functions  are  vital 
to  the  meeting  in  progress  and  to  the  results  afterward  and  mav  be 
important  with  respect  to  future  good  relations  between  the  members. 

Shared  chairmanship  is  when  the  chairman  gets  most  of  the  job  and 
group-building  functions  performed  by  members  and  takes  the  respon- 
sibility to  guide  the  group.  You  can  see  the  advantages  of  this  style  for 
most  complex  meetings;  it  gets  more  people  working  on  the  problem. 
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Under  the  autocratic  chairmanship  the  chairman  performs  most  of 
the  functions.  If  the  major  function  is  simply  information  giving,  there's 
no  difficuky.  But  if  this  is  a  decision-making  meeting,  the  autocratic 
chairman  will  have  to  be  the  starter,  opinion  seeker,  opinion  giver, 
collaborator,  coordinator,  tester,  summarizer,  encourager,  consensus  taker, 
nose  counter,  standard  setter,  mediator,  decision  maker,  evaluator,  and 
Lord  High  Everything  Else!  Obviously,  he  will  have  little  time  to  think 
ahead  and  guide  the  group.  The  members,  not  being  encouraged  to  help 
out,  will  look  to  him  for  the  performance  of  all  these  functions  and  may 
sit  on  their  hands. 

Under  the  shared  style,  the  chairman  delegates  leadership  to  other  mem- 
bers of  the  meeting,  but  he  can  never  abdicate  responsibility  for  seeing 
to  it  that  the  job  is  done.  In  that  case  he  would  be  using  laissez-faire 
chairmanship,  a  third  style,  but  one  not  recommended  for  presi- 
dents! 

Harness  a  Variety  of  Skills  to  Get  Decisions  Made  Soundly 

You  probably  agree  that  making  decisions  is  the  number  one  require- 
ment of  being  a  president.  But  the  decisions  you  first  think  of  are 
probably  the  ones  you  make  yourself,  individually,  or  maybe  with  counsel 
from  others. 

But  how  about  the  increasing  number  of  decisions  which  have  to  be 
made  in  a  meeting  by  more  than  one  person-where  you  alone  can  no 
longer  be  expected  to  grasp  the  whole  complex  picture  and  where  joint 
agreement  and  action  are  required? 

Numerous  studies  of  the  way  in  which  decisions  are  made  in  meetings 
reveal  that  many  groups,  often  at  high  levels  in  an  organization,  do  a 
distressingly  poor  job  of  decision  making.  To  test  your  own  performance, 
try  keeping  tabs  on  the  movements  of  one  of  your  staff's  decision-making 
meetings  through  these  five  phases: 

1.  Defining  the  problem  - 

2.  Collecting  information 

3-  Identifying  alternative  solutions 

4.  Testing  alternatives  - 

5.  Determining  action 

Of  course,  no  meeting  group  is  likely  to  proceed  logically  and  syste- 
matically from  numbers  i  to  5,  nor  would  this  necessarily  be  desirable. 
But  if  your  meeting  group  jumps  almost  immediately  from  i  to  5,  ^vithout 
further  defining  the  problem  or  concerning  itself  about  facts,  it  will 
be  behaving  the  way  many  groups  do-rather  immaturely. 

If,  on  the  other  hand,  your  meeting  proceeds  more  or  less  along  the 
lines  indicated  in  Figure  45-4:  defining  the  problem,  getting  facts,  re- 
defining,  trying  out  solutions,  defining  the  problem  again,  testing-and 
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going  back  and  forth  but  gradually  moving  forward-then  your  decision- 
making processes  are  probably  in  good  shape. 

Five  major  factors  will  help  this  process  to  function  well  and  produce 
good  decisions  in  meetings: 

1.  A  clear  definition  of  the  problem  (about  which  a  decision  is  to  be 

made) 

2.  A  clear  understanding  as  to  who  is  to  make  the  decision  (or  what 

group  has  the  responsibility) 

3.  Effective  communication  within  the  group  making  the  decision,  so 
that  the  maximum  number  of  good  solutions  are  brought  out  into  con- 
sideration 

4.  Some  mechanism  for  thorough  testing  of  the  various  alternatives 

under  consideration 

5.  Some  mechanism  for  obtaining  commitment  to  action 


DEFINE  THE  PROBLEM 

COLLECT   INFORMATION 

IDENTIFY    ALTERNATIVE    SOLUTIONS 

TEST    ALTERNATIVES 

DETERMINE   ACTION 


Fig.  45-4.  A  preferred  course  for  decision-making  meetings. 

Here  are  some  factors  which  often  tend  to  block  good  decisions.  Ask 
yourself  which  of  these  blocks  develop  in  your  meetings: 

1.  Grabbing  at  the  first  few  alternatives  that  are  suggested,  as  the 
only  ones.  (Do  your  subordinates  usually  accept  your  suggestions  without 
question?) 

2.  Jumping  to  a  decision  without  testing  it. 

3.  Asking  people  to  make  a  decision  without  data. 

4.  Failing  to  build  in  an  action  commitment. 

5.  Placing  responsibility  for  decision  making  too  high  in  the  organiza- 
tion. (Experiments  have  shown  that  when  people  who  must  carry  out 
decisions  at  lower  levels  are  involved  in  making  the  decisions,  their 
productivity  and  morale  increase.) 

6.  Having  the  high-status  person  or  chairman  state  his  attitude  too 
early  in  the  decision-making  process.  (Do  you  usually  tell  your  staff  your 
own  feelings  first?  If  you  really  want  others'  opinions,  hold  off  on  vour 

own!) 

7.  Failure  to  take  an  experimental  attitude  toward  taknig  action, 
which  produces  a  fear  of  failure.  ("Let's  not  take  any  chances.") 

But  the  best  of  procedures  will  not  produce  effective  decision  making. 
Good  chairmanship,  which  stimulates   all  members  of  the  meeting  to 
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participate,  is  needed,  too,  in  order  to  get  the  right  meeting  functions 
performed  at  the  right  times.  Below  are  six  functions,  necessary  parts 
of  the  decision-making  job.  Think  about  your  last  decision-making 
meeting  and  ask  yourself  these  questions  about  how  the  functions  were 
performed: 

Defining  the  Problem 

{For  example:  "The  Chairnian  of  the  Board  asked  lis  to  .   .  .") 

How  well  was  the  information  assembled?  Was  the  job  clearly  defined? 
Was  the  problem  stated  without  slanting?  Was  the  importance  of  the 
problem  really  understood?  Were  members  involved? 

Clarifying 

("Could  someone  try  to  state  the  problem,  again  to  make  sure  we  all 
have  it?") 

Was  any  attempt  made  to  restate  the  problem?  Was  opportunity  given 
for  questioning?  Were  members  called  in  to  help  clarify? 

Keeping  Discussion  on  the  Beam 

i^'W e' re  getting  o§  course  a  hit  .  .  .")  -    --  ' 

Were  members  concerned  about  staying  on  the  subject?  Were  tem- 
porary digressions  permitted? 

Summarizing 

("This  is  what  we  have  been  saying  .  .   .")  j 

Who  did  the  summarizing?  Did  he  come  in  at  the  right  time? 

Testing  Consequences  of  Emerging  Decision 

{^' What  does  this  decision  involve?") 

How  did  we  determine  when  we  were  ready  to  make  decisions?  What 
checks  were  made  on  realities  of  the  decision? 

Decision  Making 

{^'Are  we  all  agreed  that  .  .  .  ?"  ".  .   .  Is  this  what  we'll  do  then?") 

How  was  the  decision  made:  majority  vote;  consensus;  silent  consent? 

Diagnose  and  Treat  the  Hidden  Agendas 

Do  you  have  a  good,  clear  reason  for  a  meeting?  The  right  resources? 
A  conducive  setting?  Good  working  procedures?  Then  there's  nothing  in 
the  way  of  your  logical,  intelligent  progress  to  a  conclusion.  Nothing, 
that  is,  except  the  people. 

Long  experience  confirms  the  fact  that  the  best  of  people— when  you 
get  them  together— do  not  always  work  logically  or  react  intelligently. 
In  spite  of  the  best-laid  plans  and  procedures,  groups  ^vrangle  o^'er  un- 
important points  and  neglect  the  important  issues.  They  make  decisions, 
at  times,  that  any  five-year-old  could  have  made  better  by  himself.  They 
wallow  around  in  a  morass  of  muddled  thinking.  Why  do  they  do  this, 
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when  each  member,  individually,  is  a  reasonably  intelligent  and  normal 
adult? 

Here  are  some  useful  clues  to  this  "mystery,"  which  is  termed  "The 
Case  of  the  Hidden  Agenda,"  by  Dr.  Leland  P.  Bradford,  director  of  the 
National  Training  Laboratories,  the  organization  which  has  done  much 
of  the  original  research  and  training  in  group  development  and  leader- 
ship training: 

We  need  to  realize  that  groups  are  working  simultaneously  and  continuouslv 
on  two  levels.  One  level  is  formally  labelled.  Whether  confused  or  clear,  simple 
or  difficult,  this  is  the  obvious,  advertised  purpose  for  which  the  group  meets.  It 
represents  the  acknowledged  task  facing  the  group:  to  nominate  a  slate  of  officers, 
to  plan  a  meeting  or  conference  ...  it  is  the  open  and  acknowledged  agenda 
for  a  group. 

Unlabelled,  private  and  covered,  but  deeply  felt  and  very  much  the  concern 
of  the  group,  is  another  level.  Here  are  all  the  conflicting  motives,  desires, 
aspirations,  and  emotional  reactions  held  by  the  group  members  that  cannot  be 
fitted  legitimately  into  the  accepted  group  task.  Here  are  all  of  the  problems 
which,  for  a  variety  of  reasons,  cannot  be  laid  on  top  of  the  table. 

Dr.  Bradford  calls  these  the  "hidden  agendas." 

Each  agenda  level  affects  the  other.  When  a  group  is  ^vorking  along 
successfully  on  its  surface  agenda,  the  major  hidden  agendas  probably 
have  been  settled  or  have  been  put  to  sleep.  But  let  the  group  reach  a 
crisis  on  the  surface  agenda  and  these  sleeping  agendas  will  come  to  life. 

Groups  work  hard  on  either  or  both  of  these  agendas.  A  group  may 
have  been  working  hard  on  its  surface  agenda  and  getting  nowhere. 
Suddenly  it  starts  to  move  efficiently  on  its  appointed  job  and  quicklv 
reaches  a  conclusion.  Explanation:  the  group  had  to  work  on  its  hidden 
agenda  and  get  it  out  of  the  way  before  it  could  go  to  work  on  the  task. 

Hidden  agendas  aren't  good  or  bad.  They  simply  are.  They  mav  be 
conscious  or  unconscious,  but  it  does  no  good  to  bury  them  and  pretend 
they  don't  exist.  A  better  solution  is  to  recognize  them  for  what  they 
are,  then  deal  with  them.  First,  what  are  they? 

Here  are  some  typical  hidden  agendas: 

The  plant  manager  has  a  hip-pocket  solution  to  the  production-line 
problem  being  discussed,  which  he  wants  the  production  planning  com- 
mittee to  buy.  He  awaits  his  chance  to  pull  it  out  and  slip  it  into  the 
discussion,  but  meanwhile  his  mind  is  closed  to  everything  else.  His 
hidden  agenda  definitely  affects  the  others  throughout  the  meeting  be- 
cause of  this  detached  attitude  of  his. 

The  sales  manager  is  in  a  meeting  to  discuss  quality  problems.  Some 
of  the  problems  are  caused  by  errors  in  specifications  made  in  engineering, 
which  is  managed  by  his  best  friend.  Although  not  present  at  the  meet- 
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ing,  the  engineering  manager  is  an  "invisible  member"  of  the  meeting. 
He  is  strongly  influencing  the  sales  manager  to  protect  his  engineering 
interests,  creating  an  active  but  hidden  agenda  for  the  sales  manager. 

The  Hidden  Agenda  and  the  Leader.  When  a  new  committee  is  formed, 
even  among  people  who  know  each  other,  each  individual  is  concerned 
with  his  place  in  the  group.  Each  wants  to  know  what's  expected  of  him 
and  how  far  he  should  move,  and  depending  on  how  important  the 
group  is  to  him,  this  need  for  respect  or  position  or  power  will  be 
more  or  less  intense.  Hidden  agendas  are  almost  always  at  work  in  these 
opening  moments  of  a  new  committee's  first  meeting. 

As  the  leader  of  groups,  you  need  to  be  equally  aware  of  the  effect 
hidden  agendas  of  various  kinds  may  have  on  you  in  the  leading  role: 

1.  Hidden  agendas  may  be  held  occasionally  by  an  individual  member 
in  relation  to  your  leadership.  A  member  may  compete  with  you  (often 
without  realizing  it)  for  influence  over  the  others.  In  various  ways  he  may 
try  to  prove  himself  more  important  than  you  are,  but  never  challenge 
your  official  position.  Or  he  may  feel  hostile  to  all  leaders  and  take  it  out 
on  you.  Or  another  member  unconsciously  may  be  influenced  by  a  need 
to  be  dependent  on  you,  to  lean  on  you.  Another  member  may  con- 
sciously plan  to  support  you  because  you  have  power  to  aid  a  special 
interest  of  his  which  is  entirely  off  the  subject  of  the  meeting. 

2.  The  group  itself,  for  example,  your  staff  group,  may  have  a  hidden 
agenda  in  relation  to  you,  the  leader.  If  you  are  too  dominant,  the  hidden 
agenda  may  take  the  form  of  passive  resistance.  Sometimes  a  group  with- 
out realizing  it  particularly  is  following  the  leadership  of  one  of  its 
members  while  permitting  the  official  leader  to  "go  through  the  motions" 
of  leading  it. 

3.  In  your  position  of  leadership  you  will  be  influenced  by  your  own 
hidden  agendas.  One  of  these  may  be  your  (carefully  hidden)  desire  to 
box  the  ears  of  a  subordinate;  another  may  be  a  hip-pocket  solution  which 
you'll  pull  out  when  the  group  seems  stymied.  One  of  the  most  powerful 
but  subtle  hidden  agendas  may  be  a  need  of  yours  to  maintain  leadership 
at  any  cost.  A  tough  job  of  yours  as  president  is  to  allow  your  group  of 
executives  to  grow  up  and  be  less  dependent  on  you.  But  just  as  the  best 
of  parents  do,  you  may  be  using  little  ways  to  retain  more  control  than 
is  really  needed. 

When  it  comes  to  doing  something  about  hidden  agendas,  more  than 
anyone  in  the  organization  you  can  help  the  groups  of  people  under  you 
to  diagnose  and  deal  with  these  subtle  problems.  Here  are  several  ways  of 
approaching  hidden  agendas: 

1.  Be  ever  alert  for  their  presence.  (You  need  to  recognize  them  before 
you  can  deal  with  them.) 

2.  Keep  in  mind  that  a  meeting  operates  at  two  levels,  so  don't  always 
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expect  top-speed  action  on  the  surface  task  assigned.  Other  problems  of 
personaHties  may  be  gnawing  at  each  other  underneath. 

3.  Make  people  comfortable  enough  to  bring  out  their  hidden  agendas. 
Help  establish  the  feeling  that  it's  OK  and  useful  to  talk  about  these 
things.  ("How  do  you  really  feel  about  this  problem,  Joe?") 

4.  But  don't  force  discussion  of  a  subsurface  problem  which  they  really 
can't  face  at  the  moment. 

5.  Don't  get  angry  or  discipline  the  members  for  their  hidden  agendas. 
They  can't  help  them— don't  even  know  that  they  have  them. 

6.  Help  the  meeting  members  develop  ways  of  handling  hidden  agendas 
just  as  they  handle  surface  agendas.  They  need  to  learn  to  open  up  the 
problem,  get  the  facts  about  it,  and  work  out  a  solution. 

One  way  of  working  on  the  reduction  of  hidden  agendas  in  your  regular 
meetings  is  to  hold  short  review  sessions  during  the  last  ten  or  fifteen 
minutes. 

You  might  discuss  questions  like  these: 

What  kept  us  from  making  progress  on  that  last  decision? 
What  did  we  do  that  suddenly  brought  on  complete  agreement? 
Why  did  it  take  us  so  long  to  get  going  this  morning? 
Who  performed  the  crucial  roles  during  the  meeting? 
What  would  we  do  differendy  if  we  had  to  do  it  again? 

Hidden  agendas  are  neither  good  nor  bad.  They're  simply  part  of  the 
game.  But  we  need  to  be  conscious  of  them  and  deal  with  them  the  way 
we  deal  with  the  surface  problems.  They  are  every  bit  as  real. 

Build  a  Bridge  from  Meeting  to  Goal 

You  want  results,  not  meetings.  You  want  results  in  terms  of  decisions 
carried  out,  actions  taken,  things  done.  Unless  a  meeting  produces  results 
afterward,  then  no  matter  how  successful  it  seemed  to  be  at  the  time, 
the  meeting  failed.  (Classic  example:  the  sales  manager  "inspires"  die 
salesmen  to  "get  out  and  sell,"  but  spends  no  time  discussing  what  each 
could  do  differently  to  get  results.) 

Too  often  what  you're  going  to  do  afterward  isn't  planned  until  the 
meeting  is  over;  then  it  is  too  late  to  do  any  good.  Follow-up  should  be: 

1.  Planned  before  the  meeting 

2.  Planned  throughout  the  meeting 

3.  Replanned  in  terms  of  action  before  the  end  of  the  meeting 
Planning  follow-up  at  the  start  of  planning  the  meeting  happens  auto- 
matically if  you  are  really  viewing  the  meeting  as  a  means,  not  an  end. 
In  this  case  you'll  be  looking  at  the  ultimate  goal  and  considering  how 
the  meeting  will  help  move  you  to  that  goal. 
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The  Matter  of  Minutes.  During  the  course  of  the  meeting  a  common 
method  for  on-the-job  planning  of  follow-up  is  meeting  minutes.  Let's 
take  a  new  look  at  this  old  "necessary  evil." 

The  minutes  of  most  meetings  are  a  colossal  bore  and  practically  useless 
because  either  much  too  little  or  much  too  much  is  recorded.  The  ridicu- 
lous assertion  that  "if  you  can't  put  it  all  on  one  page,  it  isn't  worth 
saying"  has  produced  smatterings  of  records  which  are  so  abstract  as  to 
be  meaningless  to  everyone  but  the  recorder.  Yet  this  habit  of  boiling 
down  until  the  content  is  boiled  away  is  an  extreme  reaction  to  the 
opposite  malady:  voluminous  word-for-word  notes  which  still  plague 
some  executive  groups. 

The  key  to  the  problem  of  minutes  lies  in  making  a  distinction  between 
meeting  content  and  meeting  procedures.  "John  makes  a  motion,  several 
disagree,  there  is  a  discussion,"  and  so  on;  these  are  procedural  things. 
Your  group  should  forget  these  and  instead  get  on-the-spot  highlights  of 
zvhat  the  meeting  produces,  not  what  goes  on  in  the  meeting.  The  latter 
will  produce  useful  and  reasonably  detailed  notes. 

Members  can  rotate  this  function,  or  else  a  secretary  of  the  group  can 
perform  it.  In  either  case,  if  the  recorder  is  required  continually  to  check 
with  the  group  to  be  sure  of  accuracy,  the  recording  will  provide  a 
positive  steering  and  summarizing  function  for  the  meeting  group. 

Here  are  some  do's  and  don't's  for  your  recorder:  , 

DO: 

1.  Record  selectively. 

2.  Try  such  methods  as  labeling  one  column  "problems,"  another 
"agreement  and  decisions,"  still  another,  "bright  ideas." 

3.  In  a  meeting  which  tackles  a  problem  or  issue,  state  the  problem  and 
note  the  major  points  of  agreement  and  disagreement  and  the  conclusions. 

4.  If  you  are  in  doubt  about  the  group's  opinion  on  a  point,  ask  the 
group  to  check  the  accuracy  of  your  record. 

5.  One  method  of  recording  is  to  take  down  everything  and  organize 
later.  Try  instead  to  organize  for  final  presentation  as  you  go  along.  This 
will  not  only  clarify  your  understanding,  but  will  enable  you  to  give  an 
on-the-spot  summary  of  discussion  if  the  group  calls  for  it. 

6.  Be  ready  to  give  a  summary  of  what  has  gone  on  if  the  group  re- 
quests it  during  the  meeting. 

DON'T: 

1.  Try  to  take  down  all  details  of  the  process.  Concentrate  on  content. 

2.  Hesitate  to  ask  the  group  to  correct  and  amend  your  record  ^vhere 
you  are  in  doubt. 

3.  Use  startlingly  new  language  in  summarizing  discussion  without 
asking  the  group  if  you  have  changed  its  meaning. 
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4.  Fail  to  work  with  leader  (or  whole  group)  in  planning  what  records 
are  needed  in  this  meeting  and  for  later  use. 

Recheck  Your  Position.  Follow-up  action  taken  only  at  the  close  of  a 
meeting  may  be  too  little  and  too  late.  Often  a  group  makes  a  decision, 
sighs  "Thank  heaven  that's  done!"  and  files  out  of  the  conference  room 
under  the  impression  that  the  meeting's  goal  has  been  reached. 

Far  from  it,  you've  merely  made  a  decision.  The  second  phase  of  the 
problem  is:  "How  do  we  get  it  carried  out  successfully?"  You're  safer  if 
you'll  create  for  yourself  a  mental  picture  of  two  meetings  in  one.  The 
first  meeting  makes  the  decision;  the  second  plans  to  carry  it  out.  Here 
are  the  possible  steps  in  the  second  of  these-the  implementation  session. 

1.  Test  consequences  of  the  decision 
What  does  it  mean? 

How  does  it  relate  to  other  projects,  activities,  policies? 
Is  this  decision  possible?  Is  it  realistic? 

How  about  cost,  time,  facilities,  availability  of  people  to  carry  it  out? 
What  are  the  possible  effects  of  this  on  other  departments?  On  cus- 
tomers? Suppliers?  Or  even  on  the  community? 

2.  Test  understanding  and  fnember  commitment 
Is  everyone  clear  as  to  what  this  means? 

Is  each  one  willing  to  go  along? 

Are  there  any  other  concerns  or  misgivings? 

Does  anyone  see  any  major  pitfalls? 

3.  Plan  next  steps 
Who  does  what? 
Who  will  coordinate? 

How  about  follow-up  reports  or  follow-up  meeting? 

Schedule  of  time,  place,  and  people. 
Follow-up,   which,    through   the   commitment   of  members   to   action, 
builds  a  bridge  from  the  meeting  to  the  goal,  is  the  final  focal  point  for 
getting  pay-off  from  your  meetings.  But  this  pay-off  will  depend  also  upon 
all  the  actions  that  have  gone  before. 


SUMMARY 

You  should  not  assume  you'll  hold  a  meeting  before  first  analyzing  the 
problem  you  face.  Then  you  should  consider  the  meeting  as  just  one  of 
several  possible  communication  tools  available  to  you.  It  is  a  useful  tool 
for  many  purposes,  especially  as  an  organization  builder.  But  be  sure  you 
are  using  it  for  the  right  purposes. 

Many  kinds  of  people  resources  should  be  considered  in  the  planning 
of  a  meeting,  for  often  we  forget  the  resources  our  organization  has  to 
offer.  But  for  members  to  be  of  maximum  usefulness  they  need  to  feel 
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involved.  You  should  always  plan  in  terms  of  their  goals  for  the  meeting; 
then  they'll  be  able  to  accept  your  goals  too.  The  mechanics  of  planning 
(prior  notice,  prompt  attendance,  etc.)  set  good  standards  for  starting 
out  right,  but  it's  equally  important  to  create  a  relaxed,  informal  at- 
mosphere at  the  start. 

The  style  of  chairmanship  should  be  used  which  best  fits  each  type  of 
meeting.  Shared  leadership  which  gets  the  functions  spread  about  among 
all  the  members  is  generally  most  effective  for  important  decision-making 
meetings. 

Executive  groups  can  make  better  decisions  by  flexible  use  of  the 
decision-making  process,  all  the  members  performing  functions  as  needed. 
But  besides  working  on  the  surface  agenda,  the  group  must  become  more 
aware  of  and  must  deal  with  the  hidden  agendas  if  there  is  to  be  good 
working  communication  among  the  members. 

Finally,  planning  in  terms  of  goals,  selective  recording,  and  end-of- 
meeting  rechecks  can  all  help  to  assure  follow-up  on  the  meeting. 

While  all  these  points  can  be  helpful  to  you,  they  should  not  be  ex- 
pected to  produce  results  in  your  meetings  without  a  good  deal  of  practice. 
They  require,  also,  the  development  of  skills— not  only  of  your  skills  but 
of  the  skills  of  all  the  members  of  your  meetings. 


^*a?^*^  r- 


Walter  J.  Bergman 

CHAIRMAN  OF  THE  BOARD  AND  PKESEDENT 
LILY-TULIP  CORPORATION 
NEW  YORK,  NEW  YORK 


Walter  J.  Bergman  has  watched  Lily-Tulip  Cup  Corporation  grow 
from  its  pioneering  days,  when  there  was  only  a  single  product — water 
cups— coming  off  primitive  machines  at  a  snail's  pace  of  55  per  minute, 
to  today's  international,  diversified  organization  producing  over  600 
different  paper  and  plastic  cups  and  containers  with  an  annual  output 
topping  10  billion  units  representing  a  sales  volume  of  almost 
$100,000,000  per  year. 

Mr.  Bergman,  after  studying  at  Columbia  University,  attended  the 
Wharton  School  of  Commerce  and  Finance  at  the  University  of  Penn- 
sylvania, which  he  left  in  192^  to  join  his  father  in  the  Tulip  Cup 
Corporation  and  associated  enterprises. 

Eager  to  exchange  academic  for  business  life,  he  started  with  Tulip 
as  an  administrative  assistant,  then  quickly  became  assistant  treasurer, 
export  sales  manager,  divisional  sales  manager,  and  vice  president.  In 
ip2p,  the  company  merged  with  the  Public  Service  Cup  Corporation, 
maker  of  Lily-brand  cups,  forming  the  Lily-Tulip  Cup  Corporation, 
at  which  time  the  senior  Mr.  Bergman  retired.  A  vice  president  and 
director  of  the  newly  consolidated  concern,  Mr.  Bergman  was  named 
executive  vice  president  in  1943  and  president  in  ip^S.  He  also  became 
chairman  of  the  board  in  ip$^. 

Along  with  his  business  activities,  Mr.  Bergman  has  found  time  to 
take  an  active  part  in  a  wide  range  of  industrial,  cultural,  and  philan- 
thropic enterprises.  He  was  a  cofounder  and  former  director  of  the 
College  Point  (New  York)  National  Bank;  former  director  and  pres- 
ident of  Sydenham  Hospital,  a  voluntary  hospital  which,  at  the  time, 
served  the  indigent  sections  of  Manhattan  and  the  Bronx,  New  York; 
a  member  of  the  Pulp,  Paper,  Paper  Products  and  Publishing  Advisory 
Committee  of  the  Office  of  Production  Management,  1P41-1P42;  a 
member  of  the  War  Production  Board,  ip42-ip4^;  a  member  of  the 
WPB  Paper  Cup  Advisory  Committee,  1943-1945'  ^"^  former  chair- 
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man,  paper  industry   committee,  of  the  National  Fund  for  Medical 
Education. 

Currently,  Mr.  Bergman  is  director-at-large  of  National  Dairy 
Council;  a  member  of  the  executive  committee  of  the  Paper  Cup  and 
Container  Institute,  which  he  helped  to  found;  member  of  a  Chase 
Manhattan  Bank  advisory  committee;  a  trustee  of  Drury  College, 
Springfield,  Missouri;  and  chairman,  board  of  trustees,  Henry  Nias 
Foundation  Inc. 

In  ip^4,  Drury  College  conferred  upon  him  an  honorary  law 
degree,  and  in  ig^g  he  was  the  guest  of  honor  of  the  Paper  Division  of 
Joint  Defense  Appeal. 

A  native  New  Yorker,  Walter  Bergman  was  born  January  14,  1^04. 
He  and  his  wife  live  in  an  apartment  on  Manhattan's  Park  Avenue 
and  maintain  a  summer  home  in  Rye,  New  York,  where  he  can  indulge 
in  his  favorite  sports,  swimming  and  sailing. 

April,  i960 


CHAPTER    46 


Top  Management's  Use 
of  Outside  Services 


The  vast  changes  that  have  occurred  on  the  business  scene  since  the 
early  1930s  have  necessarily  led  management  to  utilize  outside  consultants 
to  a  far  greater  extent  than  ever  before.  Gone  are  the  days  when  such 
services  were  largely  limited  to  those  of  the  attorney,  the  certified  public 
accountant,  the  advertising  agency,  and  the  so-called  "efficiency  engineer." 
Today  the  roster  of  outside  consultants  has  expanded  to  include  virtually 
every  phase  of  business  activity,  however  specialized,  while  the  role  of 
the  older  services  has  increased  in  scope  and  importance.  So  that  we  can 
better  understand  the  reasons  for  this  transition,  let  me  review  briefly 
some  of  the  major  changes  that  took  place  in  the  business  world  which 
created  the  need  for  an  enlarged  or  new  type  of  specialized  service. 

These  changes  include  (1)  new  legislation  generally  associated  with  the 
Roosevelt  New  Deal  era;  (2)  intensified  intraindustry  competition;  (3) 
increased  interindustry  competition;  (4)  new  marketing  methods  and  dis- 
tribution channels  as  well  as  the  difficulties,  hazards,  and  high  cost  of 
marketing  a  new  product;  (5)  the  growing  complexity  of  the  corporate 
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Structure  and  its  daily  functioning;  and  finally  (6)  the  renewed  emphasis 
on  research  and  development.  Faced  with  these  and  many  other  per- 
plexities, business  has  sought  advice  and  help  on  an  increasingly  diversi- 
fied scale.  The  cause-and-effect  relationship  is  best  understood  by  outlining 
some  of  the  typical  problems  that  have  arisen  and  the  methods  followed 
to  provide  solutions. 

THE  EFFECT  OF  NEW  LEGISLATION 

Our  daily  activities,  plans,  and  decisions  are  currently  governed  by  law 
in  a  way  that  was  not  dreamed  of  in  the  1920s.  We  must  contend  with 
the  complexities  and  sometimes  the  vagaries  of  a  host  of  business  laws 
that  have  either  completely  outmoded  or  substantially  altered  concepts 
that  prevailed  almost  from  the  inception  of  the  Industrial  Revolution. 
The  impact  of  these  latter-day  laws  and  regulations  is  best  illustrated  by 
citing  a  few  examples. 

Sales  policy  and  marketing  practices  must  conform  to  the  tenets  of  the 
Robinson-Patman  Act  and  to  revised  and  strengthened  provisions  of  the 
various  antitrust  laws.  No  longer  can  a  company,  with  impunity,  sell  its 
merchandise  by  discriminatory  pricing  methods,  by  cumulative  year-end 
rebates,  by  enforcing  exclusive  dealerships,  by  tie-in  sales,  and  by  the  many 
other  historical  devices  that  tended  to  favor  the  large  customer  or  that 
tended  to  create  a  monopoly.  Although  the  Sherman  Act  and  the  Clayton 
Act  have  been  the  law  of  the  land  for  many,  many  years,  comparatively 
recent  modifications  and  adjudications  have  led  to  ne^v  interpretations 
which  have  extended  the  scope  of  these  older  laws.  Today,  the  legality 
of  every  merger  of  any  significance  must  be  considered  in  advance  in  the 
light  of  recent  court  decisions  and  with  the  kno^\  ledge  that,  if  consum- 
mated, it  will,  in  all  likelihood,  be  thoroughly  scrutinized  by  either  the 
Department  of  Justice  or  the  Federal  Trade  Commission.  Since  the  puni- 
tive effects  of  these  laws  can  be  so  severe  and  since  their  interpretation 
is  not  static  but  ever  broadening,  most  sizable  companies  now  rarely  rely 
solely  on  the  opinions  either  of  their  house  legal  staff  or  even  of  their 
outside  general  counsel.  They  usually  engage  the  services  of  a  specialist 
in  this  phase  of  business  law.  Although  a  house  legal  staff  invariably 
develops  or  acquires  one  or  more  attorneys  well  versed  in  these  problems, 
it  is  my  experience  that,  even  though  able  and  well  intentioned,  such 
men  are  by  and  large  handicapped  in  arriving  at  a  sound  conclusion, 
primarily  because  of  the  very  nature  of  their  positions.  I  have  found  that 
either  they  subconsciously  or  occasionally  intentionally  try  to  justify  with- 
out sound  basis  of  fact  what  they  believe  top  management  wants,  or  con- 
versely, they  take  adamant  negative  positions  rather  than  assume  any 
risk,  corporate  or  personal,  whatsoever. 
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Very  large  corporate  entities  regularly  retain  as  general  counsel  one  or 
more  of  the  few  large  law  firms  which,  as  part  of  their  service,  do  provide 
a  staff  of  capable  men  well  versed  in  these  fields.  The  average  smaller  law 
firm,  such  as  is  usually  the  general  counsel  of  a  small  or  medium-sized 
company,  may  be  exceptionally  competent  in  corporate  law,  but  rarely 
is  it  well  informed  in  the  constantly  changing  complexities  of  our  fair- 
trade,  antitrust,  and  monopoly  laws.  Frequently  it  is  such  a  law  firm  which 
itself  suggests  or  even  insists  upon  engaging  the  services  of  a  highly 
regarded  specialist  in  these  fields.  In  such  instances,  management  seeks 
not  only  knowledge,  experience,  and  competence,  but  a  degree  of  ob- 
jectivity that  is  rarely  possible  from  counsel  closely  identified  with  man- 
agement itself.  When  a  specialist  is  engaged  to  defend  a  company  against 
some  action,  the  facts,  by  and  large,  will  speak  for  themselves.  However, 
when  his  services  are  employed  to  render  an  opinion  in  advance  of  a 
contemplated  new  sales  policy  or  a  merger,  it  is  incumbent  upon  manage- 
ment to  present  to  him  a  full  and  complete  disclosure  of  all  the  actual 
facts  rather  than  an  incomplete  disclosure  colored  by  its  own  desires. 
Human  nature  being  what  it  is,  this  is  sometimes  a  difficult  assignment. 

Labor  Laws 

The  advent  of  the  National  Recovery  Act  and  the  Wagner  Act  gave 
tremendous  impetus  to  the  unionization  of  a  large  part  of  American 
industry.  Unions  became  a  potent  force,  particularly  those  well  staffed 
with  able  and  sometimes  dedicated  negotiators,  economists,  lawyers,  and 
public  relations  experts.  The  management  of  company  after  company 
was  suddenly  faced  with  a  vast  array  of  new  legal  problems  which  were 
sometimes  compounded  by  the  subsequent  enactment  of  the  Wage  and 
Hour  law,  the  Walsh-Healy  Act,  and  the  Taft-Hartley  Act.  Many  of  these 
more  or  less  routine  problems  could  be  and  are  being  handled  quite  satis- 
factorily by  house  or  general  counsel.  However,  many  of  the  legal  prob- 
lems encountered  were  not  of  a  routine  nature  for  which  there  was  ample 
precedence.  Secondary  boycotts,  jurisdictional  disputes,  questions  con- 
cerning the  appropriateness  of  a  bargaining  unit,  and  unfair  labor  charges 
are  but  a  few  of  the  most  complicated  matters  that  frequently  arise. 

As  a  result  of  these  circumstances,  it  was  to  be  expected  that  some 
members  of  the  legal  profession  would  devote  their  talents  and  experience 
exclusively  to  a  new  specialty,  namely,  labor  law.  Essentially,  the  same 
factors  that  motivate  management  to  consult  specialists  in  the  field  of 
the  antitrust  laws  apply  to  the  labor  field.  Moreover,  I  am  convinced 
that  if  a  company  management  concludes  that  in  the  interest  of  its 
employees  as  well  as  in  the  interests  of  the  company  it  is  going  to  fight 
the  unionization  of  its  plant  or  plants,  it  cannot  do  so  effectively  without 
the  aid  and  advice  of  a  competent  attorney  specializing  in  labor  law.  The 
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pitfalls  are  many,  the  opposition  experienced  and  able,  and  one  slight 
legal  slip  resulting  from  inexperience  can  readily  completely  negate  an 
otherwise  well-planned,  well-executed  program.  Legal  maneuvering  and 
legal  competence  do  not  provide  the  background  for  permanent  employee 
loyalty;  only  a  sound  employee  relations  program,  fairly  administered, 
can  do  that,  provided,  of  course,  that  it  is  coupled  with  an  equitable  wage 
structure.  However,  the  experienced  labor  lawyer  does  have  an  excellent 
comprehension  of  employee  and  union  psychology  and  can  and  does  avoid 
embarrassing  and  sometimes  fatal  legal  entanglements  that  could  other- 
wise imperil  or  completely  destroy  the  effectiveness  of  the  entire  effort. 

Impact  on  Labor  and  Personnel  Practices.  The  widespread  success  that 
unions  achieved  in  their  organizing  campaigns,  and  their  subsequent 
ability  to  maintain  the  loyalty  of  their  members,  made  many  a  company 
management  suddenly  realize  that  their  past  labor  practices  and  policies 
were  inadequate  and  ineffective  and  that,  of  necessity,  entirely  ne^v  con- 
cepts had  to  be  developed  and  implemented.  By  and  large,  inadequately 
staffed  to  develop  this  new  approach,  many  a  management  naturally 
turned  to  specialized  consultants,  many  of  whom  came  into  being  as 
evidence  of  the  need  arose.  I  am  not  going  to  dwell  on  the  role  plaved 
by  the  myriad  of  labor  relations  advisers,  personnel  administration  con- 
sultants, and  industrial  psychologists,  all  of  whom  have  something  to 
contribute.  Instead,  I  shall  concentrate  on  certain  better-defined  aspects 
of  this  particular  field  of  employee  relations,  which  includes  establishment 
of  performance  standards,  job-evaluation  studies,  salary-administration 
plans,  management-development  programs,  and  pension  plans. 

Establishing  Performance  Standards.  There  is,  of  course,  nothing  new 
about  time-and-motion  studies.  They  started  to  become  the  vogue  shortlv 
after  the  turn  of  the  present  century.  Sometimes  they  were  conducted  bv 
the  industrial  engineering  department  of  a  company;  in  other  instances  by 
outside  scientific-management  engineers.  Frequently  they  were  the  fore- 
runner of  a  piecework  payment  plan  or  the  basis  for  a  bonus  system.  Their 
prime  objective  was  cutting  costs,  but  far  too  little  recognition  was  given 
to  the  reactions  and  problems  of  the  workers  themselves.  ^Vage  scales, 
piecework  rates,  or  bonus  rates  were  more  or  less  arbitrarily  set  up  bv 
management  to  serve  its  best  ends.  Work  complements  and  production 
standards  were  determined  in  the  same  manner,  and  unwarranted  speed- 
ups  were  not  infrequent.  The  individual  employee  by  and  large  had  the 
choice  of  accepting  them  or  looking  elsewhere  for  his  daily  bread.  Abuses 
were  inevitable,  and  the  resulting  discontent  played  a  major  part  in 
groups  of  employees  seeking  the  protection  of  a  union.  Such  abuses  where 
they  existed  were  grist  for  the  mill  of  unions,  and  they  approached  these 
problems  aggressively,  frequently  under  the  prodding  of  disgruntled  mem- 
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bers.  Detailed  work  rules,  and  to  some  extent  "featherbedding/'  both  now 
plaguing  American  industry,  resulted. 

I  am  convinced  that  setting  work  or  performance  standards  is  a  function 
and  a  responsibility  of  management  to  be  shared  only  in  a  very  general 
way  with  unions.  Unions,  by  force  of  circumstances,  even  if  not  by  doc- 
trine, inevitably  tend  to  view  such  standards  in  the  light  of  the  pressures 
of  the  least  competent  and  the  least  interested  employees  among  the 
membership.  These  are  the  workers  who  frequently  establish  the  norm, 
and  there  is  little  if  any  incentive  for  more  ambitious,  more  qualified 
employees  to  do  a  better  job.  So,  too,  regardless  of  personal  inclination, 
understanding,  or  belief,  it  is  an  unusual  union  leader  who  will  resist 
successfully  membership  demands  for  make-work  provisions  and  feather- 
bedding  practices  or  who  will  even  begrudgingly  give  way  to  technolog- 
ical improvements  that  reduce  the  work  force  and  the  union's  member- 
ship. These  are  management's  responsibilities  and,  unless  assumed  and 
carefully  carried  out,  loss  of  competitive  position  is  inevitable.  This  assign- 
ment is  a  continuing  one,  so  most  companies  are  staffed  to  do  the  job. 
If  such  a  staff  is  properly  trained  and  educated  to  its  responsibilities, 
including  the  fair  and  equitable  treatment  of  employees,  there  is  no  need 
for  outside  help.  Where  operations  are  largely  machine-paced,  the  estab- 
lishment of  performance  standards  is  simplified  and  problems  usually 
revolve  around  machine  complements.  In  those  instances  where  a  com- 
pany is  not  in  a  position  to  undertake  this  assignment  or  where  manage- 
ment concludes  that  the  recommendations  of  an  outside  consultant  will 
be  more  readily  accepted  by  a  union  and  the  rank  and  file,  a  qualified 
management  consulting  firm  can  be  of  inestimable  value. 

Job  Evaluation  Studies.  When  it  comes  to  a  job  evaluation  study,  I, 
for  one,  believe  that  most  every  company  is  on  a  sounder  basis  if  such  a 
study  is  conducted  by  a  management  consulting  firm.  To  point  this  up, 
let  me  relate  an  incident  that  happened  some  fifteen  years  ago. 

One  of  our  plants  is  organized  on  a  substantially  vertical,  or  industrial- 
union,  basis.  Every  time  we  entered  into  contract  negotiations,  we  were 
presented  with  the  usual  lists  of  "demands,"  including  a  general  wage 
increase,  but  inevitably  we  also  received  a  somewhat  lengthy  list  of  special 
adjustments  to  correct  so-called  inequities.  I  am  confident  that  this  is  an 
experience  shared  by  almost  every  unionized  company,  even  those  organ- 
ized along  craft  lines.  Our  plant  management  resisted  such  adjustments 
unless  obviously  warranted,  because  they  felt  each  adjustment  so  made 
was  setting  a  precedent  for  a  constantly  growing  list  of  special  adjustments 
and  because  it  was  evident  that  some  of  the  adjustments  proposed  would 
in  fact  set  up  further  actual  inequities  in  related  operations. 

To  eliminate,  or  at  least  curb,  this  constant  request  for  special  adjust- 
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ments,  I  instructed  our  industrial  engineering  department  and  our  indus- 
trial relations  department  to  conduct  a  complete  job  evaluation  study  and 
rate  each  job  in  the  plant  according  to  the  usual  criteria  which  would 
subsequently  be  used  as  the  basis  for  setting  rates  of  pay  for  the  many 
different  jobs  involved.  I  thought  then  and  think  now  that  our  staff 
conducted  a  conscientious,  objective  study  and  that  the  resultant  relation- 
ship of  each  job  to  the  other  was  basically  sound.  I  attended  the  bargain- 
ing session  at  which  this  was  presented  to  the  union  officials  and  to  the 
thirtv-member  negotiating  committee  which  represented  each  department 
in  the  bargaining  unit.  Much  to  my  amazement  and  chagrin,  they  tore 
our  nicely  conceived  plan  to  shreds.  One  after  one,  each  employee  in 
the  group  spoke  up  and  gave  a  detailed  and  sometimes  ludicrous  explana- 
tion of  ^\-hv  his  or  her  job  was  the  hardest  in  the  plant.  Most  of  the  rea- 
sons were  farcical,  not  factual,  but  the  net  effect  was  such  that  our  labori- 
ous company-developed  study  was  derided  and  had  to  be  abandoned  as 
the  basis  of  setting  rates  in  that  particular  negotiation. 

I  had  made  two  mistakes:  the  first  was  in  not  engaging  an  outside 
management  firm  to  do  the  job  and,  secondly,  in  not  consulting  the  union 
in  advance.  Had  I  consulted  the  union  beforehand,  had  we  then  agreed 
on  the  "rules  of  the  game,"  and  had  we  selected  a  reputable  management 
firm,  I  am  confident  that  ^ve  could  have  saved  ourselves  many  a  headache 
and  manv  an  unpleasant  negotiating  session.  Unions  themselves  are  some- 
times reluctant  to  present  many  of  these  so-called  inequity  situations, 
because  they  realize  that  each  adjustment  usuallv  results  in  additional 
future  requests  as  ivell  as  charges  that  thev  are  favoring  a  certain  segment 
of  their  membership  to  the  detriment  of  others.  Unions  are  therefore 
frequently  amenable  to  accepting  the  relationships  arrived  at  by  an  out- 
side agency,  ^vhich  is  not  vie^\•ed  ^vith  the  same  degree  of  suspicion  that 
attaches  itself  to  a  company-conducted  study,  particularly  if  the  union  has 
had  some  say  in  arriving  at  the  basis  for  the  studv  and  is  satisfied  that 
the  management  consultant  engaged  will  do  a  sound  unbiased  job. 

Salary  Administration  Plans.  A  natural  sequel  to  job  evaluation  plans 
for  hourly  rated  employees  has  been  the  rather  ^videspread  development 
in  recent  vears  of  salary  administration  plans  for  clerical,  supervisory, 
and  executive  salaried  personnel.  These  plans  usually  involve  position 
analysis,  position  evaluation,  and  the  establishment  of  regional  or  even 
national  salary  ranges.  In  formulating  such  a  plan,  I  believe  that  the 
services  of  a  qualified  management  consulting  firm  are  virtually  indis- 
pensable, particularly  if  the  plan  covers  the  mid-management  group  and 
the  lower  echelons  of  top  management. 

The  need  for  a  formalized  salary  administration  plan  stems  from  several 
different  factors,  some  of  which  clearly  indicate  the  difficult  task  that 
management  assumes  when  it  attempts  to  devise  a  plan  ^\ithout  outside 
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help.  In  the  absence  o£  such  a  plan,  it  is  commonplace  to  find  that  com- 
pensation for  the  same  job  in  different  departments  will  vary  considerably, 
thereby  creating  obvious  dissatisfactions.  Salary  increases  will  be  more 
generous  in  some  departments  than  in  others  because  one  department 
manager  is  less  conservative  than  another.  Old-timers  get  salary  increases 
because  they  are  old-timers,  even  though  their  compensation  may  already 
be  far  in  excess  of  that  warranted  for  the  particular  position.  Some  de- 
partment managers  confuse  the  merits  of  the  man  with  the  importance  of 
the  job  and  by  increasing  his  salary  tend  to  thwart  his  advancement  to  a 
more  important  position.  Occasionally  a  department  manager  is  incapable 
on  his  own  of  resisting  unwarranted  salary  requests  of  those  he  supervises. 
Over  a  period  of  time  all  sorts  of  imbalances  are  created,  perpetuated, 
and  accentuated.  Charges  of  favoritism  are  rife,  seriously  affecting  morale, 
which  at  the  clerical  level  make  employees  susceptible  to  the  blandish- 
ments of  office  workers'  unions.  To  correct  these  inequalities,  to  set  a  pat- 
tern that  is  nondiscriminating  and  that  can  be  readily  implemented  on 
a  uniform  basis  so  as  to  have  a  greater  degree  of  control  over  salary 
scales,  a  company  finally  concludes  that  it  requires  a  comprehensive  salary 
administration  plan.  Should  it  attempt  to  develop  the  plan  itself,  it  will 
usually  run  into  the  same  obstacles  and  problems  that  created  the  need 
for  a  plan.  Basically,  this  involves  the  varying  concepts  of  each  officer, 
division  head,  or  department  manager.  Almost  invariably,  each  officer 
thinks  that  his  particular  part  of  the  over-all  operation  is  the  most  im- 
portant in  the  enterprise  and  that  salaries  of  his  personnel  should  reflect 
this.  Unless  such  a  plan  is  approached  and  developed  in  an  objective, 
realistic  manner,  the  result  can  intensify  the  very  problems  it  is  attempting 
to  solve. 

Obviously,  what  is  needed  is  an  experienced,  competent,  "neutral," 
over-all  coordinator,  which  should  be  a  management  consulting  firm  in 
whom  all  parties  have  confidence.  Having  a  background  of  experience  in 
similar  problems,  such  a  firm  can  short-cut  what  is  otherwise  a  long, 
laborious,  complicated,  and  sometimes  frustrating  task.  After  the  plan  has 
been  formulated,  adopted,  and  put  into  effect,  the  role  of  the  manage- 
ment consultant  should  cease,  except  for  a  periodic  review.  The  plan 
should  be  administered  by  company  personnel  whom  the  consultant  has 
previously  trained  to  accept  this  responsibility. 

A  few  words  of  caution  relative  to  salary  administration  plans.  Top 
management  should  make  certain  that  the  plan  adopted  meets  basic 
company  objectives  and  needs.  Most  such  plans  rate  positions  on  a  more 
or  less  standardized  formula  which  attaches  varying  values  to  a  great 
variety  of  criteria,  including  educational  requirements,  experience  neces- 
sary, creativeness  required,  the  possible  cost  to  the  company  of  a  mistake 
or  error  in  judgment,  number  of  people  supervised,  and  monotony  of  the 
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job.  What  might  be  a  routine  function  in  one  industry,  however,  is  a 
vitally  important  function  in  another,  and  even  within  the  same  industry 
the  orientation  of  one  company  may  be  vastly  different  from  that  of  some 
of  its  competitors.  In  some  industries,  chief  emphasis  is  placed  on  market- 
ing; in  others  on  manufacturing;  some  are  primarily  service  organizations, 
where  supervision  is  frequently  an  important  factor;  still  others  prosper 
or  wither  on  the  vine,  depending  on  their  purchasing  acumen;  research 
is  vital  to  some,  whereas  others  depend  on  the  research  of  supphers; 
financial  know-how  is  of  paramount  importance  in  some  instances. 

The  variations  of  emphasis  and  importance  are  almost  endless.  It  is  top 
management's  responsibility  to  make  certain  that  the  management  con- 
sultant it  selects  is  keenly  aware  of  the  fundamental  importance  of  certain 
functions  or  the  emphasis  that  a  given  company  wants  to  place  on  a 
certain  phase  of  its  over-all  activity.  At  Lily-Tulip,  we  stress  the  value 
to  us  of  creative  research  and  engineering  as  well  as  creative  marketing 
functions  rather  than  the  more  routine  functions,  regardless  of  their 
importance  to  the  smooth  functioning  of  the  over-all  operation.  We  can 
grow  and  prosper  only  if  we  are  ahead  of  the  other  felloes'  in  new  develop- 
ments and  if  we  have  the  imagination  and  ability  to  entrench  ourselves 
in  a  market  before  our  competitors  catch  up  to  us. 

Management  Developmeyit  Programs.  Management  development  and 
management  training  programs  have  become  almost  standardized  pro- 
cedure in  the  postwar  era.  Excellent  courses  are  offered  by  a  number  of 
well-known  universities  and  by  some  of  the  technical  trade  associations. 
Innumerable  companies  conduct  their  own  training  programs,  some  rather 
theoretical,  some  limited  in  scope,  and  some  that  are  comprehensive  vet 
really  down  to  earth.  In  the  latter  category,  I  include  those  which  as  part 
of  the  program  not  only  seek  to  aid  all  levels  of  management  in  arriving 
at  a  better  understanding  of  how  to  handle  properly  the  misunderstand- 
ings or  grievances  of  rank-and-file  employees,  but  which  also  seek  to  edu- 
cate all  employees,  regardless  of  job  or  position,  in  the  fundamentals  of 
our  competitive  free  enterprise  system,  with  proper  emphasis  on  its 
relationship  to  the  individual  employee.  When  the  objectives  of  a  program 
are  limited,  management  consultants  can  and  do  frequently  conduct  or 
supervise  the  course  that  is  given.  Where  a  more  comprehensive  program 
is  desired,  I  believe  that  this  should  be  a  staff  function  ^vithin  the  com- 
pany itself.  Such  a  program  requires  continuity  over  a  period  of  vears 
and  can  be  best  conducted  by  company  employees,  ^vho  themselves  live 
and  breathe  the  product  or  service  that  the  company  offers. 

Industrial  relations  advisers  and  management  consultants  can  aid  the 
company  staff  in  developing  the  scope  of  the  program  and  the  course  of 
study.  It  is  unfortunate,  but  I  think  nevertheless  true,  that  the  vast  major- 
ity of  the  American  work  force  are  completely  lacking  in  any  comprehen- 
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sion  of  our  economic  system  and  its  relationship  to  them  and  their  daily 
lives.  I  personally  believe  that  we  shall  not  achieve  better  labor-manage- 
ment understanding  until  greater  knowledge  about  our  system  has  been 
imparted  to  large  numbers  of  the  working  population.  The  relatively  few 
companies  that  have  taken  the  time,  trouble,  and  expense  involved  in  such 
a  program  have  been  outstandingly  successful  in  their  employee  relations. 

Pension  Plans.  The  adoption,  formulation,  and  administration  of 
pension  plans  was  always  considered  to  be  an  exclusive  management  pre- 
rogative prior  to  the  Inland  Steel  case  adjudicated  in  1949.  As  a  result 
of  that  decision,  unions  were  given  the  right  to  bargain  on  the  terms  and 
conditions  of  pension  plans  regardless  of  whether  such  plans  were  already 
established  or  not  yet  promulgated.  An  already  complex  subject  thus 
became  even  more  complex,  particularly  in  those  instances  where  a  com- 
pany plan  covered  non-union  as  well  as  union  employees  or  where  a  plan 
covered  several  different  union  groups,  each  with  differing  philosophies 
and  objectives. 

Pension  plans,  besides  being  part  of  an  employee  relations  program, 
involve  important  fiscal  and  tax  problems.  Should  a  company  which  has 
no  existing  plan  adopt  individual  insurance  contracts,  a  group  plan,  a 
trusteed  plan,  or  a  variable  annuity  plan?  Should  it  be  integrated  with 
social  security,  should  it  contain  a  vesting  provision,  and  how  should  back 
service  credits  be  funded?  These  are  but  a  few  of  the  vexing  problems 
that  invariably  arise.  A  retirement  plan  that  has  been  in  existence  for  a 
period  of  years  is  further  faced  with  the  necessity  of  supplementing  the 
benefits  under  that  plan  in  order  to  alleviate  the  ravages  of  the  postwar 
inflation  or  to  revise  its  plan,  usually  at  considerably  greater  cost,  to 
provide  sufficient  benefits  to  prospective  or  already  retired  employees. 

Management,  faced  with  these  perplexities,  has  frequently  sought  out- 
side advice  from  banks  or  from  pension-plan  consulting  firms  that  came 
into  being  as  the  need  for  such  services  developed.  I  think  that  there  is 
little  question  but  that  such  a  consulting  firm,  assuming  that  it  is  suffi- 
ciently experienced  and  provided  it  is  impartial  and  objective  in  its 
approach,  can  and  does  perform  a  useful  and  worthwhile  service.  In 
selecting  such  a  consultant,  extreme  care  must  be  exercised  so  as  to  make 
absolutely  certain  that  the  approach  will  be  objective  and  that  the  study 
to  be  conducted  will  not  simply  be  a  prelude  to  the  sale  of  insurance  or  to 
a  trustee  service.  Unfortunately,  in  this  particular  field  some  so-called 
impartial  consulting  firms  do  have  "an  ax  to  grind." 

Securities  and  Tax  Legislation 

No  discussion  as  to  the  effect  of  legislation  on  the  need  for  professional 
services  would  be  complete  without  some  reference  to  the  problems 
brought  about  by  the  establishment  of  the  Securities  and  Exchange  Com- 
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mission   and  by  the   constantly  changing  pattern  of  our  tax  laws   and 
regulations. 

The  registration  statement,  the  prospectus,  the  present  form  of  proxy 
statement,  the  8-K  and  lo-K  reports  to  the  Securities  and  Exchange  Com- 
mission, and  the  report  of  stock  transactions  of  insiders  are  all  of  com- 
paratively recent  vintage.  Even  the  annual  report  has  changed  consider- 
ably in  form  and  text,  while  interim  reports  have  become  the  rule  rather 
than  the  exception.  The  Securities  Act  of  1933  and  the  subsequent  rules 
and  regulations  promulgated  by  the  Securities  and  Exchange  Commission 
compelled  companies  listed  on  exchanges,  or  those  seeking  public  financ- 
ing of  more  than  a  certain  amount,  to  open  to  public  scrutiny  virtually 
every  principal  facet  of  their  activity.  Prior  to  that  time,  subjects  such 
as  the  remuneration  of  officers  and  directors,  their  stockholdings,  and 
their  stock  transactions  were  generally  considered  confidential.  Previously 
an  officer  could  buy  the  stock  of  his  company  one  day  and  sell  it  at  a 
profit  the  next  day;  now  he  must  wait  six  months  before  selling,  lest  the 
profit,  if  any,  be  claimed  for  the  company. 

Understandably,  there  was  considerable  opposition  initiallv  to  this 
lifting  of  the  corporate  and  individual  veil  of  secrecy  that  had  existed  for 
so  long.  Extensive  litigation  resulted,  including  for  a  time  numerous 
"strike  suits"  initiated  by  minority  stockholders.  As  time  went  on,  re- 
quirements of  the  regulations  were  clarified,  so  that  today,  except  in  the 
instance  of  unusually  complicated  registration  statements,  specialized 
outside  counsel  is  rarely  retained.  However,  in  the  intervening  period 
the  role  of  the  certified  public  accountant  has  assumed  far  greater  im- 
portance, not  only  with  respect  to  the  certification  of  annual  and  interim 
financial  statements,  but  in  regard  to  registration  statements  as  well. 
Every  precaution  is  taken  to  comply  with  the  regulations  and  to  make 
certain  that  there  is  a  complete  disclosure  of  all  pertinent  information 
so  as  to  avoid  the  possibility  of  suits  based  upon  claims  of  loss  resulting 
from  incomplete  disclosure.  It  is  not  surprising,  therefore,  that  virtually 
all  the  larger  accounting  firms  are  now  staffed  with  legal  or  other  per- 
sonnel particularly  experienced  in  this  phase  of  business  la^w 

It  is  quite  interesting  to  compare  the  average  pre-SEC  era  corporate 
annual  report  wTth  that  issued  in  the  last  several  years.  This  is  particularly 
so  with  reference  to  the  section  headed  "Notes  to  the  Financial  State- 
ments." Whereas  previously  such  notes  usually  simply  referred  to  the  basis 
of  inventory  valuation  and  stated  that  tax  liability  was  subject  to  final 
determination,  nowadays  the  notes  are  replete  Avith  references  to  the  terms 
of  bonded  indentures,  to  conversion  privileges  of  debentures  or  preferred 
stocks,  to  stock  options  authorized  and  outstanding,  to  future  financial 
commitments  of  construction  programs,  and  to  anything  else  that  may 
have  been  of  an  unusual  nature  in  the  period  under  revie^v.  So  todav. 
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the  function  of  the  certified  pubHc  accountant  is  not  Hmited  to  a  check 
on  the  company's  bookkeeping  and  accounting  procedures,  but  includes 
as  well  a  service  that  provides  a  great  measure  of  protection  for  a  com- 
pany's management  as  well  as  for  the  company's  stockholders. 

While  on  the  subject  of  stockholder  relations,  I  shall  comment  briefly 
on  a  sphere  of  outside  service  that  has  rather  recently  come  into  being, 
namely,  public  relations  firms  that  confine  themselves  entirely  to  the 
realm  of  stockholder  relations.  Such  concerns  aid  in  the  preparation  of 
annual  reports  and  other  communications  to  stockholders;  they  prepare 
special  reports;  they  contact  security  analysts  on  behalf  of  the  company 
involved;  and  occasionally  they  can  arrange  for  the  chief  executive  officer 
of  the  client  to  speak  to  security-analyst  groups.  The  advantage  of  such 
a  service  to  a  smaller  listed  company  includes  a  professional  approach  in 
a  field  in  which  the  management  may  be  relatively  inexperienced.  For  a 
larger  company,  such  a  service,  properly  conducted,  can  relieve  top  man- 
agement of  a  burden.  Time  regularly  spent  with  security  analysts,  each 
of  whom  seeks  just  an  hour  or  two  of  the  executive's  time,  in  total  ac- 
counts for  a  good  many  hours  in  the  course  of  a  working  year.  I  am 
inclined  to  believe  that  such  a  service  has  its  greatest  application  in  the 
instance  of  a  relatively  small  growth  company  which  is  not  well  known 
to  the  investing  public  but  whose  expansion  plans  will  necessitate  public 
financing.  The  cost  of  such  financing  can  vary  considerably,  depending 
not  only  on  the  company's  past  record  but  on  the  extent  to  which  it  is 
known  in  investment  circles. 

The  activities  of  stockholder-relation  firms  do  not  always  find  favor  in 
the  eyes  of  competent,  experienced  security  analysts  who  are  anxious  to 
retain  contact  with  top  management  and  who  prefer  to  dig  out  informa- 
tion for  themselves  rather  than  to  receive  virtually  the  same  information 
their  fellow  analysts  also  obtain.  Because  the  success  of  a  stockholder- 
relations  consultant  depends  in  large  measure  on  the  action  of  the  stock, 
considerable  care  must  be  exercised  by  management  that  the  releases  do 
not  become  "tout  sheets"  instead  of  factual  statements  concerning  the 
history  of  the  company,  its  past  record,  its  management,  and  its  future 
prospects.  Incidentally,  I  have  found  that  with  but  few  exceptions,  invest- 
ment analysts  have  only  a  cursory  interest  in  the  past  but  exhibit  great 
interest  in  ferreting  out  information  that  they  believe  will  be  indicative 
of  the  company's  future  prosperity. 

Although  an  investment  banker  is  not  an  outside  consultant  in  a  strict 
sense  of  the  term,  I  nevertheless  believe  that  it  is  highly  desirable  for  most 
companies  to  maintain  constant  contact  ^vith  an  investment  banking 
concern  which  can  provide  advice  on  such  subjects  as  long-range  dividend 
policy,  the  advisability  of  stock  splits,  and  preparation  for  future  financing. 
These  matters  are  of  considerable  importance  particularly  to  those  com- 
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panics  that,  because  of  their  growth  needs,  seek  public  funds  from  time 
to  time.  Obviously,  at  the  time  when  such  public  financing  is  to  be 
consummated,  the  role  of  the  investment  banker  is  important  in  deter- 
mining ^vhat  type  of  security  should  be  offered  in  views'  of  the  conditions 
then  prevailing,  with  due  cognizance  of  the  future  needs  of  the  companv. 

High  taxation  rates,  modifications  in  the  tax  laws  themselves,  and  ever- 
changing  adjudications  and  regulations  make  the  tax  consultant  virtually 
indispensable.  It  is  unfortunate,  but  nevertheless  true,  that  many  business 
decisions  which  should  be  determined  upon  the  merits  of  a  particular 
situation  are  instead  frequently  determined  by  tax  considerations.  This  is, 
of  course,  particularly  so  in  the  instance  of  companies  having  tax-loss 
carryovers  that  seek  to  acquire  profitable  operations  as  an  ofEset  to  their 
tax  credits.  Such  situations  can  be  fraught  with  serious  dangers,  and  a 
well-planned,  well-conceived  tax  approach  is  essential. 

This  discourse  on  the  effect  that  legislation  has  had  on  the  utilization 
of  outside  services  is  not  meant  to  be  all-inclusive,  but  simply  designed 
to  illustrate  the  point. 

COMPETITION 

Competition  is,  of  course,  the  lifeblood  of  our  economv.  In  mv  opinion, 
it  is  the  gi-eatest  single  motivating  force  that  has  enabled  us  as  a  nation 
to  raise  our  living  standards  to  the  heights  that  we  have  achieved.  Al- 
though generallv  constructive,  there  are  occasions  ^dien  unbridled  price 
competition  within  an  industrv  is  detrimental  to  emplovees.  to  stock- 
holders, and  to  the  general  consuming  public  because  such  competition 
can  ultimately  lead  to  a  greater  concentration  of  remaining  capacitv  in 

fewer  hands. 

However,  competition  in  a  particular  industry  takes  manv  forms  other 
than  price  alone.  Among  these  are  the  utilitv  and  relative  value  of  the 
end  product,  the  quality  of  the  product  itself,  and  the  efficiencv  of  the 
service  rendered  to  the  customer. 

The  degree  of  competition  varies  from  time  to  time.  During  periods 
of  chronic  or  even  temporary  shortages,  human  nature  being  what  it  is, 
competition  generally  tends  to  diminish.  During  periods  of  economic 
recession  or  oversupply,  it  intensifies.  Some  industries,  as  for  instance 
pulp  and  paper,  require  a  lead  time  of  several  years  for  expansion  proj- 
ects so  upon  occasion  new  production  comes  into  the  market  at  the  very 
time  that  demand  is  receding,  therebv  further  aggi^avating  an  already 
highlv  competitive  market  condition. 

During  vears  of  general  prosperity,  there  is  a  great  tendency  on  the  part 
of  almost  everv  organization  to  build  up  its  staff,  to  expand  its  advertising 
and  promotional  efforts,  to  bow  to  excessive  labor  demands,  and,  in  gen- 
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eral,  to  "put  on  fat."  This  has  been  particularly  true  when  a  period  of 
good  business  conditions  coincides  with  a  period  of  exceptionally  high 
excess  profits  taxes,  such  as  occurred  during  the  post-World  War  II- 
Korean  conflict  years.  All  too  frequently  one  then  heard,  "Well,  it's  only 
costing  us  15  cents  on  the  dollar,  and  it's  building  for  the  future."  What 
was  frequently  overlooked  was  the  fact  that  the  company  was  also  building 
into  its  structure  high  costs  and  high  overheads. 

When  the  general  economy  recedes,  or  when  a  particular  industry  faces 
a  recession  of  its  own  even  during  a  period  of  general  prosperity,  every 
endeavor  is  made  to  cut  costs  and  reduce  overheads.  The  proverbial  ax 
is  sharpened.  At  best,  the  assignment  of  cutting  costs  and  reducing  ex- 
penses is  a  difficidt  one.  Manufacturing  companies  endeavor  to  mechanize 
or  automate  their  processes  to  a  greater  degree  than  ever  before,  some- 
times thereby  raising  new  labor  or  union  problems.  Frequently  manage- 
ment assigns  this  task  to  outside  expert  technical  engineering  firms  whose 
experience  is  more  varied  than  that  of  the  company's  own  engineering 
departments. 

Of  equal  importance,  but  an  even  more  difficult  job,  is  that  of  paring 
fixed  or  semifixed  expenses.  Many  a  company  management  confronted 
with  this  necessity  deems  it  advisable  to  call  in  management  consultants 
who,  because  of  their  greater  objectivity,  are  in  a  better  position  to  un- 
cover inefficiencies,  needless  expense,  overlapping  jobs,  and  ineffective 
programs.  Over  a  period  of  years,  individual  domains  are  created  and 
expanded,  domains  which  sometimes  are  of  relatively  little  importance  in 
the  company's  over-all  scheme  of  things.  Consultants  frequently  can 
evaluate  better  than  management  the  necessity  or  the  desirability  of  a 
given  activity  or  major  expenditure.  The  mounting  tide  of  paper  work 
has  not  only  led  to  computers  and  other  advanced  types  of  business 
machines,  but  has  also  resulted  in  intensified  efforts  to  streamline  ad- 
ministrative and  clerical  detail.  Here,  too,  to  get  the  benefit  of  experience 
and  objectivity,  management  generally  calls  upon  outside  consultants, 
some  of  whom  concentrate  their  efforts  and  services  on  specific  fields  such 
as  order-handling  procedures  and  production-planning  procedures. 

In  the  years  since  World  War  II,  there  has  been  a  decided  tendency 
toward  complete  integration  in  many  industries.  This  is  particularly  true 
in  those  industries  where  the  production  of  the  raw  material  involves  an 
enormous  capital  investment.  To  protect  that  capital  expenditure,  the 
producer  seeks  an  assured  or  captive  outlet  for  all  or  a  substantial  part  of 
his  production.  Not  infrequently  this  poses  severe  competitive  problems 
for  the  independent  fabricator  or  converter  -who  must  henceforth  compete 
with  his  now  integrated,  formerly  independent  competitor.  In  some  in- 
stances, this  is  virtually  impossible  ^vilhout  a  severe  reduction  in  historical 
profit  margins.  In  other  instances,  the  nonintegrated  fabricator  or  con- 


988  OTHER  ASPECTS  OF  TOP  MANAGEMENT 

verter  did  or  can  develop  inherent  advantages  that  will  overcome  or  more 
than  offset  the  benefits,  theoretical  or  actual,  that  accrue  to  the  integrated 
operation.  New  approaches  are  generally  called  for:  perhaps  in  one  case 
a  greater  degree  of  specialization,  in  another  instance  diversification  into 
other  fields,  in  a  third  situation  backward  integration  or  judicious  ac- 
quisitions or  possibly  in  some  circumstances  studying  basic  weaknesses  in 
the  competitors'  operation  and  gearing  the  independent  organization  to 
capitalize  on  them.  These  and  other  approaches  to  the  solution  of  what 
may  be  a  severe  problem  are  dependent  upon  the  capacity  of  the  man- 
agement, the  size  of  the  enterprise,  its  financial  capabilities,  and  the 
willingness  of  the  management  to  do  things  in  new  and  unaccustomed 
ways.  Frequently  new  thinking  can  be  sparked  by  a  consulting  firm  whose 
staff  is  sufficiently  large  and  varied  to  cope  Avith  the  problem  and  which 
has  previously  helped  solve  other  similar  problems  successfully.  Facing 
up  to  the  facts  and  proper  perspective  are  of  vital  importance. 

Interindustry  Competition 

Everywhere  around  us  we  see  today  a  greater  degree  of  interindustrv 
competition  than  ever  existed  before,  despite  the  fact  that  this  is  a  process 
that  has  been  going  on  virtually  from  time  immemorial.  The  fledgling 
aluminum  industry  of  World  War  II  has  emerged  into  a  potent  com- 
petitor of  steel  and  other  materials  in  numerous  fields.  Svnthetic  fibers 
galore  are  battling  with  natural  fibers  and  with  each  other  as  never 
before.  Producers  of  nylon,  for  example,  are  attempting  to  oust  ravon 
from  the  original  and  replacement-tire-casing  market.  Plastics,  films,  and 
foils  of  every  kind  and  description  are  finding  markets  previously  pre- 
empted by  steel,  tin,  glass,  wood,  and  even  paper.  On  the  other  hand, 
paper  in  turn  is  continuing  to  replace  wood,  glass,  and  other  raw  mate- 
rials in  certain  applications.  Such  interindustry  competition  obviously 
presents  problems  to  the  producers  whose  markets  are  being  attacked. 
However,  it  also  presents  problems,  albeit  of  a  different  nature,  to  the 
producers  who  are  attempting  to  share  in  or  expand  a  market  that  pre- 
viously largely  depended  upon  another  raw^  material. 

What  do  an  industry  and  the  companies  composing  that  industry  do 
when  its  very  existence  is  challenged  by  some  new  scientific  break-through? 
Some  managements  fail  to  recognize  the  threat  until  it  is  too  late  to  take 
effective  action.  Sometimes  such  managements  have  been  poorly  informed 
as  to  the  importance  of  new  developments.  In  other  instances,  they  have 
been  so  imbued  with  the  past  recognition  accorded  to  the  merits  of  then- 
product  that  they  cannot  conceive  of  something  new  taking  its  place.  Thev 
consider  the  new  product  a  fad  or  a  nuisance  of  temporary  duration. 
Conversely,  some  companies,  fortunately  relatively  few,  are  panicked  into 
closing  shop  or  selling  out  even  before  they  have  faced  up  to  the  problem 
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in  a  realistic  way  or  have  been  affected  by  the  impact  of  the  new  develop- 
ment. 

Instead  of  putting  one's  head  in  the  sand,  or  attempting  to  shove  the 
new  threat  under  the  rug,  it  is  obvious  that  the  proper  approach  under 
almost  all  circumstances  is  to  recognize  that  one  has  a  problem,  present 
or  potential,  to  face  it  squarely,  and  then  to  determine  what  course  to 
pursue  to  preserve  or  improve  one's  position.  The  first  step  in  this  process 
is  to  appraise  realistically  the  merits  of  the  new  development.  Does  it 
possess  functional  advantages  over  the  existing  product?  Does  it  fill  a 
need  not  now  properly  served?  Does  it  have  greater  consumer  appeal? 
Can  it  be  produced  profitably  at  a  price  that  will  enable  it  to  compete 
in  view  of  its  advantages  or  disadvantages?  Does  it  show  cost  savings 
initially  or  in  the  long  run  to  the  customer?  This  is  but  a  sampling  of 
the  facts  or  in  other  instances  opinions  that  must  be  gathered  and  then 
intelligently  assessed  before  proceeding  further. 

Is  it  generally  possible  for  an  industry  or  an  individual  company  to 
undertake  this  factual  study  under  its  own  auspices?  I  believe  not,  except 
in  isolated  instances.  Rarely  is  the  technical  staff  of  one  industry  com- 
petent to  judge  the  technological  achievements,  or  perhaps  barriers,  of 
any  entirely  different  basic  industry.  Rarely  is  it  possible  for  them  to 
conceive  of  the  major  break-throughs  that  another  industry  may  achieve 
three,  five,  or  ten  years  hence,  particularly  since  such  long-range  develop- 
ments are  often  carefully  guarded  secrets.  These  are  assignments  that 
usually  must  be  delegated  to  outside  specialists  w^ell  versed  in  the  tech- 
nical and  cost  aspects  of  the  competitive  industry  being  studied.  If  cus- 
tomer or  consumer  reactions  or  preferences  are  involved,  market  research 
studies  must  be  conducted.  To  avoid  inherent  prejudices  on  so  vital  a 
matter,  it  is  usually  advisable  to  entrust  this  phase  to  a  qualified  market 
research  consultant  rather  than  have  the  company's  staff  undertake  it. 
Throughout  whatever  studies  are  to  be  conducted,  objectivity  concerning 
the  workings  of  an  entirely  different  industry  is  essential— objectivitv  that 
is  difficult  to  maintain  when  a  domain  is  being  assaulted  or  ^vhen  a  staff 
has  been  thoroughly  indoctrinated  in  the  value  of  the  product  it  cur- 
rently offers. 

In  studies  of  this  nature,  the  role  of  the  consultant  does  not  necessarily 
end  once  the  factual  data  have  been  gathered,  analyzed,  and  interpreted. 
Based  on  the  study,  conclusions  about  the  seriousness  of  the  pioblem 
should  be  presented.  On  the  assumption  that  the  conchision  inchcates 
a  definite  competitive  threat  to  presently  established  markets,  a  (ourse  of 
future  action  or  alternative  courses  should  be  suggested.  Perhaps  prochu  t 
improvement  to  match  or  surpass  functional  qualities  of  the  ne^\•  material 
is  indicated.  This  is  ^vhat  the  rayon  industry  has  done  to  protect  itself 
in  the  tire  market.   Perhaps,  for  greater  securit)    or  greater   in  tine  op- 
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portunity,  the  company  should  also  produce  or  convert  the  new  material 
as  a  companion  line  to  its  existing  product.  Perhaps  the  new  material 
can  be  combined  with  the  established  product,  so  that  instead  of  posmg 
a   threat,  it  actually  complements  and  improves  the  article  previouslv 

offered. 

For  instance,  the  paper  and  paper-products  industry  has  been  out- 
standingly successful  in  this  approach,  particularly  in  the  area  of  pack- 
aging. It  has  improved  many  of  its  end  products  markedly  by  combmmg 
paper  and  board  with  films,  foil,  and  plastic  applications.  Although  these 
new  materials  have  made  some  inroads  in  some  of  the  markets  previouslv 
served  by  paper,  ingenuity  in  utilizing  their  functional  qualities  is  actuallv 
enabling  the  paper  industry  to  expand  into  fields  previouslv  closed  to  it 
and  thereby  in  turn  to  offer  new  competition  to  other  established  raw 

""^In  extreme  cases,  perhaps  the  company  should  abandon  its  current  line 
as  expeditiously  as  possible  and  switch  to  the  production  or  conversion 
of  the  newer  material.  At  any  rate,  these  are  far-reaching  serious  decisions 
vital  to  the  future  of  the  enterprise,  and  every  possible  avenue  should  be 
considered  and  explored  thoroughly  before  a  final  conclusion  is  reached 
and  implemented.  Although  such  a  decision  is  the  responsibility  of  man- 
agement and  the  board  of  directors,  great  weight  is  usually  given  to  the 
recommendations  of  the  outside  consultant,  assuming,  of  course,  that  the 
entire  study  has  been  done  in  a  thorough,  sound,  and  thoughtful  manner. 

MARKETING  AND  DISTRIBUTION  ASPECTS 

Revolutionary  changes  in  the  marketing  and  merchandising  of  con- 
sumer goods,  durable  and  nondurable  alike,  have  taken  place  m  the  vears 
since  the  conclusion  of  World  War  II.  Discount  houses,  a  far  crv  from 
the  cut-rate  stores  of  an  earlier  era,  have  secured  for  themselves  a  formid- 
able position  in  the  distribution  of  major  appliances  and  are  continuing 
to  expand  in  the  field  of  small  appliances  as  well  as  nondurable  goods 
and  supplies.  They  have  provided  rugged  competition  indeed  for  the 
small  independent  appliance  dealer,  particularly  since  the  virtual  demise 
of  fair-trade  pricing  by  manufacturers.  Similarly  affected,  though  not  to 
the  same  degree,  have  been  the  department  stores,  traditional  emporia  for 
all  types  of  consumer  goods  except  automobiles. 

Parenthetically,  it  is  interesting  to  note  that  a  number  of  years  ago 
several  major  department  stores  attempted  to  sell  cars  but  failed  dismallv. 
They  have  also  had  to  cope  with  the  rising  popularity  of  suburban 
shopping  centers  and  the  invasion  of  their  established  position  m  the 
apparel  field  by  low-overhead,  mass-distribution  clothing  outlets.  The 
mail-order  house  is  no  longer  a  mail-order  business  exclusivelv,  but  it  is 
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competing  aggressively  with  the  department  store  and  with  many  other 
retail  stores. 

The  American  public  has  become  price-conscious  as  never  before,  best 
typified  by  the  w^ell-known  woes  of  an  automobile  dealership  which  has 
become  an  arena  for  price  haggling  instead  of  a  center  for  sales  and 
service.  All  this  undue  and  unwarranted  emphasis  on  price  in  so  far  as  all 
consumer  goods  are  concerned  has  intensified  the  retailer's  search  for 
foreign  imports,  which  usually  provide  an  adequate  profit  margin  for 
some  period  of  time.  It  is  by  no  means  lower  price  alone  that  has  brought 
to  the  shelves  of  our  stores  vast  quantities  of  imported  goods.  The  need 
for  a  higher  profit  margin  has  been  a  potent  motivating  factor.  The 
effect  of  imports  on  domestic  employment  has  many  ramifications  and 
will  no  doubt  be  debated  heatedly  for  years  to  come  in  Congress  and  by 
all  affected  parties. 

Importance  of  the  Package 

Equal,  if  not  more  significant,  have  been  the  changes  that  have  oc- 
curred in  the  marketing  of  food  and  related  products.  In  part  this  results 
from  the  relative  importance  of  the  food  dollar  to  the  income  of  the 
average  family.  The  country  store,  the  neighborhood  "ma  and  pa"  store, 
and  the  small  chain  store  are  rapidly  fading  from  the  scene,  and  their 
proportion  of  retail  food  sales  is  constantly  diminishing.  The  mecca  of 
the  American  housewife,  the  supermarket,  has  virtually  taken  over. 
Though  comparatively  few  numerically,  they  now  account  for  a  large 
proportion  of  all  retail  food  sales.  Their  success  has  radically  altered 
manufacturers'  merchandising  concepts,  which  in  turn  has  necessarily  led 
to  more  scientific  selling  techniques.  To  develop  these  techniques,  outside 
consultants  and  specialized  services  have  been  called  upon  with  increasing 
frequency. 

Impulse  buying  plays  an  enormous  part  in  supermarket  merchandising. 
Repeated  consumer  surveys  attest  to  the  fact  that  Mrs.  America  walks 
out  of  her  favorite  supermarket  with  many  more  items  than  she  originally 
intended  to  purchase  or  than  she  had  on  her  shopping  list.  If  the  kids 
are  along,  more  items  are  added;  and  if  hubby  accompanies  her,  the  cash 
register  really  hums.  The  importance  of  impulse  buying  has  led  to  terrific 
competition  for  the  most  desirable  space  in  the  supermarket.  Aisle  space, 
gondola  space,  and  space  adjacent  to  the  check-out  counter  are  much 
sought  after.  Woe  to  the  product  that  is  located  in  the  rear  corner  or  on 
a  shelf  where  the  purchaser  must  stoop  or  stretch  to  select  it.  To  obtain 
and  retain  the  most  desirable  space,  companies  resort  to  a  wide  variety 
of  special  promotions,  giveaways,  and  so  on. 

Since  the  supermarket  does  not  employ  salesmen,  each  product  must 
sell   itself.   Consistent   and   extensive   advertising,   nationally   or   perhaps 
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locally,  frequently  sets  the  stage  for  the  ultimate  sales.  Packaging,  ho.v- 
ever,  plays  a  vital  part,  particularly  in  the  instance  of  products  .vhere 
advertising  is  necessarily  limited  or  where  sales  usually  result  from  impulse 
buying.  There  are  numerous  examples  of  little-known  brands  outsellmg 
well-advertised  brands  as  the  result  of  superior  packaging. 

Packaging  consultants  have  come  to  the  fore.  They  are  called  upon,. 
when  a  new  product  is  to  be  introduced,  to  aid  the  company  m  deter- 
mining the  type  of  package  to  be  used,  giving  due  consideration  to 
functional  requirements  and  consumer  appeal.  Some  products  must  be 
vacuum-packed;  some  deteriorate  if  they  absorb  moisture;  some  are  likely 
to  require  a  package  that  provides  extensive  shelf  life;  while  others-for 
example,  milk-do  not  need  this  feature.  Should  the  package,  to  serve 
the  functional  requirements,  be  tin,  glass,  plastic,  foil,  film,  or  paper.- 
Should  it  be  round,  square,  rectangular,  or  tub-shaped?  ^Vhat  are  the 
limitations,  if  any,  on  high-speed  filling?  What  is  the  comparative  cost, 
and  what  cost  packaging  can  the  article  stand?  Does  a  rigid  package  have 
greater  display  potential  than  a  flexible  film  bag?  Is  there  a  pubhc 
antipathy  developing  toward  a  particular  type  of  packaging  material. 
or  does  it  have  unpleasant  associations?  Is  the  public  tending  to  favor  a 
certain  type  of  packaging,  and  if  so,  is  this  because  of  noveltv  appeal  or 
because  it  more  adequately  performs  the  desired  service?  Is  eve  appeal 
of  the  product  itself  an  important  element  in  its  sale?  Can  the  package 
that  serves  functional  requirements  at  the  same  time  provide  positive 
brand  identification  and  carry  the  manufacturer's  message? 

These  are  but  some  of  the  questions  that  arise  which  must  be  considered 
and  answered  before  the  type  of  package  is  decided  upon.  Obviouslv.  this 
applies  as  well  when  a  company  concludes  that  an  existing  package  needs 
a  "new  look"  or  when  it  decides  to  market  a  novelty  or  seasonal  item. 

Having  determined  upon  the  type  of  package  that  best  fulfills  indicated 
requirements,  the  packaging  consultant  must  then  call  upon  his  creative- 
ness  and  ingenuity  to  develop  distinctive  and  easy  identification  o  the 
product  and  the  brand.  Should  the  company's  name  or  trademark  be 
emphasized,  should  the  product  itself  be  featured,  or  should  the  design 
combine  elements  of  both?  A  soup  company  that  annually  spends  millions 
of  advertising  dollars  naturally  wants  to  feature  its  name  and  trademark, 
yet  because  it  offers  many  kinds  of  soup,  each  must  be  quickly  recog- 
nizable in  the  fraction  of  a  minute  that  the  potential  customer  stands  at 
the  counter  or  shelf  where  it  is  displayed.  Perhaps  variations  m  color  ot 
printing  or  lithography  will  produce  the  desired  result,  or  perhaps  a 
pictorial  effect  will  do  it  more  effectively.  Usually  an  easily  recognizable 
and  readily  remembered  logo  is  desirable,  particularly  when  a  company 
name  or  brand  covers  a  variety  of  products. 

Occasionally  there  arises  an  unusual  situation  such  as  the  need  toi  a 
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long-range  plan  to  provide  a  transitional  period  during  which  a  new 
national  brand  identification  replaces  a  number  of  brand  names  well 
known  and  well  regarded  in  their  particular  localities.  Several  examples 
could  readily  be  cited,  since  this  is  a  familiar  pattern  when  a  company 
acquires  local  producers  during  the  process  of  creating  a  nationwide 
organization. 

A  case  that  readily  comes  to  mind  is  National  Dairy  Products,  which,  in 
the  late  1920s  and  early  1930s,  bought  out  prominent  local  entities  in 
major  cities  in  many  parts  of  the  country.  Proud  indeed  were  such  well- 
regarded  and  extremely  valuable  trade  names  as  Breyer's  ice  cream  in 
Philadelphia,  Sheffield  milk  in  New  York,  Hydrox  ice  cream  in  Chicago, 
Southern  Dairies  throughout  the  Southeast,  General  ice  cream  in  upstate 
New  York  and  New  England,  and  a  host  of  others. 

With  the  development  of  national  mass-communication  media,  how- 
ever, the  only  practical  and  economical  means  of  reaching  a  vast  consumer 
audience  was  to  create  and  publicize  a  common  brand  name  to  be  used 
in  conjunction  with  the  name  of  the  locally  established  subsidiary.  Out 
of  this  Sealtest  was  born.  To  retain  local  identification  and  prestige,  the 
name  of  the  original  firm  was  retained,  and  for  a  period  of  years,  the 
new  national  Sealtest  name  was  intentionally  subordinated  to  that  of  the 
local  brand.  Gradually,  however,  the  emphasis  was  changed,  and  although 
the  original  name  was  still  used,  primary  attention  in  advertising  and  in 
packaging  was  focused  on  the  Sealtest  name.  The  initial  concept,  the 
transition  period,  and  the  ultimate  objective,  all  required  careful  long- 
range  planning  on  the  part  of  both  advertising  counsel  and  packaging 
consultants. 

At  any  rate,  decisions  concerning  packaging  entail  so  many  ramifica- 
tions that  companies  frequently  embark  on  specialized  studies  to  aid  the 
packaging  consultant.  Certain  colors  are  distasteful  to  many  people, 
particularly  when  associated  with  some  products,  whereas  conversely  a 
color  such  as  blue  is  eminently  suitable  to  convey  a  feeling  of  coolness, 
which  is  desirable  for  a  product  such  as  ice  cream.  Oddly  enough,  the 
public  will  prefer  pastel  colors  at  one  time,  whereas  several  years  later 
more  striking  or  more  vivid  colors  find  favor.  Therefore  color  specialists 
are  often  a  part  of  the  team  that  designs  the  final  package.  If  a  new 
logotype  is  involved,  reading  specialists  are  sometimes  retained  to  deter- 
mine, which  of  several  suggested  logos  is  most  readily  identifiable  and 
remembered. 

In  recent  years,  psychologists  concentrating  on  motivational  reseaixh 
studies  have  also  contributed  their  knowledge  to  aid  in  package  or  piodiu  i 
design  as  well  as  sales  approach.  Consumer  and  market  research  studies, 
sometimes  conducted  by  outside  agencies,  also  play  an  important  part  in 
the  final  determination  of  package  design.  Because  lew  companies  regu- 
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larly  introduce  new  products  or  frequently  change  the  packaging  of 
existing  products,  it  is  obviously  expedient  and  prudent  for  most  com- 
panies to  hire  all  these  specialized  skills  when  necessary  rather  than 
attempt  to  staff  their  organizations  for  the  occasional  need  they  have  for 
these  services. 

Design  and  Styling 

Many  of  the  problems  referred  to  in  marketing  foods  and  allied  prod- 
ucts through  the  medium  of  supermarkets  apply  equally  to  the  marketing 
of  consumer  durables  and  nondurables  through  outlets  such  as  depart- 
ment stores,  discount  houses,  mail-order  houses,  and  independent  retailers. 
In  this  area,  however,  product  design  and  styling  out^veigh  packaging 
design  in  importance.  In  nondurables,  such  as  wearing  apparel,  styling 
and  design  are  almost  invariably  created  by  designers  who  are  partners 
or  members  of  the  firm,  and  outside  talent  is  rarely  engaged.  On  the 
other  hand,  manufacturers  of  durables,  such  as  radios,  vacuum  cleaners, 
sewing  machines,  clocks,  and  myriads  of  other  products  look  upon  an 
outside  design  consultant  as  a  vitally  important  supplement  to  their  own 
organization.  Often  the  function  of  the  consultant  is  not  limited  to  design 
alone,  but  encompasses  as  well  the  search  for  new  and  improved  raw 
materials  for  incorporation  in  the  end  product  or  some  of  its  components. 
The  larger  consulting  firms  in  this  field  almost  invariably  are  equipped 
to  provide  the  engineering  talent  and  experience  needed  to  pursue  this 
latter  objective.  In  industries  where  annual  model  changes  are  customary, 
more  reliance  is  placed  on  a  design  staff  within  the  organization  because 
radical  design  changes  each  year  are  less  likely  to  occur. 

If  established  manufacturers  and  producers  face  many  of  the  problems 
enumerated  and  feel  called  upon  to  look  for  outside  assistance  in  solving 
them,  it  is  readily  apparent  that  a  new  concern  attempting  to  make  and 
sell  a  new  product  faces  even  greater  difficulties.  It  should  lay  the  ground- 
work for  its  venture  by  relying  on  expert  aid  to  an  even  greater  degree. 
The  hazards  are  great,  and  a  gamble  can  be  costly  indeed,  so  no  stone 
should  be  left  unturned  to  assure  the  best  possibility  of  success. 

MAKING  THE  CORPORATE  STRUCTURE  FUNCTION 

There  is  not,  nor  can  there  be,  a  set  pattern  of  organizational  structure 
that  can  be  applied  to  or  adopted  by  every  concern.  Each  company  must 
decide  for  itself  what  type  of  structure  will  best  serve  its  present  and 

future  needs. 

The  giant  corporations  producing  a  diversified  line  of  products  are 
usually  organized  along  divisional  lines,  generally  with  an  officer  in  charge 
of  each  division.  Sometimes  the  division  will  cover  a  single  major  product. 
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but  at  other  times  it  includes  a  group  of  products  which  bear  some  rela- 
tionship to  each  other.  Occasionally  the  corporate  concept  is  one  where 
divisions  of  a  company  compete  with  each  other,  very  much  as  they  com- 
pete with  rival  firms.  Perhaps  the  outstanding  example  of  this  concept 
is  in  the  automobile  industry,  but  it  is  being  adopted  by  many  other 
recently  diversified  companies  and  industries. 

Some  companies  stress  decentralization  of  operations,  and  their  organ- 
izational structure  usually  provides  for  divisions  based  upon  geographical 
lines.  In  such  organizations,  the  officer  in  charge  of  the  division  is  held 
responsible  for  the  entire  operation  within  the  confines  of  his  area,  with 
the  exception  of  finance.  He  directs  manufacturing,  production  planning, 
purchasing,  warehousing,  and  marketing,  and  it  is  his  responsibility  to 
produce  a  profit  on  his  operation  without  regard  to  the  results  attained 
by  other  divisions. 

By  far  the  most  common  organizational  structure  for  medium-sized 
companies  is  a  straight  line  and  staff  organization.  Operating  divisions, 
such  as  marketing  and  manufacturing,  usually  represent  the  line  activities 
of  the  organization,  whereas  functions  such  as  are  performed  by  the 
treasurer's  office,  the  secretary's  office,  controller's  office,  employee  rela- 
tions, and  research  and  engineering  are  considered  as  staff.  Some  of  these 
staff  functions  are  service  in  nature,  while  others  are  advisory.  If  a  com- 
pany has  one  or  more  subsidiaries  and  an  officer  is  in  charge  of  those 
subsidiaries,  he  will  be  considered  the  line  officer  of  the  subsidiaries.  The 
prime  distinction  between  line  and  staff  is  that  line  represents  the  basic 
operations  for  which  the  company  exists  and  staff  provides  necessary 
support  to  line  operations  through  the  functions  performed  by  both  the 
service-staff  facilities  and  those  staff  functions  of  an  advisory  nature.  In 
turn,  the  operating  departments  are  usually  themselves  organized  on  a 
line  and  staff  basis,  with  the  staff  facilities  assisting  or  advising  the  pri- 
mary manufacturing  or  marketing  operations. 

Need  for  an  Objective  Appraisal 

Periodically,  almost  every  company  modifies  some  aspects  of  its  or- 
ganizational structure.  This  is  brought  about  by  changed  conditions, 
growth,  diversification,  or  the  retirement  of  key  executives.  Large  well- 
established  companies  are  usually  sufficiently  well  versed  in  the  theory 
of  organization  to  be  capable  of  planning  and  executing  necessary  re- 
visions without  outside  assistance.  However,  this  is  rarely  true  in  the  realm 
of  medium-sized  companies,  those  that  have  grown  rapidly  either  from 
within  or  by  acquisitions  or  that  face  the  transition  from  o^vner-manage- 
ment  to  executive  management.  In  such  situations,  it  is  highly  desirable, 
if  not  imperative,  to  engage  the  services  of  a  management  consulting  firm. 
A  qualified  consultant  provides  the  kn()^\iedge,  objecti\ity,  and   iin])ar- 
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tiality  requisite  to  the  establishment  or  revision  of  a  sound,  effective 
structure  of  organization  for  the  company  as  a  whole  or  for  one  of  its 
divisions  or  departments. 

It  goes  without  saying  that  every  company  already  in  existence  has 
some  form  of  organization.  However,  unless  a  company  at  one  time  or 
another  has  made  a  thorough  study  of  its  pattern  of  organization,  it  is 
likely  that  its  present  form  is  outmoded,  incapable  of  providing  for 
attainment  of  maximum  growth  potential  and  causing  internal  conflicts. 
When  top  management  recognizes  these  deficiencies  and  decides  to  do 
something  about  it,  they  had  best  call  in  a  top-notch  management  con- 
sultant to  conduct  a  painstaking  study  and  to  propose  a  plan  of  reorgan- 
ization. The  lack  of  understanding  that  created  the  need  for  the  study, 
varying  concepts  on  the  part  of  different  important  executives,  internal 
jealousies  or  animosities,  and  empire-building  tendencies  on  the  part  of 
some  are  all  factors  that  contribute  to  the  need  for  an  objective  and 
thoughtful  study  that  cannot  be  accomplished  effectively  from  within. 

In  the  course  of  conducting  such  a  study,  management  consultants  more 
or  less  follow  a  set  procedure.  If  the  client  is  one  for  ^vhom  they  have  not 
previously  worked,  they  familiarize  themselves  -^vith  the  background  of 
the  company,  its  products,  its  principal  manufacturing  problems,  its 
method  of  selling  and  distribution,  its  earnings  history,  and  its  existing 
pattern  of  organization.  Then  they  discuss  over-all  company  objectives 
with  the  chief  executive  officer  or,  upon  occasion,  with  the  board  of 
directors  or  an  executive  committee.  Extensive  discussions  are  held  ^vith 
each  member  of  the  executive  staff  to  determine  that  individual's  under- 
standing of  his  job  and  to  elicit  opinions  as  to  the  current  deterrents 
and  obstacles  to  a  smoother-functioning  operation.  All  this  preliminarv 
work  is  completed  and  studied  before  a  plan  of  organization  is  evolved. 
Staff  and  line  relationships  are  then  developed,  and  overlapping  duties 
and  responsibilities  are  eliminated.  Organization  charts  depict  the  plan 
to  be  suggested. 

At  this  stage,  a  report  is  submitted  to  the  client,  and  the  proposed  plan 
is  thoroughly  discussed  and  considered.  Frequently  included  are  recom- 
mendations as  to  specific  individuals  to  man  certain  positions  or  an  indi- 
cation of  the  consultant's  belief  that  the  company  should  recruit  ne^\- 
personnel  if  present  incumbents  lack  the  vision,  ability,  or  knowledge  to 
fulfill  the  requirements  of  the  job.  If  the  plan  of  organization  proposed 
is  adopted  or  perhaps  modified  in  some  respects,  the  consultant's  assign- 
ment is  not  yet  completed.  To  make  the  concept  understandable  to  all 
involved  and  to  provide  the  basis  for  effectuating  it.  further  guides  foi 
proper  future  functioning  are  necessary.  Position  analyses  for  everv  posi- 
tion are  developed.  A  typical  position  analysis  ^vill  describe  the  position 
in  general  terms,  indicate  the  degree  and  area  of  supervision  involved. 
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set  forth  the  higher  authority  to  whom  it  reports,  and  estabhsh  a  stand- 
ard of  performance  for  the  job.  A  detailed  hsting  is  also  made  for  each 
segment  of  the  job,  so  that  each  executive  will  clearly  understand  his  own 
particular  responsibility  and  authority.  Procedure  manuals  are  frequently 
included.  When  pertinent,  suggestions  as  to  proper  company  policies  are 
drawn  up  to  provide  rules  of  the  road  for  managers  charged  with  partic- 
idar  functions  that  involve  questions  of  company  policy.  Usually,  too,  the 
management  consultant  discusses  with  each  key  executive  his  assignment 
under  the  revised  plan  of  organization.  This  is  to  ensure  complete  com- 
prehension on  the  part  of  each  individual  and  is  particularly  important 
where  there  is  to  be  a  radical  departure  from  accustomed  ways  of  doing 
things. 

Theoretically,  or  perhaps  ideally,  the  consultant,  in  proposing  a  plan 
of  organization,  should  ignore  personalities  and  base  his  suggestions  solely 
on  the  type  of  organization  pattern  that  will  best  serve  the  present  and 
future  needs  of  the  client.  If  followed  through,  this  might  readily  involve 
the  discharge  of  some  executives  with  long  records  of  valuable  service  to 
the  company  but  who  are  incapable  of  assuming  greater  responsibility.  It 
might  involve  demotions,  never  desirable,  creating  friction  rather  than 
harmony.  It  might  call  for  hiring  a  new  man  to  fill  a  certain  position  for 
which  others  have  been  striving.  If  the  client  is  a  company  that  is  in 
financial  difficulties  or  if  other  circumstances  dictate  a  thoroughgoing 
shake-up,  these  problem  situations  will  generally  be  ignored  and  top 
management,  sometimes  itself  newly  installed,  will  proceed  regardless  of 
the  effect  on  the  individuals  concerned.  However,  when  the  reorganization 
involves  a  concern  that  has  been  progressing  satisfactorily  but  is  providing 
for  future  growth,  the  ideal  plan  is  often  tempered  to  avoid  a  serious 
breakdown  in  morale  throughout  the  organization  and  the  possible  loss 
of  certain  executives  to  competition.  Frequently  such  a  company  -will 
adopt  the  plan  but  postpone  effectuating  troublesome  aspects  of  it  until 
some  time  in  the  future.  Under  these  circumstances,  a  timetable  is  desir- 
able, and  all  future  actions  should  be  considered  in  the  light  of  the 
ultimate  objective.  Most  management  considtants  with  ^vhom  I  ha\'e  had 
experience  recognize  such  potential  hazards  and  rarely  recommend  drastic 
or  ruthless  action  unless  circumstances  dictate  it. 

One  of  the  values  inherent  in  a  continuing  relationship  ^\•ith  a  man- 
agement consulting  firm  is  their  imderstanding  and  appreciation  ol  the 
strengths  and  weaknesses  of  the  individual  executives  composing  the 
management  team.  In  all  likelihood,  their  ajji^raisals  of  the  indixicUial 
executives  are  sounder  than  those  of  top  management,  which  is  olten 
influenced  by  long-time  association,  personal  likes  and  dislikes,  lox.ihx 
of  or  to  an  individual,  and  even  perhaps  a  lack  of  kno\\ledge  ol  how  well 
he  actually  performs  his  job.  Since  a  plan  of  organi/ation  lor  a  coinpan\, 
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a  division,  or  a  department  is  rarely  static,  this  knowledge  of  individual 
capabilities  frequentlv  enables  the  management  consultant  to  advocate 
a  further  refinement  or  change  in  the  plan  and  the  assignment  of  par- 
ticular executives  to  staff  it.  This  is  especially  important  when  it  is  recog- 
nized in  advance  that  the  plan  adopted  provides  for  a  period  of  transition 
and  that  several  years  hence  it  will  be  revised  to  accomplish  more  nearly 
the  ends  sought. 

AIDING  RESEARCH 

AVartime  exigencies  necessitated  research  activities  on  a  scale  never 
before  attempted.  The  continuation  of  the  cold  war,  if  anything,  height- 
ened this  need.  The  resulting  scientific  accomplishments  far  exceed  those 
of  any  period  in  the  history  of  man.  Under  this  stimulus,  industry-  gen- 
erallv  vastlv  expanded  its  o.vn  research  programs.  The  initial  results  were 
trulv  remarkable.  This  led  to  an  ever-increasing  interest  in  research,  as 
well  as  steadilv  grooving  amounts  of  money  allocated  to  it.  Companies  that 
.vere  not  research-minded  .vere  forced  to  alter  their  attitude  or  face  the 
alternative  of  .vithering  on  the  vine  as  competitors  or  other  mdustries 
encroached  on  their  markets.  Today  the  competitive  battleground  m 
many  instances  is  in  the  laboratory,  not  in  the  field.  Products  and  processes 
are  both  part  of  the  fray. 

In  so  vital  a  field  of  activitv,  it  is  apparent  that  no  progi-essive  companv 
can  or  should  depend  on  others  to  fulfill  the  research  function.  Yet  there 
are  manv  occasions  .vhen,  for  a  varietv  of  reasons,  recourse  is  taken  to 
outside  talent.  Perhaps  it  is  desired  to  short-cut  a  project  bv  utihzmg  the 
knowledge  of  others  experienced  in  a  particular  field.  Perhaps  speciahzed 
kno.vledge  on  a  certain  subject  is  required  onlv  intermittentlv,  and  the 
companv  ^vants  to  avoid  the  continuing  expense  of  specialized  personnel. 
Perhaps^it  is  too  vast  a  project  to  be  developed  effectively  with  the  com- 
panv's  o.vn  facilities  or  staff.  Perhaps,  as  happens  so  often  in  our  com- 
panv, there  are  more  things  to  be  done  than  .ve  have  time  for.  despite  a 
steadv  build-up  of  research  and  development  personnel. 

To  complement  or  supplement  a  company's  o^vn  research  activities, 
several  avenues  of  approach  are  available  to  it.  In  some  instances,  the  com- 
panv mav  seek  out  an  engineering  consultant  ^dio  is  Avell  versed  m  the 
intricacies  of  a  particular  process  under  consideration.  On  another  occa- 
sion, it  will  decide  to  use  the  facilities  of  highlv  regarded  nonprofit  in- 
stitutions, such  as  Stanford  Research  Institute  or  the  Mellon  Institute. 
Possiblv  it  mav  provide  for  a  research  fello.vship  at  a  college  noted  in  a 
particular  field  of  studv.  Most  frequentlv,  however,  recourse  ^dll  be  taken 
to  a  firm  that  is  experienced  and  kno.vledgeable  in  a  technical  field  m 
which  company  personnel  have  but  limited  talent  and  abilitv. 
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New  inventions  or  substantial  product  improvements  are  most  likely 
to  be  developed  within  the  confines  of  the  company's  laboratory  or  by  its 
creative  staff.  Sometimes,  however,  free-lance  inventors  or  cellar  tinkerers 
have  made  outstanding  contributions.  In  recent  years,  several  companies 
have  been  organized  to  develop  new  products,  which  they  then  offer  either 
for  outright  sale  or  on  a  royalty  basis  to  representative  companies  capable 
of  producing  and  marketing  the  product  involved.  By  and  large,  however, 
it  is  my  experience  that  outside  agencies  only  infrequently  have  the 
capabilities  of  fulfilling  the  market  need  in  the  way  of  product  improve- 
ment. 

There  are  several  interesting  examples  of  how  highly  technical  research 
developments  are  made  available  to  all,  or  substantially  all,  members  of 
an  industry  where  they  have  application.  Certainly  the  petroleum  indus- 
try has  been  in  the  forefront  of  product  and  process  research,  yet  a  com- 
pany like  Universal  Oil  Products,  not  in  the  oil  business  itself,  has  con- 
centrated its  attention  upon  basic  patentable  developments,  which  it  then 
licenses  out  on  a  royalty  basis  to  any  company  which  wishes  to  participate. 
Another  case  in  point  is  the  establishment  of  Clupak,  Inc.,  owned  jointly 
by  the  West  Virginia  Pulp  &  Paper  Co.  and  Cluett,  Peabody  k  Co.,  Inc. 
These  two  companies  spent  a  number  of  years  in  formulating  and  per- 
fecting an  extensible  paper  which  has  found  ready  market  acceptance. 
Clupak,  Inc.,  has  granted  licenses  covering  the  formulation  and  process 
to  many  of  the  major  pulp  and  paper  companies,  virtually  all  of  whom 
are  competitors  of  West  Virginia  Pulp  and  Paper.  There  appears  to  be 
a  pronounced  trend  toward  industry-wide  licensing  rather  than  the  older 
concept  of  each  company  retaining  for  itself  exclusively  any  significant 
new  inventions. 


OTHER  CONSULTING  SERVICES  ^ 

In  the  course  of  this  discussion,  I  have  endeavored  to  indicate  ^vhy  out- 
side professional  talent  is  being  sought  more  frequently  than  before  and  I 
have  also  tried  to  show  the  approach  and  methods  used  by  typical  special- 
ized agencies.  No  discussion  of  this  subject  would  be  complete,  however, 
without  at  least  some  reference  to  the  many  other  professional  services 
that  management  frequently  calls  upon,  either  on  a  sustained  basis  or  as 
the  occasion  warrants. 

Most  companies  and  some  industry  associations  conduct  continuing 
public  relations  programs  through  the  medium  of  professional  firms,  even 
where  a  company  or  industry  association  is  staffed  to  perform  iliis  liiiu  lion 
for  itself.  What  is  sought  is  not  only  the  professional  touch,  but.  a^  in 
the  case  of  advertising  agencies,  the  fresh  approach  and  the  ima^inaii\e 
thinking  that  can  more  readily  evolve  from  people  called  upon  to  ^\()rk 
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on  a  variety  of  problems  without  being  forced  to  focus  their  attention 
exchisively  on  one.  Many  situations  compel  the  public  relations  firm  m 
turn  to  seek  outside  assistance.  As  a  case  in  point,  in  some  instances  public 
opinion  polls  are  conducted  by  independent  researchers  to  find  out  what 
the  public  actually  thinks  about  a  certain  situation,  a  certain  company,  or 
a  certain  product.  The  results  are  sometimes  astonishing  and  at  great 
variance  with  preconceived  notions  that  management  may  have.  One  of 
our  executives  has  a  pet  saying,  which  is,  "It  doesn't  matter  what  the  facts 
are;  what  does  matter  is  what  people  think  the  facts  are."  At  any  rate, 
properly  conducted  opinion  polls  provide  a  valuable  tool  as  well  as  the 
basis  for  a  sound  public  relations  campaign. 

In  the  field  of  personnel  work,  there  are  many  specialized  services  avail- 
able which  are  being  used  more  and  more  frequently.  Aptitude  or  psv- 
chological  testing,  especially  for  new  employees  at  the  management  level, 
has  been  widely  adopted  in  recent  years.  I  have  been  fascinated  by  some 
of  our  experiences  in  the  past  fifteen  years  or  so  since  we  first  adopted 
aptitude  testing  as  a  standard  procedure.  Originally  some  individuals  re- 
sisted the  idea  most  strenuously,  and  some  few  still  do.  ^Vhen  people 
began  to  accept  the  idea  that  this  was  not  simply  a  management  tool, 
however,  but  a  real  service  to  the  individual  as  well,  resistance  decreased, 
and  the  procedure  was  eagerly  sought  after  by  many.  The  word  picture 
of  a  man  was  almost  uncanny  in  its  accuracy  when  the  test  questions  ^vere 
interpreted  by  competent  psychologists.  Our  experience  indicated  to  us 
that  too  many  people  lack  capacity  for  the  particular  job  that  they  may 
be  doing  and  are  thereby  hindering  their  future,  whereas  they  are  likely 
to  be  much  more  successful  in  another  field  of  activity.  Figurativelv 
speaking,  we  have  found  salesmen  who  should  be  accountants  and  ac- 
countants who  should  be  salesmen.  Wherever  feasible,  we  attempt  to  place 
the  man  in  that  phase  of  the  company's  operation  for  which  his  aptitudes 
and  interests  best  qualify  him. 

Typical  examples  of  the  services  that  are  utilized  from  time  to  time, 
rather  than  on  a  sustained  basis,  would  include  plant-location  experts, 
material-handling  and  warehouse  specialists,  architects,  and  engineers 
and  contractors  who  have  done  considerable  work  for  and  are  familiar 
with  the  requirements  of  a  particular  industry.  An  "on-occasion"  service 
employed  in  the  realm  of  personnel  is  the  executive  recruitment  agencv 
which  devotes  itself  exclusively  to  seeking  out  potential  key  management 
men  for  companies  by  whom  it  is  retained. 

WHEN  IS  HIRING  A  CONSULTANT  ADVISABLE? 

Every  company  of  any  size  should  be  equipped  to  carry  on  its  dav-to-dav 
work  with  its  regular  staff.  But  every  company  also  has  peaks  and  valleys 
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in  its  work  load.  Every  company  has  special  problems  from  time  to  time. 
Every  company  periodically  requires  some  special  service  which  occurs 
too  infrequently  to  warrant  the  expense  of  an  inside  staff  knowledgeable 
enough  to  cope  with  it.  Frequently  even  top  management  finds  it  is  too 
close  to  a  problem— finds  it  hard  to  see  the  forest  for  the  trees.  Sometimes 
company  executives  in  the  lower  echelons  are  more  interested  in  pleasing 
top  management  than  in  stimulating  it  to  consider  ideas.  On  occasion,  a 
particular  situation  may  have  such  far-reaching  consequences  that  it  is 
inadvisable  to  entrust  it  to  insiders  with  limited  experience.  Occasionally, 
a  conflict  of  views  within  the  top  executive  ranks  can  best  be  resolved  by 
an  independent  viewpoint. 

What  top  management  seeks  in  a  consultant  will,  of  course,  vary  with 
the  particular  problem  or  particular  circumstances.  In  certain  situations, 
it  is  a  combination  of  objectivity,  impartiality,  and  expert  knowledge. 
In  others,  it  is  expert  or  technical  knowledge  alone.  In  still  others,  it  is 
the  desire  for  a  new  viewpoint,  a  fresh  approach,  and  creative  thinking. 
Under  other  circumstances,  it  is  a  breadth  of  experience  not  possessed  by 
any  inside  staff.  On  occasions,  it  is  to  provide  a  stimulus  to  members  of  the 
organization  all  the  way  down  the  line. 

We  live  in  an  era  of  technical  specialization.  Management  is  now  called 
upon  to  acquire  more  skills  than  were  necessary  in  the  past.  It  has  to 
contend  with  far  greater  complexities  than  ever  before.  Its  responsibilities 
are  greater.  For  these  reasons  and  the  inexorable  pressures  of  time,  man- 
agement seeks  guidance  wherever  and  whenever  possible.  The  consultant 
is  a  virtual  necessity  in  modern  commerce  and  industry.  His  work  should 
not  be  considered  as  a  cost  but  rather  an  investment  in  anticipated  profits 
and  efficiency. 

SELECTING  THE  CONSULTANT  ^ 

The  wide  variety  of  outside  services  covered  in  the  course  of  ^vriting 
this  chapter  makes  it  virtually  impossible  to  set  up  a  standard  criterion 
for  all.  Certainly  the  factors  to  consider  in  selecting  an  advertising  agency 
are  entirely  different  from  those  applying  to  the  selection  of  an  attorney 
to  combat  an  important  antitrust  acion.  Innumerable  other  comparisons, 
such  as  the  public  relations  firms  vis-a-vis  the  pension  consultant,  make 
this  self-evident.  Nevertheless,  there  are  some  standards  that  can  readily 
be  applied  rather  generally.  First  must  come  the  determination  of  Avhether 
a  small  firm  or  a  large  firm  is  desirable  or  necessary.  By  their  ver\  natiiix'. 
some  problems  are  so  broad  in  scope  that  tlie  choice  of  a  huge  firm  is 
inevitable.  If  this  is  not  the  case,  careful  consideration  should  be  given  to 
the  advantages  and  disadvantages  inherent  in  the  size  of  the  adviser  to  be 
called  upon.  A  very  small  company  -would  be  foolish  indeed  to  engage 
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a  consultant  whose  clients  include  the  giants  of  American  industr^^  On 
the  premise  that  the  company's  problems  will  receive  more  attention  from 
the  principals  of  a  small  firm,  does  this  factor  outweigh  the  advantages 
of  the  greater  facilities  and  more  varied  talents  that  a  large  firm  is  likelv 
to  possess?  Is  the  nature  of  the  problem  one  that  makes  it  desirable  to 
have  the  service  performed  by  a  ''name"  firm  because  this  will  carrv 
greater  weight  with  bankers  or   the   company's  present  or   prospective 
customers?  These  are  questions  that  management  must  decide  for  itself. 
Once  this  decision  has  been  made,  the  next  step  is  to  ferret  out  and  call 
in  one  or  several  prospective  candidates.  Depending  on  the  particular 
circumstances,  the  company's  directors,  bank,  trade  association,  or  com- 
petitors   can   usually   suggest   several   firms   capable    of   performing    the 
service  desired.  In  many  areas  of  consulting  work,  there  are  professional 
associations  which  will  gladly  submit  a  list  of  their  membership  or  those 
of  their  members  considered  especially  suited  for  the  task  at  hand.  It  is 
usually  advisable   to  confine  consideration,  preliminarily  at  least,  to  a 
limited  number  of  possible  candidates.  Those  initially  selected  should  be 
called  in  and  advised  of  the  nature  of  the  problem.  This  contact  should 
be  with  a  principal  or  responsible  executive,  not  a  "salesman."  Of  neces- 
sity, the  discussion  should  be  as  frank  and  open  as  appears  feasible.  Fre- 
quently the  consultant  will  cite  similar  problems  that  have  confronted 
his  cHents  and  how  he  aided  in  their  solution.  Sometimes,  if  the  subject 
concerns  operational  problems,  a  preliminary  survey  is  suggested  either 
at  the  company's  or  at  the  consultant's  expense,  depending  on  the  circum- 
stances. In  the  case  of  some  services,  such  as  advertising  or  publicitv,  a 
presentation  may  be  called  for.  Such  surveys  or  presentations  often  involve 
a  rather  considerable  expense  to  the  prospective  adviser  and  should  not 
be  treated  lightly.  Out  of  these  discussions,  management  must  conclude 
whether  or  not  any  of  the  firms  under  consideration  appear  to  be  quali- 
fied to  undertake  the  assignment.  If  so,  a  conclusion  must  be  reached  on 
which  one  is  considered  to  be  outstanding  or  the  search  must  be  con- 
tinued. Assuming  that  a  tentative  choice  has  been  made,  it  is  incumbent 
upon  management  to  investigate  thoroughly  the  background,  experience, 
reputation,  and  standing  of  the  consultant  who  is  being  considered.  Man- 
agement should  personally  contact  concerns  for  whom  the  firm  has  ^\'orked 
in  the  past  to  determine  how  successful  the  firm  has  been  in  accomplish- 
ing the  objectives  for  which  it  was  engaged.  This  investigation  should  also 
seek  to  determine  whether  the  consultant  has  consistently  concluded  the 
study  within  the  sum  budgeted  for  the  project  or  whether  it  has  exceeded 
initial  budgets  regularly  by  a  substantial  amount.  In  most  instances,  it  is 
extremely  difficult,  except  in  the  case  of  advertising,  public  relations,  or 
publicity  budgets,  to  determine  in  advance  just  how  much  a  particular 
study  will  ultimately  cost.  This  is  not  because  reputable  firms  purposelv 
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underestimate  the  cost  initially,  but  rather  because  during  the  course  of 
their  study  factors  warranting  investigation  and  analysis  that  were  not 
originally  contemplated  come  into  focus.  Unless  this  develops,  and  it 
does  frequently,  a  well-organized  firm  can  usually  present  a  rather  concise 
idea  of  the  sum  that  is  involved.  The  most  common  practice  is  to  submit 
fees  involved  on  a  minimum-maximum  range,  to  which  must  be  added 
traveling  and  incidental  expenses. 

"The  laborer  is  worthy  of  his  hire."  The  work  of  consultants,  for 
obvious  reasons,  is  not  at  bargain-basement  rates.  No  one  would  hire 
them  if  their  staff  consisted  of  low-grade  or  mediocre  personnel.  Top- 
flight personnel  must  be  compensated  on  a  basis  comparable  with  well- 
paid  jobs  in  industry  and  frequently  at  materially  higher  rates  where 
constant  traveling  is  required.  To  my  knowledge,  there  is  no  definite 
yardstick  that  can  be  used  to  decide  whether  the  cost  of  the  service  is  or 
is  not  warranted.  It  depends  solely  on  the  importance  of  the  undertaking 
and  the  magnitude  of  the  results  that  may  be  achieved. 

Before  retaining  the  consultant,  several  other  factors  are  worthy  of  in- 
vestigation. These  include  (i)  the  background  and  experience  of  the 
principals;  (2)  whether  or  not  the  firm  has  had  sufficient  experience  on 
problems  of  a  similar  nature;  (3)  whether  the  assignment  will  receive  at- 
tention from  principals  or  top  executives  or  will  be  relegated  down  the 
line;  (4)  does  its  staff  have  the  reputation  of  being  able  to  get  along  with 
people?  (5)  is  there  a  steady  turnover  in  its  staff  or  is  it  composed  of  men 
who  view  their  jobs  as  a  profession  and  are  therefore  reasonably  per- 
manent? (6)  the  caliber  of  the  man  who  will  be  assigned  to  the  particular 
project;  and  finally  (7)  whether  the  roster  of  clients  served  carries  a  large 
proportion  of  repeat  business. 

WORKING  WITH  THE  CONSULTANT  \ 

The  first  prerequisite  to  working  successfully  with  a  consultant  is  a 
clear  and  concise  statement  of  the  facts,  the  problem,  and  the  results  that 
the  client  hopes  to  achieve.  Company  personnel  who  ^vill  be  called  upon 
to  work  with  or  express  viewpoints  to  the  considtant's  staff  should  be 
briefed  thoroughly  on  why  an  outsider  has  been  retained  as  Avell  as  the 
objectives  that  management  is  seeking  to  attain.  A  key  executive,  or  in 
some  instances  perhaps  several  such  executives,  shoidd  be  designated  as 
the  consultant's  regular  contact  and  source  of  authority  lor  inlorniaiion 
and  data  that  may  be  required. 

On  assignments  that  are  expected  to  continue  over  an  exteiuled  pcriotl 
of  time,  progress  reports  should  be  arranged  lor.  lliese  sliould  l)e  e\alu- 
ated  when  submitted,  and  a  determination  should  be  made  Avhcther  the 
study  is  straying  off  the  track  originally  contemplated  or  if  some  of  ilie 
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interim  recommendations  can  be  put  into  effect  immediately  rather  than 
awaiting  the  completion  of  the  job.  At  all  stages,  whether  mterim  or 
final  a  critical  analysis  should  be  made  of  the  findings,  along  .vith  an 
objective  study  of  the  recommendations  made.  If  management  were  to 
insist  upon  following  its  own  preconceived  notions,  there  would  be  no 
sense  or  purpose  in  spending  money  for  an  outside  service  unless  manage- 
ment hoped  for  corroboration  of  its  own  expressed  viewpomt.  Conversely, 
it  must  be  recognized  that  although  able,  a  consultant  is  rarelv  a  miracle 
man  He  does  not,  and  cannot,  know  all  the  answers  to  a  particular 
problem,  because  company  philosophies  vary  and  personalities  frequently 
must  be  taken  into  consideration.  Often  perfection  must  be  compromised 
in  the  light  of  these  situations,  and  management  must  decide  what  is  best 
suited  for  the  company's  present  and  future  well-being. 

Many  an  excellent  study  and  program  for  a  future  course  of  action 
have  been  relegated  to  the  files  to  gather  dust  because  no  provision  .vas 
made  for  implementing  the  program  that  was  finally  adopted  as  workable. 
In  my  opinion,  the  consultant's  assignment  has  not  been  completed  unless 
and  until  a  course  of  action  is  charted  and,  if  necessary,  a  timetable 
programmed.  It  must  be  recognized  that  upon  occasion  the  conclusions 
reached  may  be  unpleasant  and  unpalatable  to  some  members  of  the 
company  staff.  Because  of  this,  top  management  may  tend  to  procrastmate. 
If  this  occurs,  much  of  the  value  that  the  company  expected  to  gam  from 
the  outside  service  will  be  lost  permanently,  or  at  best  considerablv  de- 
layed. Expediency  is  not  necessarily  the  best  policy.  Expediencv  .nil  be 
avoided  if  a  definite  program  of  implementation  is  prepared  and  carried 
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Value  of  a  Continuing  Relationship 

I  am  a  firm  believer  in  a  continuing  relationship  with  a  capable  man- 
agement consulting  firm.  As  a  matter  of  fact,  to  ensure  this,  our  company 
has  retained  one  on  an  annual  retainer  for  the  last  fifteen  vears.  Then- 
activities  for  us  are  by  no  means  confined  to  organization  plannmg,  but 
include  such  diversified  subjects  as  market  studies,  periodical  revision  of 
salary  administration  plans,  and  development  of  sales  compensation  plans, 
all  on  a  specially  budgeted  fee  basis.  Obviously,  their  interest  m  our 
welfare  is  greater  than  that  of  a  firm  that  might  be  called  in  for  a  specific 
study  or  assignment,  which,  when  completed,  terminates  their  emplov- 
ment,  unless,  perchance,  a  new  problem  arises  in  the  future  for  .vhich 
their  services  might  be  required.  I  have  found  that  rather  than  resist  ^vhat 
some  executives  consider  the  intrusion  of  outsiders,  most  of.our  kev  people 
avidly  seek  the  advice  of  our  consulting  firm  whenever  thev  are  faced 
with  a  puzzling  situation.  However,  it  is  made  perfectly  clear  to  all  con- 
cerned that  the  consultant's  role  is  limited  to  advice,  recommendations,  or 
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providing  specialized  knowledge.  It  is  up  to  management  to  appraise  their 
recommendations,  modify  them,  if  necessary,  to  fit  particular  circum- 
stances, make  the  final  decisions,  and  assmne  responsibility  for  them.  It  is 
obviously  very  important  to  avoid  any  possible  implication  or  erroneous 
impression  that  management  has  abdicated  its  basic  function  and  re- 
sponsibilities and  that  decisions  are  being  made  by  others  not  finally  ac- 
countable to  the  stockholders.  A  competent  management  consulting  firm 
assiduously  refrains  from  being  cast  in  the  role  of  making  decisions; 
rather  it  tries  to  generate  thinking  and  action  on  the  part  of  the  client's 
executives  themselves.  Moreover,  to  restrain  repeated  calls  upon  it  for 
services  that  the  client  can  and  should  perform  itself,  the  consultant  will 
invariably  suggest  that  the  client  staff  be  trained  properly  to  carry  on 
activities  of  a  recurring  nature,  thereby  eliminating  needless  expense. 
A  reliable  management  consultant  does  not  indulge  in  "make  ^vork" 
procedures  for  his  own  benefit. 

THE  PAST  AND  THE  FUTURE 

This  chapter  of  the  Handbook  has  reviewed  many  of  the  different  out- 
side services  that  are  available  to  management,  why  they  are  used,  the 
advantages,  and  some  of  the  pitfalls.  During  the  course  of  my  tenure 
as  president  of  our  company^  I  have  participated  in  and  experienced 
virtually  all,  if  not  all,  the  problems  referred  to.  It  is  written  from  the 
perspective  of  one  who  has  participated  actively  in  the  affairs  of  what 
has  been  characterized  as  a  dynamic-growth  company.  The  measure  of 
that  growth  is  indicated  by  the  fact  that  the  year  before  I  became  presi- 
dent our  annual  sales  volume  was  approximately  $18  million.  In  1959  it 
was  very  close  to  $100  million,  all  of  which  represents  growth  from  within 
and  not  by  acquisition. 

I  cite  these  statistics  not  as  a  boast,  although  I  am  frank  to  admit  that 
we  are  proud  of  our  record,  but  rather  to  point  out  that  the  problems 
we  have  had  to  contend  with  over  the  last  fifteen  years  are  considerably 
different  from  those  faced  by  a  company  in  a  static  or  declining  industry. 
Our  problems  have  been  numerous.  But  the  problems  of  companies  in 
industries  that  are  not  growing  rapidly  are  in  most  instances  more  severe. 
In  such  cases,  an  outside  viewpoint,  the  stimidus  of  a  new  idea  or  a  ne"\v 
approach,  and  the  ability  to  achieve  greater  efficiency  are  probably  even 
more  important  and  ^vorthwhile. 

American  industry,  by  and  large,  faces  its  greatest  challenge  in  the 
years  to  come.  The  Common  Market  is  a  boon  for  Europe,  but  it  is  likely 
to  pose  severe  problems  for  us.  llie  threat  of  S()\  iet  produc  ii\  ii\  \\\\\  ha\c 
to  be  reckoned  Avith.  If  we,  as  a  nation,  are  to  maintain  or  iiiipioNC  our 
standard  of  living,  ^ve  must  retain  some  of  our  loicign  markets  and.  abo\e 
all,  we  must  maintain  our  domestic  markets.   The   task   ahead   ol    us   is 
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difficult  indeed  in  the  light  of  the  disparity  between  wage  rates  in  the 
United  States  and  those  in  foreign  countries,  particularly  because  many 
of  those  countries  now  have  manufacturing  facilities  equal  to  or  superior 
to  our  own.  Only  by  increased  productivity,  lower  costs,  and  more  efficient 
management  can  we  expect  to  solidify  our  position.  To  do  this,  we  shall 
require  all  the  expert  and  technical  assistance  that  we  can  command.  I, 
for  one,  am  convinced  that  the  role  of  consultant  to  management  will 
be  even  more  significant  in  the  future  than  it  has  been  in  the  past. 


Richard  S.  Leghorn 

PRESIDENT 

ITEK  CORPORATION 

WALTHAM,   MASSACHUSETTS 


Richard  S.  Leghorn  is  founder  and  president  of  Itek  Corporation,  one 
of  the  new,  fast-growing  corporations  in  the  field  of  electronics. 

Mr.  Leghorn  has  earned  an  outstanding  reputation  as  a  military 
executive,  as  well  as  for  management  and  marketing  of  research  and 
development  efforts. 

His  company,  founded  in  ip^y,  already  has  attained  a  position  of 
leadership  in  the  field  of  inforrnation  technology,  particularly  as  it 
applies  to  aerospace  reconnaissance  and  graphic  information  handling 
systems.  Many  business  and  technical  periodicals  have  written  glowing 
reports,  not  only  on  the  progress  of  the  company,  but  also  on  its  re- 
search and  development  activities. 

His  distinguished  military  career  includes  service,  during  World 
War  H,  as  a  pilot,  squadron  commander,  and  finally  as  reconnaissance 
group  commander  responsible  for  all  reconnaissance  for  the  D-day 
invasion  of  Normandy  and  the  subsequent  advance  across  Europe. 
During  the  Korean  War  he  was  chief.  Reconnaissance  Systems  Branch, 
Wright  Air  Development  Center,  responsible  for  planning  and  co- 
ordination of  reconnaissance  aircraft  and  missile  development.  Later 
he  directed  Intelligence  and  Reconnaissance  Development  Planning  at 
Headquarters,  USAF. 

A  colonel  in  the  USAF  Reserve,  he  has  served  as  a  consultant  to  the 
Air  Staff,  its  Scientific  Advisory  Board,  and  the  National  Advisory 
Committee  for  Aeronautics.  He  has  also  worked  as  a  consultant  to  the 
Special  Assistant  to  the  President  for  Disarmament  Affairs. 

In  recognition  of  his  outstanding  contributions  while  in  military 
service,  Mr.  Leghorn  has  been  awarded  the  Sih>er  Star,  the  Distin- 
guished Flying  Cross,  the  Soldiers  Medal,  the  Air  Medal  -with  six 
clusters,  and  the  Croix  de  Guerre  avec  Palme. 

Before   his  association    with   Itek,   his   business  career  moved  from 
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development  physicist  for  Eastman  Kodak  Company  to  assistant  to  the 
vice  president,  responsible  for  various  aspects  of  the  company's  foreign 
operations,  to  manager  of  Eastman's  European  Division. 

He  is  chairman  of  the  National  Planning  Association  Committee  on 
Security  through  Arms  Control  Mr.  Leghorn  is  author  of  many  papers 
and  articles  on  security  affairs  for  such  publications  as  Bulletin  of 
Atomic  Scientists,  U.S.  News  &  World  Report,  and  the  Reporter  maga- 
zijie  and  is  widely  known  as  a  speaker  on  arms  control. 

Mr.  Leghorn  is  one  of  the  younger  presidents  represented  in  this 
Handbook,  having  been  born  in  1919  in  Brookline,  Massachusetts. 
He  graduated  from  Massachusetts  Institute  of  Technology  in  1939 
with  a  Bachelor  of  Science  degree  in  physics. 

March,  i960 


CHAPTER    47 


Top  Management's  Use 
of  Operations  Research 


"Operations  research"  and  "systems  analysis"  are  terms  ^vhich  have  come 
into  currency  since  the  start  of  World  War  II.  They  represent  a  not  en- 
tirely new,  but  newly  expanded,  set  of  techniques  and  concepts  ^vhich 
have  proved  highly  useful  to  managers.  Although  at  the  start  these  man- 
agers were  primarily  military  managers,  an  increasing  number  of  nonmili- 
tary  enterprises  are  now  utilizing  this  comparatively  ne.v  management 

tool.  , 

As  it  has  developed,  operations  research  has  acquned  the  status  ot  a 
profession.  There  are  two  regularly  published  periodicals  and  two  profes- 
sional societies  in  the  United  States  devoted  to  its  further  development 
and  improvement.  Several  universities  have  introduced  course  .vork  ni 
operations  research;  notable  among  them  are  the  Massachusetts  Institute 
of  Technology  and  the  Case  Institute  of  Technology.  A  tairlv  sizable  kit 
of  tools  (or  to  use  the  jargon  of  the  trade,  "methodologies")  has  come 
into  use. 

Operations  Research  and  World  War  11 

My  first  exposure  to  operations  research  came  during  ^Vorld  ^Var  II.  In 
the  process  of  containing  and  repelling  the  German  "bulge"  into  the 
Ardennes  toward  the  end  of  the  war,  the  fighter-bomber  force  ot  the  9th 
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Tactical  Air  Command  had  been  substantially  committed  to  a  rail-cutting 
operation  aimed  at  interdicting  the  battle  zone  of  the  armies.  Through- 
out the  area  between  the  front  lines  and  the  Rhine,  American  fighter 
bombers  were  attacking  the  rails  singly  and  in  small  groups,  in  an  effort 
to  block  supplies  reaching  the  German  front.  Such  a  "soft,"  easily  aligned 
target  seemed  a  natural  for  dive-bombing  fighters. 

At  the  time,  I  was  commanding  a  tactical  reconnaissance  group  sup- 
porting this  sector.  Our  visual  and  photographic  reconnaissance  aircraft 
ranged  daily  over  the  entire  area,  photographing  these  bombings  to  obtain 
data  for  damage  assessment.  The  Germans,  meanwhile,  kept  a  civilian 
work  force  busy  traveling  up  and  down  the  system  repairing  the  cuts. 

One  day  a  civilian  analyst  arrived  at  our  Reconnaissance  Airfield  to 
"analyze  bombing  operations."  After  asking  some  key  questions,  he  went 
to  work  poring  over  reconnaissance  photographs,  compiling  columns  of 
figures,  and  making  calculations.  He  sorted  through  many  variables:  the 
total  bomber  force  available,  rate  of  abortive  sorties,  probabilities  of 
successful  cuts,  rates  of  detection  and  repair  by  the  Germans,  and  so  on. 
The  conclusion  he  reached  was  that  the  Germans  were  repairing  rail 
damage  as  fast  as,  if  not  faster  than,  Allied  planes  were  inflicting  it.  It 
became  clear  that  interdiction  of  the  battle  front  by  this  means  was  in- 
feasible. 

The  analytical  process  pointed,  however,  to  an  alternative  course  of 
action  which,  after  presentation  to  the  top  command,  was  adopted.  This 
was  to  bomb  the  railroad  bridges.  Although  bridges  were  far  harder  to 
knock  out,  they  were  also  vastly  more  difficult  to  repair.  The  analysis 
identified  this  "down  time"  as  the  critical  factor  that  would  justify  the 
extra  effort  necessary  for  successful  bridge  cuts  and,  in  turn,  truly  effective 
rail-interdiction  results.  -^     . 

World  War  II  brought  many  men  into  similar  contact  with  operations 
research.  It  was  applied  to  everything  from  organizing  the  operations  of 
Atlantic  convoys  to  designing  efficient  floor  plans  for  mess  halls.  Its  use 
in  the  military  grew  steadily  from  the  early  war  days,  when  the  British 
used  it  to  improve  the  radar  air-defense  picture,  through  its  application 
to  antisubmarine  warfare  and  to  the  calculation  of  force  requirements 
for  bombardment  missions. 

It  was  this  military  "seeding"  among  managers  ^vho  had  exj^erience 
with  operations  analysis  in  the  course  of  their  ^var  work  ^vliich  slowh 
carried  the  technique  into  industry  and  accounts  for  much  of  its  present 
growth  in  American  industrial  life.  Its  industrial  uses  developed  steacHh 
since  World  War  II,  until  by  the  end  of  the  1950s,  oj^erations  lescaich 
had  become  a  useful  and  widely  recognized  tool  for  business  managers. 

In  addition  to  this  impetus  from  the  military,  its  current  usage  has 
resulted  from  the  increasing  complexity  of  the  problems  that   face  the 
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modern  business  manager.  These  include  the  whole  set  of  problems 
growing  out  of  man-machine  mixtures;  the  development  of  the  systems 
concept;  the  introduction  of  information  processing  and  automation;  and 
the  increasing  availability  of  energy  and  mechanisms  to  supplement,  or 
in  some  cases  supplant,  human  labor  (in  large  measure,  a  response  to 
the  increasing  cost  and  scarcity  of  man-hours  in  the  West).  As  such, 
operations  research  is  a  natural  outgrowth  of  our  times  and  peculiarly 
a  product  of  the  Western  technical-industrial  civilization. 

WHAT  IS  OPERATIONS  RESEARCH? 

Before  proceeding  further,  an  examination  of  what  operations  research 
is  might  be  in  order.  Perhaps  the  first  thing  to  establish  is  what  it  is  not. 

It  is  definitely  not  some  form  of  new  magic  which  will  enable  a  man- 
ager to  shunt  off  onerous  problems  into  a  giant  computer  or  even  to  a 
group  of  "team  brains"  and  have  decisions  made  for  him. 

O.R.  is  not  a  panacea  for  management  problems,  nor  is  it  intended 
to  replace  the  battery  of  tools  which  managers  have  developed  over  the 
centuries  to  help  them  make  decisions.  Rather,  it  is  an  adjunct,  and  a 
very  useful  adjunct,  to  the  tools  normally  available  to  managers. 

It  is  not  for  the  most  part  even  a  collection  of  brand-new  techniques. 
Actually,  this  sort  of  activity  has  been  in  use  for  a  very  long  time,  al- 
though it  was  never  formally  described  or  actually  organized  as  an 
identified  management  technique.  Most  of  the  techniques  used  bv  opera- 
tions analysts  are  straightforward  uses  of  logic  and  mathematics  or  have 
been  used  in  the  general  scientific  and  technical  community  for  some 
time  and  are  quite  well  known. 

Operations  Research  Defined 

Operations  research  is  still  too  young  a  tool  to  have  been  definitiveh 
described  to  the  satisfaction  of  all  its  practitioners.  There  are  almost  as 
many  definitions,  in  fact,  as  there  are  practitioners.  I  would  like  to  offer. 
however,  as  a  useful  working  definition,  the  following:  "a  systematic 
application  of  the  scientific  approach  to  the  investigation  of  current  or 
anticipated  operational  problems  which  require  decisions  by  managers." 
This  is  not  a  very  glamorous-sounding  definition  and  remains  quite  gen- 
eral, but  it  is,  I  think,  a  helpful  one. 

A  large  American  firm  which  uses  operations  research  techniques  ni 
several  contexts  within  the  company  states  simply:  "In  its  essence,  the 
process  of  Operations  Research  &  Synthesis  is  the  establishment  of  an 
analogy  between  a  given  situation  and  some  known  logical  structure."  ^ 

iThe  General  Electric  Company,  General  Electric' s  Organization.  Book  II:  Profes- 
sional Management  in  General  Electric  (New  York:  General  Electric  Company,  \^'3o) 
p.  212. 
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Another  statement  comes  from  a  brochure  prepared  by  one  of  the 
large  operations  research  groups:  ^ 

Operations  research  is  the  prediction  and  comparison  of  the  values,  effective- 
ness, and  cost  of  a  set  of  proposed  specific  courses  of  action  .  .  .  ,  (in  which) 
an  estimate  of  the  uncertainty  in  the  predicted  outcome,  and  the  values,  effective- 
ness, and  cost  of  the  proposed  action,  is  provided. 

Some  Distinguishing  Characteristics 

One  practitioner  has  set  forth  the  characteristic  features  of  the  opera- 
tions research  process  which  distinguish  it  from  other  tools  available  to 
management,  as  follows:  ^ 

Its  object  is  the  study  of  operations  as  a  whole,  that  is,  the  use  by  management, 
of  men,  machines,  and  technical  processes  in  combination  to  manufacture  goods 
or  to  provide  services  which  are  profitable. 

It  is  based  upon  the  fact  that  the  behavior  of  large  numbers  of  people  and 
equipment  carrying  out  complex  operations,  can  be  analyzed  by  the  methods  of 
science,  and  that  the  knowledge  gained  from  this  analysis  can  be  used  to  control 
the  operation. 

It  uses  the  advanced  methods  of  laboratory  science  and  mathematical  analysis. 
These  non-standard  methods  enable  the  operations  research  scientists  to  isolate 
critical  factors  from  masses  of  unwieldy  data,  to  measure  factors  often  considered 
intangible,  and  to  describe  complex  interrelationships  among  variables. 

Its  key  personnel  are  trained  scientists  and  mathematicians,  who  are  usually  not 
experts  in  the  problem  under  study.  Their  task  is  to  discover  how  things  behave 
rather  than  to  apply  existing  knowledge. 

In  summary,  then,  the  O.R.  process  can  be  viewed  as  an  attempt  to  set 
tip  a  conceptual  or  mathematical  model  of  a  real  situation  and,  by  work- 
ing with  this  model  in  a  logical  way  and  with  the  objectivity  of  scientific 
method,  to  provide  insights  for  management  in  the  solution  of  real  prob- 
lems. 


WHERE  CAN  OPERATIONS  RESEARCH  HELP  MANAGERS? 

There  are  three  general  situations  in  which  O.R.  can  assist  the 
manager.  The  first  is  the  situation  where  the  manager  needs  to  correct 
a  troublesome  function  or  believes  an  operation  could  be  made  more 
effective.  The  analysts  are  then  asked  to  tackle  the  problem  of  suggesting 
how  to  right  the  wrong  or  improve  the  unsatisfactory. 

-  Dr.  Ellis  A.  Johnson,  Director,  Operations  Research  Office,  The  Johns  Hopkins  Uni- 
versity, Introduction,  Operations  for  Management,  ed.  Joseph  F.  McCloskey  and  Florence 
N.  Trefethen,  pp.  xxiii-xxiv,  Johns  Hopkins  Press,  Baltimore,  1954. 

^  Harry  B.  Wissmann,  "A  New  Aid  for  Management:  Operations  Research,"  Manage- 
ment Methods^  November,  1954,  pp.  77ff. 
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A  second  area  where  the  manager  can  profit  from  O.R.  covers  opera- 
tions which,  far  from  running  badly,  are  running  particularly  well.  Here 
the  analyst  is  assigned  to  study,  in  order  to  preserve  or  to  communicate 
to  others,  the  reasons  why  it  is  running  well.  An  individual  withm  a 
company  may,  for  example,  know  a  great  deal  about  his  particular  opera- 
tion. Much  of  his  information  may  have  been  gained  intuitively  and 
involve  relationships  not  revealed  in  normal  accounting  records.  This 
man's  information  makes  him  too  valuable  to  risk  losing  and  might  be  of 
help  to  others  if  it  can  be  brought  into  the  open  and  shared.  It  can  be 
preserved  for  the  company  by  an  O.R.  analysis,  which  can  extract  this 
"intuitive"  information  and  translate  it  into  usable,  quantitative  terms, 
when  other  methods  of  interviewing  and  research  ^vill  fail. 

Thirdly,  it  can  be  of  help  in  considering  innovations.  An  O.R.  analysis 
can  provide  a  manager  the  needed  information  ^vhen  he  ^vishes  to  intro- 
duce a  new  technique  or  new  system  which  is  either  too  costly  or  too 
complicated  to  experiment  with  in  actual  practice.  It  is  frequentlv  ex- 
pensive to  try  an  innovation  in  procedure,  in  process,  or  in  product  in  a 
company  of  any  size.  An  appropriately  constructed  model  of  this  situation 
operated  by  a  trained  operations  researcher  can  provide  valuable  insights 
as  to  the  nature  and  probable  magnitude  of  the  effects  which  such  an 
innovation  will  give,  at  a  far  lower  cost,  both  directly  and  in  terms  of 
disruptions  of  the  operation,  than  if  the  experiment  ^vere  performed 
within  the  actual  organization. 

In  this  connection,  O.R.  can  help  with  the  evaluation  of  scientific  and 
technological  trends  in  order  to  furnish  guidance  for  the  company's  o^ni 
research  and  development.  Help  here  is  of  course  not  ^vith  directing 
research  and  development  activities,  but  rather  in  indicating  the  areas 
of  possible  high  pay-off  into  which  the  company  might  profitably  direct 
its  research  and  development  efforts. 

It  could  be  argued  that  such  a  problem  is  not  necessarily  operations 
research  in  the  usual  sense.  Actually,  however,  it  is  the  same  sort  of  ^vorth- 
versus-cost  analyses,  but  with  the  additional  variable  of  the  technical  arts. 
In  other  words,  various  inventable  devices  and  product  lines,  including 
the  resources  necessary  to  develop  and  exploit  them,  would  be  fed  into 
the  analyses.  The  research  is  on  alternative  future  new-product  operations 
rather  than  operations  with  current  products. 

Specific  Areas  of  Application 

What  are  some  of  the  problems  on  which  the  business  manager  can 
turn  to  O.R.  for  assistance? 

Not  surprisingly,  O.R.  has  been  most  effective  in  problems  involving 
repetitive  processes,  from  which  analysts  have  been  able  to  produce  highlv 
useful  models  by  analyzing  and  abstracting  them  as  they  recur.  Russell 
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Ackoft  -^  has  pointed  out  seven  types  of  recurrent  processes  with  which  O.R. 
has  had  outstanding  success,  all  of  them  familiar  to  the  business  manager. 
He  identifies  these  as: 

inventory  processes,  involving  decisions  as  to  how  many  units  to  pro- 
duce or  purchase,  and  when,  in  which  carrying  costs  must  be  bal- 
anced against  the  costs  of  various  alternatives; 

allocation  processes,  in  which  the  over-all  effectiveness  of  allocating 
available  resources  in  various  ways  must  be  determined; 

waiting-line  processes,  involving  waiting  costs  associated  with  delays 
of  units  to  be  serviced  or  of  service  equipment; 

routing  processes,  to  fix  routes  of  optimum  efficiency; 

replacement  processes,  where  maintenance  costs  must  be  balanced  with 
the  costs  of  new  equipment; 

information-collection  processes,  involving  relative  costs  in  the  gather- 
ing of  relevant  data  for  decision-making; 

competitive  processes,  to  determine  how  "vulnerable"  the  results  of  a 
given  decision  may  be  to  any  subsequent  decision  by  an  adversary 
(often  explored  by  "game"  techniques).  ,     . 

In  fact,  the  problem  to  be  studied  usually  involves  a  combination  of 
these  processes,  but  these  separate  aspects  may  be  broken  down  and  con- 
sidered individually. 

As  an  example,  consider  a  manufacturing  concern  which  has  grown 
through  the  years  and  is  conducting  a  good  business  operation.  Suddenly 
It  IS  confronted  with  increasing  production  costs,  as  well  as  more  highly 
competitive  markets.  There  may  be  numerous  alternative  courses  of  action 
open  to  management,  among  which  might  be  the  lowering  of  production 
costs;  increasing  the  advertising  activity  in  hopes  of  capturing  a  larger 
share  of  the  market;  improving  distribution  and  retailing  methods;  prod- 
uct improvement;  or  possibly  diversification  into  related  lines. 

The  company's  operations  research  group  should  be  in  a  position  to 
assist  management  in  making  its  choice  of  alternatives.  They  could 
analyze  production  methods,  inventory  and  warehouse  practices,  and 
distribution  and  retail  systems  and  estimate  the  likely  pay-off  from  in- 
creased advertising.  Such  determinations  of  relative  pay-offs  versus  costs, 
made  in  as  quantitative  a  manner  as  possible,  can  be  invaluable  to  com- 
pany management. 

Sometimes  a  situation  is  highly  complicated,  and  requires  mechanical 
assistance  for  analysis.  Simulation,  aided  by  the  electronic  computer,  can 
permit  a  manager  to  take  an  over-all  view  of  a  complex  business  situation. 

4R.  Ackoff,  "The  Development  of  Operations  Research  as  a  Science,"  Journal  of 
Operations  Research,  IV  (June,  1956),  pp.  265-295. 


2Q14  OTHER  ASPECTS  OF  TOP  MANAGEMENT 

In  simulation,  one  may  set  up  in  a  computer  many,  if  not  all,  of  the  con- 
ditions which  describe  company  operations.  From  these  descriptions  and 
assumptions  about  the  company,  a  computer  can  generate  a  series  of  in- 
formation charts  concerning  materials,  money,  manpower,  and  capital 
equipment  and  reveal  how  these  interlock  to  modify  one  another  and 
cause  change.  It  is  these  observed  changes  that  form  a  basis  for  anticipat- 
ing the  effects  of  decisions,  policies,  organizational  structures,  and  so  on, 
as  seen  in  the  case  below. 

A  Case  History 

A  well-known  management  consulting  firm,^  called  upon  to  study  the 
operations  of  a  major  raw-material  refining  company  and  to  make  recom- 
mendations in  respect  to  organization  and  operations  as  an  integrated 
production  and  distribution  system,  found  the  company's  diversified 
operations  (operation  of  overseas  production  facihties,  shipping  to  main- 
land refineries,  operations  of  refineries,  storage  and  distribution  of  refined 
products)  far  too  complex  for  linear  programming.  The  consulting  firm 
therefore  turned  to  the  electronic  computer  to  simulate  the  operation  of 
the  system.  Through  the  workings  of  a  model,  it  was  possible  to  observe 
the  effects  of  alternative  types  of  equipment,  changes  in  operating  policies, 
inventory  levels,  and  locations,  in  order  to  determine  the  optimum  opera- 
tions of  the  over-all  system. 

In  brief,  the  computer  was  programmed  to  carry  out  the  following 
steps,  each  run  covering  the  week-by-week  operations  for  the  next  five 

years: 

1.  The  first  step  was  to  plan  annual  production,  shipping,  and  refining 
schedules  for  each  of  the  five  years.  The  objective:  to  establish  the  op- 
timum inventories  at  each  stage  of  the  process  which  would  be  adequate 
to  maintain  refinery  operations  and  would  permit  the  most  effective  use 
of  the  shipping  fleet.  The  computer  utilized  long-range  production  esti- 
mates, operating  characteristics  of  the  shipping  fleet,  refinerv-operating 
characteristics,  and  the  projected  demand  pattern  for  finished  products. 
The  result  of  this  first  step  in  the  operation:  to  set  an  over-all  production 
schedule  for  each  year  and  to  indicate  the  over-all  schedules  of  shipping 

operations. 

2.  The  computer  next  generated  "actual"  weekly  production  figures 
for  each  overseas  operation.  A  random  factor  was  added  here  to  represent 
differences  between  planned  and  actual  production  caused  bv  variations, 
such  as  weather,  which  could  not  be  predicted. 

3.  The  computer  next  simulated  the  actual  ^veek-by-^veek  operation 
of  the  system,  including  raw-material  production,  and  compared  this  ^vith 
estimated  production.  When  significant  variations  occurred,  and  if  ship- 

5  McKinsey  &  Co.,  Inc.,  New  York,  N.  Y. 
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ping  operations  permitted  future  shipping,  schedules  were  advanced  or 
delayed. 

4.  The  computer  also  programmed  additional  ship  charters  as  needed. 

5.  Refinery  operations  were  scheduled  next.  These  included  semi- 
processed  material  stocks  accumulated  at  refineries  as  a  result  of  de- 
liveries, the  altering  of  schedules  to  seek  an  optimum  schedule,  the 
modification  of  refinery  cycles,  and  the  elimination  of  overtime. 

6.  Finally,  the  computer  maintained  a  watch  on  the  balance  between 
raw-material  supplies  and  market  requirements. 

The  computer  automatically  repeated  this  routine  for  each  week  in 
the  five  years.  At  the  end  of  the  run,  a  series  of  weekly  records  was 
printed  out  to  form  the  basis  for  measuring  the  relative  merits  of  alter- 
native solutions. 

At  this  stage,  it  might  appear  that  the  computer  was  endowed  with 
human  powers  of  reasoning;  actually,  the  computer  was  able  to  do  these 
things  only  because  each  operation  was  broken  down  into  elemental 
parts  and  extremely  precise  instructions  written. 

In  the  above  case  history,  for  example,  there  were  many  "subloops"; 
the  number  of  individual  computations  performed  by  the  computer  ran 
as  high  as  ten  million.  It  is  conservative  to  say  that  total  calculations  for 
several  runs  ran  somewhere  between  one  hundred  million  and  a  billion. 

The  model  was  originally  designed  to  help  determine  the  optimum 
amount  of  additional  storage  capacity  which  should  be  constructed  in 
each  of  the  overseas  areas  and  at  the  United  States  refineries.  Actually, 
when  completed,  the  model  was  found  to  have  several  additional  and 
unexpected  applications.  The  contributions  to  solutions  of  additional 
problems  were,  in  the  aggregate,  several  times  greater  than  the  original 
purpose  for  which  the  model  was  constructed.  The  added  applications 
included: 

1.  The  selection  of  the  optimum  shipping  fleet  in  terms  of  operating 
characteristics,  capacity,  schedules,  and  balance  between  owned  and 
chartered  facilities. 

2.  The  evaluation  of  the  impact  of  potential  strikes  of  differing  dura- 
tions on  operating  schedules. 

3.  The  evaluation  of  alternative  schedules  of  operations  at  the  end  of 
a  long  strike  in  order  to  find  the  best  way  to  get  back  on  schedule  as 
quickly  as  possible. 

4.  Testing  the  effect  of  economic  terms  under  consideration  during 
major  negotiations  by  simulating  future  operations  as  they  would  be 
under  the  proposed  terms.  Because  of  the  speed  of  the  computer  and 
because  the  model  had  already  been  constructed  and  proved,  it  was 
possible  to  make  these  evaluations  during  the  day-to-day  conduct  of 
negotiations. 
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HOW  TO  USE  OPERATIONS  RESEARCH 

Relation  to  the  Organization 

Along  with  the  question  of  how  operations  research  can  be  used  comes 
the  question  of  where  the  group  should  be  put  in  an  organization.  In 
part,  this  is  a  function  of  the  size  and  nature  of  the  basic  organization 
into  which  it  is  to  be  placed.  On  the  whole,  some  part,  if  not  all,  of  the 
operations  research  organization  in  any  company  should  report  high  in 
the  organization  structure. 

There  are  many  reasons  for  this,  and  there  is  a  good  deal  of  experience 
that  indicates  that  this  is  the  way  to  do  it.  It  tends  to  keep  the  operations 
research  group  concentrated  on  broad  problems  and  from  getting  in- 
volved in  problems  of  too  much  detail,  where  the  techniques  are  less 
useful  than  analysis  and  judgment  by  people  responsible  for  that  par- 
ticular part  of  the  company's  activities.  Secondly,  it  tends  to  ensure  that 
the  group  provides  services  to  the  people  who  need  them  most-to  the 
top  managers  who  are  likely  to  be  swamped  with  the  cumulative  details 
of  an  operation.  Finally,  by  operating  from  a  position  high  in  the  man- 
agement structure,  the  group  can  more  easily  do  the  kind  of  across-the- 
board  investigation  which  is  frequently  required  in  an  attack  on  anv 
major  problem  without  running  into  administrative  boundaries  and 
intramural  jealousies;  at  least  such  impediments  can  be  minimized  in  this 


way 


In  this  connection,  the  manager  should  recognize  the  likelihood  that 
the  O.R.  analysts'  efforts  may  be  viewed  as  a  criticism  or  threat  directed 
against  the  individuals  within  the  unit  being  studied.  He  will  do  well 
to  devote  extra  effort  to  "priming"  the  personnel  affected  and  preparing 
a  receptive,  cooperative  attitude  in  an  atmosphere  of  confidence  and 
understanding.  At  the  same  time  he  will  want  to  "insulate,"  in  so  far 
as  it  is  possible,  the  O.R.  unit  from  involvement  ^vith  anv  particular 
faction  or  position  within  the  company.  Every  effort  should  be  made  to 
protect  the  research  team  from  undue  influence  by  any  one  interest  and 
to  avoid  their  becoming  identified  with  any  one  group. 

If  the  organization  is  very  large  and  has  some  distinctly  autonomous 
operating  components,  frequently  there  is  merit  in  having  an  operations 
research  group  to  serve  top  management  and  separate  O.R.  units  to  serve 
major  divisions.  In  every  case,  though,  it  is  better  that  the  operations 
research  group  report  directly  to  the  general  manager  of  the  particular 
component  which  they  are  attempting  to  serve. 

O.R.  assistance  is,  of  course,  available  from  organizations  whose  busi- 
ness is  solely  O.R.  consulting,  or  even  engineering,  accounting,  and  man- 
agement consulting.  O.R.  consuUing,  however,  can  also  be  an  impr 
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adjunct  to  an  industrial  firm's  operations  research  group  and  to  the  com- 
pany as  a  whole.  The  capability  and  willingness  of  an  industrial  firm  to 
undertake  operations  research  studies  for  other  companies  and  for  govern- 
ment agencies  can  pay  off  in  many  respects.  It  communicates  to  outsiders 
the  existence  of  highly  versatile  abilities  within  the  company;  it  increases 
the  challenges  and  competence  of  the  analyst  staff;  and  it  can  indicate 
areas  of  possible  future  endeavors  for  the  company. 

Staffing  Requirements 

One  of  the  questions  that  arises  in  considering  operations  research  as 
a  tool  for  top  management  is,  what  sort  of  technical  people  do  we  need 
or  can  we  use  to  do  this  work?  My  own  view  is  that  you  need  people  who 
are  broad  rather  than  deep.  The  extreme  specialist  is  hard  to  use  in 
operations  research,  except  in  very  large  corporate  staffs  or  research 
institutes.  The  optimum  is  probably  a  man  who,  while  broad,  is  very 
competent  in  a  specialty.  There  are  several  specialties  that  are  quite  use- 
ful, ranging  from  mathematics  and  statistics  through  the  gamut  of  the 
physical  sciences  to  some  of  the  social  sciences.  Particularly  useful  is  a 
man  who  is  competent  in  one  or  more  specialties  but  whose  interest 
transcends  his  own  specialization  and  who  likes  to  combine  different 
ideas  to  form  the  sort  of  synthesis  that  approximates  any  situation  in 
the  real  world. 

Individuals  drawn  from  almost  every  conceivable  background  have 
been  successful  in  operations  research.  On  the  whole,  men  with  a  tech- 
nical background  in  the  physical  sciences  or  the  applied  physical  sciences, 
or  in  the  related  fields  of  mathematics  and  statistics,  have  predominated. 
But  the  real  requirement  is  for  an  inquiring  mind  with  the  ability  to 
detach  itself  from  the  problem  and  to  understand  the  interactions  of 
different  kinds  of  factors  and  information. 

The  issue  of  detachment  is  particularly  important,  because  it  is  here 
that  the  operations  research  worker  can  make  a  unique  contribution  to 
the  solution  of  a  management  problem.  It  is  this  detachment  that  allows 
the  individual  to  see  problems  in  a  spirit  of  curiosity  and  constructive 
ignorance,  to  be  uninvolved  in  what  has  gone  before  and  what  is  to  come, 
and  therefore  more  easily  to  make  a  dispassionate  analysis  of  the  situation. 
A  dedication  to  the  scientific  method  helps  an  individual  avoid  personal 
involvement  in  a  problem. 

The  manager  must  not  become  the  researcher  himself,  nor  should  the 
researcher  become  the  decision  maker.  As  a  general  rule,  there  is  no  way 
in  which  a  human  being  can  be  both  detached  from  and  involved  in  a 
real  situation.  The  minute  the  operations  researcher  becomes  a  pro- 
tagonist in  the  situation,  he  has  lost  a  great  deal  of  his  value  to  manage- 
ment. Any  operations  research  group  must  recognize  the  limitations  of 
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their  methods  and  of  the  insights  which  they  provide.  Possession  of  the 
very  detachment  which  is  necessary  to  do  the  job  means  that  they  are 
always  amateurs  in  terms  of  the  real  operation  and  therefore  that  thev 
must  not  substitute  their  judgments  for  the  judgments  of  the  experienced 
manager;  rather,  they  should  provide  him  with  a  view  of  the  situation  for 
him  to  act  upon  as  he  sees  fit. 

Although  members  of  the  O.R.  unit  will  necessarily  be  specialists,  one 
should  not  overlook  the  value  of  O.R.  to  the  manager  in  its  impact  on 
other  staff  members.  The  fresh,  unbiased  approach  and  analytical  studv 
methods  of  the  trained  research  man  frequently  encourage  other  staff 
members  to  approach  their  work  similarly.  This  "exemplary"  effect  can 
have  decided  long-term  benefits  in  developing  objectivity  among  the  men 
in  contact  with  the  research  team. 

In  addition,  companies  which  have  brought  in  O.R.  specialists  from 
the  outside,  even  for  short-term  projects,  have  found  that  their  staffs, 
after  working  with  these  men  and  becoming  familiar  with  their  tech- 
niques, were  better  able  to  adjust  and  update  their  planning  as  conditions 
changed. 

Some  Things  Operations  Research  Cannot  Do 

The  manager  should  not  assume  that  all  operations  problems  can  be 
solved  by  O.R.  or  should  be  so  solved.  It  is  imperative  that  he  retain  his 
critical  rule  of  thumb,  evaluating  all  possible  management  techniques 
in  light  of  past  experiences  and  common  sense. 

For  example,  one  technique  frequently  associated  with  O.R.,  game 
theory,  has  at  times  been  oversold.  Although  it  is  one  of  the  outstanding 
developments  in  formal  analytical  procedures  involving  competition 
between  groups  or  individuals,  actually  it  can  deal  in  a  rigorous  ^vav 
only  with  certain  games.  The  old  childhood  game  of  ticktacktoe,  for 
example,  cannot  be  solved  by  the  use  of  formal  game-theory  techniques. 
On  the  other  hand,  like  various  tools  in  the  operations  researcher's  kit,  it 
does  provide  very  useful  insights  into  problems  which  it  cannot  solve 
in  any  formal  way,  and  it  is  this  fact  that  encourages  people  to  use  these 
methods  as  extensively  as  they  do.  In  addition,  operations  research  helps 
introduce  conscious  fact  finding  and  objectivity  into  the  management 
decision-making  process. 

Just  as  O.R.  will  not  take  the  place  of  executive  judgment,  it  also 
cannot  structure  formally  and  solve  definitively  exceedingly  large  and 
complex  problems.  These  are  simply  beyond  the  scope  of  any  kno^sn 
manipulative  techniques,  computational  methods,  or  even  the  systems  of 
formal  logic.  Operations  research  can  provide  insights  for  a  manager 
faced  with  such  a  problem  which  reduce  the  number  of  factors  he  must 
consider  in  reaching  a  decision.  By  means  of  these  insights  it  can  serve  to 
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confirm,  deny,  or  caution  him  regarding  the  wisdom  of  some  proposed 
course  of  action. 

The  manager  needs  to  understand  that  this  new  tool  cannot  be  ex- 
pected to  provide  ready-made  decisions,  and  that  it  does  not  in  fact  make 
decisions  at  all.  The  decision-making  function  properly  resides  as  it 
always  has  with  the  manager  himself.  He  will  combine  the  findings  from 
the  quantitative  analysis,  which  must  be  recognized  by  both  parties  as 
only  part  of  the  material  on  which  a  final  decision  will  be  based,  with 
the  judgment  aspects  which  the  manager  alone  can  evaluate,  to  reach  an 
ultimate  conclusion. 


THE  manager's  APPROACH  TO 
OPERATIONS  RESEARCH 

The  two  main  problems  the  manager  will  face  in  establishing  an 
effective  O.R.  program  are  the  need  for  a  mutual  respect  and  understand- 
ing between  the  manager  and  the  scientist  as  they  start,  and  for  effective 
communications  as  they  proceed.  Morse  and  Kimball  point  this  up  effec- 
tively in  their  classic  book  Methods  of  Operations  Research:  ^ 

The  scientist  and  administrator  perform  different  functions  and  often  must 
take  opposite  points  of  view.  The  scientist  must  ahvays  be  skeptical  and  is  often 
impatient  at  arbitrary  decisions;  the  administrator  must  eventually  make  decisions 
which  are  in  part  arbitrary  and  is  often  impatient  at  skepticism.  It  takes  a  great 
deal  of  understanding  and  mutual  trust  for  the  two  to  work  closely  enough 
together  to  realize  to  the  fullest  the  potentialities  of  the  partnership. 

They  go  on  to  point  out  that  the  problem,  fundamentally,  is  "to  convince 
the  administrator  that  the  scientist  can  help  him  make  his  decisions  more 
effectively  and  wisely,  and  to  convince  the  scientist  that  the  executive  is 
still  the  one  to  make  the  basic  decisions." 

In  making  decisions  on  complex  modern  problems,  both  the  O.R.  man's 
analytical  findings  and  the  manager's  discretionary  judgment  are  required. 
The  decision  maker  must  have  an  understanding  of  the  usefulness  and 
limitations  of  modern  analytical  techniques,  as  well  as  an  understanding 
of  the  strengths  and  limitations  of  the  experience  upon  which  his  judg- 
ment may  be  based. 

The  scientist,  for  his  part,  has  an  obligation  to  use  more  direct,  concise 
terminology,  to  phrase  his  findings  in  terms  relevant  and  understandable 
to  the  manager,  and  to  try  patiently  to  understand  all  elements  of  the 
problem  facing  the  manager.  On  the  other  hand,  we  managers  must  try 
to  learn  more  of  the  scientist's  language-at  least  enough  to  understand 

6  Philip  M.  Morse  and  George  E.  Kimball,  Methods  of  Operations  Research  (New 
York:  John  Wiley  &  Sons,  Inc.,  and  the  Technology  Press,  1958),  p.  loA. 
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the  general  workings  of  the  O.R.  technique,  if  not  the  details  of  method- 
ology. Managers  must  know  what  the  O.R.  team  is  trying  to  do,  whether 
or  not  they  may  understand  exactly  how  this  is  being  done. 

Every  manager  who  has  worked  with  operations  research  agrees  that 
it  is  not  easy  to  follow  the  work  of  the  scientists.  Most  authorities  agree 
that  in  order  to  follow  intelligently  and  contribute  constructivelv  to  an 
O  R  project,  the  manager  directing  the  effort  should  have  a  certam  de- 
gree of  mathematical  sophistication  himself  or  have  it  available  m  the 
person  of  a  trusted  staff  assistant. 

In  the  last  resort,  however,  an  implicit  faith  in  the  analyst  is  demanded 
of  the  manager.  The  more  he  can  learn  about  the  philosophy  and  func- 
tioning of  the  analytic  process,  the  easier  this  will  become.  \Vhat  the 
manager  involved  with  complex  operations  should  be  a^are  of  is  that  a 
new  and  powerful  analytical  tool  stands  ready  to  help  him  analyze  mam 
situations  systematically,  and  he  should  understand  the  proper  uses  and 
limitations  of  the  technique. 

Another  point  for  the  manager  to  remember,  in  connection  ^nth  respect 
tor  the  scientific  method,  is  that  the  scientist  does  not  criticize  tor 
criticism's  sake.  All  the  assumptions  established  by  the  administrators 
career-long  experience  will  be  called  into  question,  and  it  sometimes  re- 
quires considerable  grace  and  understanding  to  accept  such  skepticism 
tor  the  scientific  necessity  it  represents. 

Frequently,  too,  the  analyst  will  ask  questions  and  pursue  tangents 
that  may  seem  unimportant  and  even  irrelevant  to  the  businessman.  His 
success,  however,  depends  on  how  well  he  understands  the  ,choe  ot  a 
situation.  The  manager  must  be  patient  with  the  far-ranging  explorator^ 
work  that  is  necessary  and  provide  the  worker  adequate  scope  and  time, 
without  demanding  premature  conclusions.  Management's  impatience  in 
expecting  tangible  results  during  the  early  part  of  the  ^vork  is  one  of  the 
most  frequently  voiced  complaints  of  the  O.R.  worker. 

Because  such  analysis,  to  be  effective,  must  be  extensive  and  time- 
consuming,  management  must  also  expect  it  to  be  costly.  It  is  desirable  for 
this  reason  that  an  O.R.  program,  once  undertaken,  be  extended  to  a 
continuing  analysis  in  order  to  make  use  ot  the  information  initiallv 
gained,  after  the  high  costs  ot  the  first  exploratory  ^vork. 

An  operations  research  team  (and  typically,  operations  research  is  noi 
done  by  individuals  but  by  teams  ot  people  dra^ni  from  diverse  back 
grounds)  can  formulate  the  problem  in  a  way  which  frequently  points  tt 
a  solution.  The  mere  formulation  of  the  real  problem,  what  realist.callv 
is  the  matter,  is  a  long  step  toward  providing  the  sort  of  inputs  to  a  inaii- 
ager  which  he  desires  from  operations  research.  It  is  important  to  let  the 
OR  people  frame  questions  to  be  answered  by  themsehes.  at  least  in 
part'  Frequently  the  analyst  contributes  more  in  ^^-isely  formulating  the 


to 
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problem  than  in  its  subsequent  solution,  which  may  then  follow  with 
relative  ease. 

When  a  problem  is  small  enough  to  be  handled  by  formal,  logical 
methods  in  a  relatively  complete  way,  the  model  becomes  a  very  close 
analogue  of  the  real  situation  and  operations  research  can  yield  rather 
definitive  answers.  In  general,  however,  it  can  be  expected  to  provide 
insights  into  a  situation,  rather  than  definitive  conclusions,  or  "solutions." 

A  Washington  assignment  during  the  Korean  War  made  strikingly 
clear  to  me  the  critical  importance  of  successfully  communicating  con- 
clusions, in  meaningful  terms,  from  the  analyst  to  the  decision  maker. 

My  new  assignment  was  to  plan  optimum  weapons  systems  which  might 
come  into  the  operational  force  some  four  to  ten  years  later.  There  were 
many  technically  feasible  gadgets  developing  in  that  period,  many  of 
them  with  exciting  potentials,  but  there  were  far  more  than  the  country 
could  possibly  finance. 

The  task  was  one  of  both  identifying  inventable  possibilities  and 
evaluating  them  to  determine  those  of  greatest  probable  worth  in  relation 
to  cost.  Many  techniques  were  used,  not  the  least  of  which  was  some 
detached  common  sense.  But  one  of  the  most  illuminating  approaches  was 
using  O.R.  techniques  to  construct  various  "models"  of  the  military  scene 
X  years  hence  and  to  try  out  the  proposed  weapons  systems  in  the  model's 
environment,  assuming  various  military  objectives  and  enemy  capabilities. 
Without  analysis,  it  was  of  course  possible,  through  "feel"— intuition,  or 
"horse  sense,"  if  you  will— to  draw  conclusions  as  to  which  projects  might 
have  the  greatest  pay-off  and  which  might  cost  too  much  in  terms  of  their 
worth.  Many  times,  however,  the  results  of  analysis  pointed  in  a  direction 
quite  contrary  to  one's  intuitive  conclusion.  At  that  point  it  would  be 
necessary  to  go  back  over  assumptions  and  premises  of  the  analysis  and  to 
check  on  experiences  and  prejudices  behind  the  intuitive  judgment,  in  an 
effort  to  reconcile  differences. 

Many  of  our  planning  group's  recommendations  were  acted  upon; 
many  were  not.  During  the  past  few  years,  it  has  been  interesting  to  watch 
as  weapon  system  after  weapon  system  has  been  dropped,  as  budgetary 
realities  have  made  evident  what  previous  planning  and  analytical  efforts 
had  indicated  but  had  failed  to  establish  convincingly  for  military  man- 
agers schooled  to  "fly  by  the  seat  of  their  pants." 

In  succeeding  years,  I  have  returned  four  times  to  Washington  to  serve 
in  an  advisory  capacity  on  questions  of  space-age  defense  planning  and 
arms  control.  In  each  case,  contributions  from  O.R.  were  much  in  evi- 
dence. For  example,  in  late  1959,  I  acted  as  technical  deputy  for  the 
President's  Joint  Disarmament  Study.  There  I  enjoyed  an  opportunity 
to  help  develop  operations  research  studies  to  shed  light  on  the  incred- 
ibly complex  problems  of  arms  control.  I  would  state  unequivocally  that 
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operations  research  techniques  are  contributing  importantlv  as  the 
United  States  and  the  U.S.S.R.  move  to  seek  a  rational  accommodation 
as  a  substitute  for  the  unrestrained  arms  competition. 

OPERATIONS  RESEARCH  IN  CONTRAST  TO  OTHER  SERVICES 

It  is  important  that  the  manager  perceive  clearly  the  role  of  operations 
research  as  contrasted  with  the  roles  played  by  such  other  services  as 
statistics,  accounting,  market  research,  engineering,  and  industrial  engi- 
neering. 

Statistics,  for  example,  is  not  to  be  confused  with  operations  research, 
particularly  those  techniques  basing  themselves  on  probabilitv  theorv. 
Although  the  analyst  does  use  statistics,  he  is  not  in  fact  restricted  to  or 
by  them.  The  statistician  is  concerned  primarily  with  the  relations  be- 
tween numbers,  while  the  analyst  is  concerned  with  the  significance  of  the 
numbers  in  reaching  an  understanding  of  the  operation  as  a  whole. 

The  different  roles  of  statistics,  accounting,  and  controlling  have  all 
been  confused  with  that  of  operations  research.  Accounting's  historical 
purpose  has  been  to  maintain  a  financial  record  of  the  companv;  more 
recently,  accounting  and  statistics  have  provided  data  to  support  the 
control  function,  and  predictably  they  will  support  a  ne^^•  function  m  the 
over-all  dynamic  control  of  industry's  operations." 

Accounting  and  statistics  are  key  sources  of  data  for  an  operations  re- 
search study.  Operations  researchers  may  give  figures  different  interpreta- 
tions from  those  reached  by  statisticians,  accountants,  and  controllers, 
because  their  function  is  different.  This  mav  lead  to  departmental  differ- 
ences. Thus  top  management  needs  to  see  that  the  analvst  is  given  the 
opportunity  to  obtain  all  necessary  facts  and  figures  and  is  permitted  to 
use  them  as  he  sees  fit  in  the  study.  In  short,  the  analvst  mav  require  at 
this  point  a  strong  helping  hand  from  management  so  that  figures  can 
be  disentangled  from  traditional  strongholds  and  from  interpretations 
that  up  to  now  have  appeared  as  "truth." 

There  is  perhaps  a  need  to  "position"  O.R.  in  relation  to  the  function 
of  management  decision  making,  to  the  general  staff  functions  of  manage- 
ment, and  to  a  new  field  sometimes  called  Information  Technologv. 

General  staff  functions  pertaining  directlv  to  operations  (not  including 
personnel,  finance,  legal,  and  the  like)  can  be  grouped  under  either 
program  planning  or  program  control.  Operations  research  is  a  detached 
research  function  in  support  of  both  program  planning  and  program 
control  and  supports  general  management  decision  making. 

In  recent  decades,  program-control  techniques  have  centered  largelv 

-^  See  Jay  \V  Forrester,  "Industrial  Dvnamics:  A  Major  Breakthrough  for  Decision 
Makers,"  Hmuard  Business  Review,  XXXVI  (July-August.igsS),  pp.  31-^6. 
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around  internal  budgetary-control  programs,  involving  the  planning  and 
measuring  of  performance  of  compartmentalized  elements  of  the  whole 
operation.  The  summation  of  the  departmental  budgetary  controls  has 
been  the  only  formal  control  of  the  total  operation.  I  shall  call  this  a 
static  control  system. 

In  recent  years,  dynamic  control  systems  have  been  experimented  with.^ 
These  control  systems  include  monitoring  of  elements  external  to  the 
direct  control  of  the  business  management  (for  example,  market  demand) 
and  monitoring  of  the  dynamic  and  feed-back  interactions  of  both  inter- 
nal and  external  elements  in  relation  to  goals.  I  shall  call  this  emerging 
technique  dynamic  industrial  control. 

Operations  research  is  not  the  same  as  the  program-control  function, 
whether  rearward-looking  and  historic  (accounting),  static  (budgetary 
control),  or  dynamic  (the  coming  control  technique).  Rather,  O.R.  is  a 
research  function  in  support  of  program  control. 

The  same  is  true  of  program  planning,  be  it  product  planning,  invest- 
ment planning,  or  what  have  you.  O.R.  should  not  be  equated  with  such 
strategic  planning.  Rather,  it  is  the  research  function  in  support  of 
strategic  planning.  It  is  not  the  formulation  of  plans,  but  the  analytical 
examination  of  alternative  courses  of  action  (strategies)  and  relative  worth- 
versus-risk  analysis  of  these  alternatives. 

...  '         ■     -•■      ^^ 

LOOKING  INTO  THE  FUTURE 

For  program  planning,  program  control,  and  decision-making  functions, 
as  well  as  for  their  supporting  research  (O.R.),  considerable  information 
is  required.  What  is  needed  must  be  supplied  where  it  is  required,  when 
it  is  required.  This  field  of  Information  Technology  is  a  service  function 
to  the  decision  making,  planning,  and  control  processes  and  is  emerging 
as  one  of  the  most  important  technologies  of  the  mid-twentieth  century. 
The  detection,  recording,  processing,  correlation,  reproduction,  and  pres- 
entation of  information  are  undergoing  a  quiet  revolution,  but  this 
revolution  is  having  a  most  dynamic  impact  upon  general  management, 
particularly  the  functions  of  decision  making,  planning,  control,  and 
operations  research. 

The  information  technologies  and  systems  I  refer  to  are  described  by 
various  terms  and  characterized  by  various  new  equipments— data  proc- 
essing, data  handling,  cybernetics,  office  automation,  intelligence  devices, 
electronic  brains,  graphic  information  systems,  and  computers. 

When  one  considers  that  information  handling  and  processing  capac- 
ities have  been  multiplying  in  recent  years  by  a  factor  of  ten  each  year, 
one  recognizes  that  Information  Technology  is  actually  exceeding  nuclear 

8  ihid. 
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and  rocket  technology  in  explosive  growth.  It  would  not  be  surprising 
to  find,  after  the  glamour  of  the  nuclear  and  rocket  arts  have  run  their 
psychological  course,  that  present  and  anticipated  spectacular  informa- 
tional achievements  will  usher  in  public  recognition  of  the  "information 
age,"  probably  under  a  more  symbolic  title.  The  impetus  behind  the 
growing  attention  to  better  and  more  dynamic  control  and  better  plan- 
ning and  decision-making  techniques  is  the  spectacular  but  little-recog- 
nized revolution  in  Information  Technology  the  world  is  undergoing. 

Operations  research,  then,  as  a  growing  function  on  the  military,  gov- 
ernment, and  industrial  scenes,  is  being  propelled  by  an  explosion  m 
Information  Technology  which  may  burst  upon  the  public  consciousness 
in  as  portentous  a  manner  as  the  nuclear  achievements  of  the  1940s  and 
the  rocket  achievements  of  the  1950s. 

Has  operations  research  arrived?  Is  it  ready  to  meet  its  challenges,  both 
from  the  growing  complexity  of  management  decisions  and  from  the 
abundance  of  working  material  which  Information  Technology  will  pro- 
vide O  R  ?  Notwithstanding  the  opinion  of  many  experts  that  it  has  m 
truth  arrived,  my  own  view  is  that  progress  to  date,  while  impressive  and 
sometimes  brilliant,  is  but  a  fraction  of  the  progress  which  O.R.  will  make 
in  the  next  two  decades. 

Operations  research  has  clearly  reached  a  stage  where  no  management 
should  be  reluctant  to  start  using  it  and  developing  an  understanding 
of  it.  It  is  definitely  a  usable  tool.  I  foresee  major  improvements,  however. 
in  O  R  techniques,  in  the  availability  of  information  to  work  with,  and 
in  the  understanding  of  O.R.-what  it  can  and  cannot  do-both  bv  the 
experts  and  by  managements. 


Gordon  H.  Smith 

DIRECTOR  AND  SECRETARY 
SMITH-CORONA  MARCH  ANT  INC. 
SYRACUSE,  NEW  YORK 


During  his  undergraduate  days  at  Princeton  University,  from  which 
he  graduated  in  19^6,  Gordon  Smith  set  his  sights  on  a  legal  career. 

After  obtaining  his  LL.B.  from  Yale  Law  School  in  ig^c),  he  became 
associated  with  the  New  York  law  firm  of  Lord,  Day  and  Lord. 

But,  as  happened  to  many  in  those  days,  World  War  II  intervened, 
and  from  June,  1941,  to  March,  1946,  Mr.  Smith  showed  that  he  was 
just  as  much  at  home  on  the  bridge  of  a  U.S.  Navy  destroyer  in  the 
Pacific  as  he  was  in  a  law  library.  From  June,  1944,  to  December,  194^, 
he  was  executive  officer  of  the  destroyer  U.S.S.  Bancroft. 

With  the  end  of  the  war,  Mr.  Smith  resumed  his  law  practice  with 
the  Chicago  firm  of  Gardner,  Carton,  Roejner  Douglas  &  Chilgren.  In 
193 1,  he  moved  to  Syracuse  as  partner  of  Mackensie,  Smith  &  Michell. 
It  was  at  this  time  that  he  was  invited  to  serve  on  the  board  of  Smith- 
Corona  Inc.  and  to  be  a  member  of  the  board's  executive  committee. 
He  was  also  appointed  general  counsel  of  the  firm. 

As  counsel  and  director,  Mr.  Smith  played  an  important  role 
in  the  planning  of  the  company's  expansion  and  diversification  pro- 
gram, which  resulted  in  two  major  domestic  corporate  acquisitions— 
Kleinschmidt  in  19^6  and  Marchant  in  19^8.  In  i9^y,  he  was  invited 
to  become  part  of  the  company's  managejnent  and  was  elected  vice 
president  in  charge  of  corporate  planning,  overseas  operations,  public 
relations,  personnel  administration,  and  legal  affairs.  In  19^9,  he  was 
promoted  to  senior  vice  president.  Subsequently  he  returned  to 
Gardner,  Carton  as  a  partner,  continuing  luith  SCM  as  director  and 
secretary. 

Prior  to  19^6,  Smith-Corona  was  known  throughout  the  zvorld  as 
primarily  a  manufacturer  of  typewriters,  though  the  company  also 
produced  adding  machines,  cash  registers,  and  typewriter  supplies. 
Since  that  time,  the  company  has  added  high-speed  printed-communi- 
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cations  equipment,  calculators,  and  accounting  machines  and  systems 
to  its  line.  As  a  result,  SCM  today  is  a  major  factor  in  the  office 
machine  and  equipment  field. 

Mr.  Smith-no  relation  to  the  founders  of  the  old  L.  C.  Smith  Type- 
writer Company-lives  in  Chicago  with  his  wife  and  four  small  chil- 
dren. He  and  his  wife  are  active  in  civic,  youth,  and  church  affairs,  and 
in  his  spare  time,  Mr.  Smith  is  a  golf  and  skiing  enthusiast. 

March,  i960 


CHAPTER    48 

Direction  and  Control  of  Expansion 
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In  today's  rapidly  expanding,  highly  competitive  economy,  a  comp 
has  very  little  choice  as  to  whether  it  wants  to  grow  or  not.  To  do  no 
better  than  keep  abreast  of  the  economy,  it  must  plan  for  expansion.  To 
do  better  than  its  competitors  requires  an  all-out  effort.  The  onlv  alter- 
native is  to  lose  position  in  the  competitive  struggle  and  ultimately  vanish 
from  the  corporate  scene. 

The  degree  and  direction  of  corporate  growth  are  therefore  a  major 
management  responsibility.  It  entails  planning  for  profitable  groAsth, 
rather  than  growth  per  se.  Results  of  corporate  expansion  should  shoes', 
over  a  period  of  time,  that  net  earnings  are  keeping  pace  with  gro^vth  in 
sales  and  that  the  rate  of  growth  in  sales  exceeds  the  national  rate  and  that 
of  the  industry  of  which  the  company  is  a  part. 

Growth  can  be  achieved  either  by  capturing  a  larger  share  of  the  market 
for  existing  products  or  by  entering  into  new  markets  with  ne^s'  and 
diversified  products.  Practically  all  companies  seek  to  increase  their  sales 
of  existing  products  through  the  use  of  marketing,  engineering,  and 
production  techniques.  As  this  method  of  growth  is  discussed  at  length 
elsewhere  in  this  Handbook,  emphasis  here  will  be  upon  expansion 
through  product  diversification,  especially  where  diversification  is 
achieved  by  the  acquisition  of,  or  merger  with,  other  companies. 

PLANNING  FOR  GROWTH 

Because  of  the  importance  of  planning  for  profitable  growth,  most 
companies  have  found  it  wise  to  centralize  responsibility  for  this  activity 
in  a  top  officer  who  works  closely  with  the  management  team  and  board 
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of  directors.  It  is  important  that  all  major  activity  areas  of  the  company 
be  brought  into  the  planning  process,  not  only  to  assure  teamwork  in 
carrying  out  the  plan,  but  also  to  enable  the  planning  officer  to  benefit 
from  the  experience  and  advice  of  his  associates  in  charge  of  production, 
marketing,  research  and  development,  product  planning,  finance,  ad- 
vertising, public  relations,  personnel,  and  other  activities. 

At  Smith-Corona  Marchant,  product  planning  plays  a  key  role  in  our 
expansion  and  diversification  program.  In  the  course  of  a  year,  the  com- 
pany investigates  as  many  as  five  hundred  new-product  ideas.  Of  these, 
eight  or  ten  may  reach  the  point  where  they  are  studied  seriously  and  at 
length.  Possibly  two  or  three  will  be  adopted.  Obviously,  the  planning 
officer  must  work  closely  with  the  head  of  this  department,  whose  func- 
tion has  such  an  important  bearing  on  the  company's  growth  program. 

The  role  of  the  board  of  directors,  of  course,  is  most  important  in  the 
planning  process  from  a  policy  point  of  view.  It  is  the  board's  responsi- 
bility to  establish  policies  which  encourage  planned  growth.  Usually  plans 
are  drawn  up  by  the  management  planning  officer  or  committee,  with 
the  cooperation  of  the  board,  and  then  approved  by  the  latter.  The  board 
also  plays  a  vital  role  in  reviewing  progress  made  in  achieving  the  ob- 
jectives of  the  plan  and  in  making  recommendations  for  changes  from 
time  to  time,  based  on  their  own  experience. 

Regardless  of  where  responsibility  for  planning  is  assigned,  the  first 
step  is  to  determine  the  objectives  the  company  hopes  to  attain  through 
expansion.  Once  these  are  agreed  upon,  they  will  serve  as  criteria  against 
which  to  consider  various  methods  of  expansion,  as  well  as  to  measure 
progress  once  the  program  is  under  way. 

These  criteria,  or  objectives,  will  vary  from  company  to  company.  It 
is  likely,  however,  that  profitable  growth  will  be  at  the  heart  of  any 
corporate  expansion  program,  whether  this  involves  acquisitions,  mergers, 
research  and  development  of  new  products,  or  other  methods.  Other 
objectives  might  include  strengthening  the  company's  position  in  a  cer- 
tain product  line;  maintaining  its  dominant  position  in  another;  broad- 
ening the  base  of  operations  to  provide  greater  stability;  getting  into  new 
lines  to  improve  profitability;  and  acquiring  needed  managerial  or  tech- 
nical personnel. 

One  of  SCM's  long-range  objectives  has  been  to  achieve  a  greater  degree 
of  product  diversification  so  that  we  would  not  be  dependent  entirely 
upon  the  typewriter  market.  In  1956,  typewriters  accounted  for  over  80 
per  cent  of  our  business.  In  the  fiscal  year  ended  June  30,  1959,  although 
typewriter  sales  were  up  in  volume,  they  accounted  for  only  40  per  cent. 
Two  new  product  lines  (calculators  and  printed-communications  equip- 
ment, which  were  added  as  a  result  of  the  merger  with  Marchant  Calcula- 
tor§  and  Kleinschmidt  Laboratories)  contributed  another  40  per  cent  to 
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total  sales.  The  remaining  20  per  cent  came  trom  services  and  the  sale 
of  adding  machines,  cash  registers,  and  typewriter  supplies. 

This  expanded  base  of  operations  represents  an  important  accomplish- 
ment. When  our  diversification  program  was  initiated  several  years  ago, 
it  was  recognized  that  the  key  to  future  growth  in  the  office-machine  field 
required  the  development  of  a  diverse  but  integrated  product  mix  which 
would  help  to  stabilize  earnings  and  provide  a  base  for  more  profitable 

growth. 

Another  objective  has  been  an  expansion  of  our  overseas  operation. 
We  have  long  had  marketing  outlets  for  our  various  products  throughout 
the  free  world.  SCM  products  can  be  bought  as  easily  in  Bangkok,  Thai- 
land, as  in  New  York  City.  Recently,  however,  we  began  to  acquire  manu- 
facturing and  assembly  facilities  in  Europe  and  South  America.  We  have 
also  entered  into  licensing  arrangements  with  companies  in  other  parts  of 
the  world,  thus  enabling  us  to  compete  more  effectively  in  the  world 

market. 

It  is  more  than  likely  that  somewhere  along  the  line  of  the  plannmg- 
for-growth  process,  management  may  wish  to  utilize  outside  advice  from 
marketing  or  engineering  consultants.  Analyses  and  recommendations  bv 
qualified  outside  experts  can  be  very  helpful  in  checking  findings  and 
opinions.  They  may  also  turn  up  advantages  or  obstacles  which  mav  have 
been  overlooked.  At  SCM,  we  have  often  used  this  kind  of  help,  especially 
in  connection  with  our  studies  of  the  possible  advantages  of  the  Klein- 

schmidt  merger. 

A  most  important  consideration  in  planning  for  expansion  is  the  ques- 
tion of  financing.  Few  companies  are  in  the  enviable  position  of  having 
on  hand  sufficient  funds  to  finance  a  long-range  expansion  program  of 
great  magnitude.  Obviously,  the  most  detailed  plans  on  paper  are  worth- 
less unless  sufficient  capital  or  financing  is  available.  One  of  the  most 
important  things  to  be  decided,  therefore,  is  the  method  of  financing  the 
expansion  program.  Additional  financing  will  often  be  required  m  the 
form  of  borrowing  or  the  issuance  of  additional  securities  such  as  stocks, 
bonds,  or  debentures.  Mergers  or  acquisitions  normally  involve  recasting 
the  corporate  financial  structure. 

In  addition,  the  plan  should  provide  for  creating  a  favorable  climate 
of  opinion  for  future  borrowing  and  financing.  This  requires  an  imag- 
inative use  of  tested  public  relations  techniques  to  inform  the  business 
and  financial  community,  including  stockholders,  of  the  company's  per- 
formance and  prospects.  These  techniques  include  maintaining  a  constant 
flow  of  factual  information  to  the  financial  community  through  annual 
and  interim  reports,  articles  in  the  business  and  financial  press,  private 
meetings  with  interested  brokers  and  analysts,  and  press  conferences  and 
interviews  with  members  of  top  management. 
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Once  planning  has  been  organized  and  corporate  objectives  set,  the 
next  step  is  to  consider  the  various  ways  and  means  of  achieving  the 
expansion  goals. 


EXPANSION  THROUGH  RESEARCH  AND  DEVELOPMENT 

The  most  desirable  method  of  expansion  is  through  the  development 
of  new  products  as  a  result  of  the  company's  own  research.  Profit  margins 
on  new  products  are  usually  higher  than  on  older  products  because  of 
the  pressures  of  competition  on  the  latter  over  a  period  of  time.  Also,  this 
method  of  achieving  product  diversification  usually  requires  less  capital 
investment  than  other  ways. 

Another  advantage  of  expansion  through  research  and  development  is 
that  the  company  has  complete  control  over  the  product  from  its  incep- 
tion. This  control  applies  not  only  to  such  important  considerations  as  the 
characteristics  and  quality  of  the  product,  but  to  its  price,  method  of 
manufacture,  sale,  distribution,  and  services. 

However,  because  research  and  development  is  very  difficult  to  measure, 
there  are  some  risks  in  expanding  in  this  way.  Very  few  companies  today 
can  afford  to  go  in  heavily  for  "pure"  or  "basic"  research,  with  no  end 
product  or  application  in  mind.  At  the  same  time,  management  must  take 
care  not  to  thwart  the  creativeness  and  imagination  of  research  and  de- 
velopment people  by  watching  too  closely  for  immediate  results. 

There  must  also  be  close  coordination  between  research  and  develop- 
ment on  the  one  hand  and  other  major  activities  such  as  product  plan- 
ning, marketing,  production,  and  finance.  Otherwise  time,  talent,  and 
money  may  be  wasted  on  unproductive  projects  not  related  to  the  over-all 
growth  objectives  of  the  company. 

EXPANSION  THROUGH  CONTRACTUAL  ARRANGEMENTS 

It  is  frequently  possible  for  a  company  to  achieve  diversification  by 
obtaining  a  license  to  manufacture  the  product  of  another  company.  Or 
it  may  enter  into  an  agreement  under  which  it  purchases  and  resells  a 
product  made  by  another  company  here  or  abroad.  Both  these  methods 
are  relatively  inexpensive  and  quick  ways  of  achieving  a  measure  of  diver- 
sification. 

However,  neither  is  apt  to  be  as  profitable  as  developing  new  products 
through  research,  because  in  each  instance  a  certain  amount  of  the  profit 
must  go  to  the  company  or  party  with  which  the  contractual  arrangement 
has  been  made.  Also,  especially  in  the  case  of  the  purchase  and  resale  of 
products,  the  company  does  not  have  complete  control  over  such  vital 
matters  as  production,  costs,  quality,  and  design, 
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OVERSEAS  EXPANSION 

Expansion  into  overseas  markets  has  become  increasingly  important. 
It  can  be  used  to  increase  sales  of  existing  products  or  to  achieve  product 
diversification.  Methods  of  overseas  expansion  include  acquisitions  and 
mergers,  establishment  of  foreign  manufacturing  or  assembly  operations, 
andlicensing  or  other  contractual  arrangements. 

As  a  result  of  economic  recovery  in  much  of  the  Free  AVorld,  louver 
labor  costs  abroad,  and  the  liberal  import  and  foreign-aid  policies  of  the 
United  States  government,  many  domestic  industries  have  been  faced 
with  greatly  increased  competition  from  foreign  manufacturers. 

Because  of  this  competition,  many  companies,  including  Smith-Corona 
Marchant,  have  established  operations  abroad  in  order  to  take  advantage 
of  lower  labor  wage  rates  and  other  costs  of  doing  business.  Such  over- 
seas operations  afford  means  to  compete  in  both  international  and  domes- 
tic markets. 

There  are  a  number  of  problems  a  company  may  be  expected  to  en- 
counter when  expanding  into  overseas  operations.  For  instance,  the 
foreign-exchange  regulations  of  many  countries  make  it  difficult,  and 
sometimes  impossible,  to  convert  earnings  into  dollars  or  to  remit  them 
to  the  United  States.  In  addition,  there  is  the  possibility  of  political 
changes  or  governmental  upheavals  which  may  result  in  the  nationaliza- 
tion or  loss  of  a  foreign  investment.  Also,  in  many  countries,  there  are 
strict  and  often  changing  regulations  governing  the  o^vnership  of  busi- 
nesses established  by  nonnationals.  These  may  mean  a  decrease  or  even- 
tual loss  of  control  by  the  United  States  company. 

In  spite  of  these  problems,  however,  there  has  been  a  strong  trend 
toward  increased  overseas  operations  on  the  part  of  United  States  manu- 
facturers who  seek  in  this  way  to  improve  their  competitive  position  both 
at  home  and  abroad. 

An  important  step  in  Smith-Corona  Marchant's  overseas  expansion 
program  was  taken  in  1958  when  we  acquired  British  Typewriters  Ltd.. 
manufacturers  of  portable  typewriters  in  Birmingham,  England.  This 
plant  now  manufactures  Smith-Corona  portable  typewriters  for  sale 
throughout  the  world.  Our  acquisition  represents  an  effort  to  increase 
sales  of  our  present  product  line  rather  than  to  diversify  it.  Similarlv,  ^xe 
have  set  up  typewriter  assembly  operations  in  Sao  Paulo,  Brazil,  which 
will  enable  us  to  increase  our  business  in  a  new  area.  Our  overseas  opera- 
tions were  further  strengthened  as  a  result  of  the  merger  with  Marchant. 
which  has  a  manufacturing  subsidiary  in  Hamburg,  Germany.  The  merger 
also  brought  us  Marchant  Inter-American  Co.,  which  distributes  MarchaiU 
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products  in  the  Western  Hemisphere,  and  Marchant  Calculators  Ltd.,  a 
sales  organization  in  Canada.  In  addition,  in  1958,  we  acquired  Hamann 
Calculators  of  Germany,  which  makes  ten-key  calculators  and  thus  adds 
a  new  product  to  our  line.  Our  future  plans  provide  for  further  expansion 
into  overseas  markets  through  the  establishment  or  acquisition  of  manu- 
facturing and  assembly  facilities  abroad. 


EXPANSION  BY  ACQUISITION  AND  MERGER 

Since  World  War  II,  there  has  been  a  strong  trend  toward  using  the 
acquisition-and-merger  process  for  corporate  expansion.  This  method, 
of  course,  can  be  used  to  strengthen  existing  product  lines,  but  more  often 
than  not  the  reason  behind  a  merger  or  acquisition  is  to  achieve  a  measure 
of  diversification.  It  is  estimated  that  about  1,000  major  transactions  of 
this  kind  take  place  each  year,  involving  the  exchange  of  assets  totaling 
about  $2  billion.  In  addition,  there  are  thousands  of  unpublicized  mergers 
and  acquisitions  involving  smaller  companies. 

One  of  the  main  advantages  of  the  acquisition-and-merger  process  is 
the  speed  with  which  it  enables  the  acquiring  or  surviving  company  to 
enter  a  new  field,  complete  with  plant  facilities,  marketing  organization, 
management,  and  added  financial  resources  and  earning  power.  For  it  is 
often  beyond  the  financial  resources  of  the  acquiring  company  to  enter 
a  new  field  on  its  own  by  building  an  organization  from  the  beginning. 
Also,  integration  following  such  a  merger  or  acquisition  usually  provides 
opportunity  for  operating  economies,  to  the  benefit  of  both  parties  in- 
volved. 

On  the  other  hand,  the  benefits  of  merger  or  acquisition  usually  are 
long-range,  not  immediate.  In  fact,  a  merger  may  result  in  a  temporary 
dilution  of  earnings  of  one  of  the  component  companies  immediately 
following  the  merger.  A  realization  of  the  advantages  requires  the  solu- 
tion of  difficult  problems  involved  in  making  the  most  effective  use  of 
the  people  and  the  facilities  of  the  merged  companies. 

Because  of  the  prevalence  of  this  method  of  expansion,  and  in  view  of 
the  fact  that  our  company  has  been  rather  active  in  this  field,  more 
attention  will  be  devoted  to  it  than  to  the  other  methods  discussed  in  this 
chapter. 

Establishing  Criteria  for  an  Acquisition  or  Merger 

Once  a  decision  has  been  made  to  expand  via  the  acquisition-and- 
merger  route,  the  next  step  is  to  establish  criteria  for  evaluating  merger- 
and-acquisition  possibilities.  Here  again,  criteria  will  vary  from  company 
to  company,  but  on  the  basis  of  our  experience  at  SCM  and  the  check  list 
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we  prepared  to  guide  us  in  this  activity,  I  would  say  they  include  the 

following: 

1.  What  is  the  company's  profit  trend?  Current  performance?  Future 

profit  potential? 

2.  What  is  the  growth  and  profit  potential  of  the  industry  of  which 
the  company  under  consideration  is  a  part?  What  is  the  company's  present 
position  in  the  industry,  and  what  is  it  likely  to  be? 

3.  How  valuable  is  the  company's  product  franchise? 

4.  What  are  the  abilities  of  the  company's  management? 

5.  What  are  the  company's  financial  resources? 

6.  What  is  the  relationship  between  the  book  and  market  value  of  the 
company's  stock,  if  any,  and  what  bearing  will  this  have  on  the  attitude 
of  the  stockholders  of  both  companies  toward  the  acquisition  or  merger? 

7.  What  will  be  the  attitude  of  the  Justice  Department  toward  the 
proposed  acquisition  or  merger? 

The  above  check  list  of  questions  is  by  no  means  complete  and  is  quite 
apart  from  basic  decisions  concerning  the  industries  or  products  selected 
for  expansion.  There  are  many  other  considerations  ^vhich  must  be  borne 
in  mind  when  assessing  acquisition  or  merger  possibiHties,  and  the  em- 
phasis will  vary  in  accordance  with  the  problems  and  objectives  of  the 
acquiring  company.  For  instance,  we  have  seen  that  an  important  ad- 
vantage of  the  Kleinschmidt  acquisition  was  the  latter's  superb  research 
organization  and  facilities.  For  another  company,  such  as,  sav.  General 
Electric,  this  consideration  would  not  be  so  important.  It  is  hoped,  ho^v- 
ever,  that  the  above  partial  listing  of  criteria  or  questions  ^s'ill  serve  to 
illustrate  the  importance  and  magnitude  of  the  task  of  making  a  thorough 
evaluation  of  acquisition  or  merger  possibiHties. 

Finding  the  Right  Company 

The  next  step  is  to  uncover  acquisition  or  merger  possibilities.  There 
are  a  number  of  ways  of  doing  this,  and  most  companies  use  all  of  them 
or  a  combination  of  several. 

The  planning  officer  or  committee  undertakes  a  survev  of  the  industry 
and  its  member  companies,  using  all  available  sources  of  information. 
such  as  trade  associations,  trade  and  financial  journals,  financial  report- 
ing services,  investment  banking  houses,  and  brokers. 

Supplementing  this  program,  the  company  may  engage  the  assistance 
of  outside  specialists  to  evaluate  both  the  industry  and  specific  companies. 
There  are  many  such  companies  which  specialize  in  confidential  ^\ork  of 
this  kind,  and  their  services  can  be  invaluable,  if  properly  used. 

The  company  may  also  decide  to  acquaint  selected,  trusted  members  of 
the  financial  community  of  iti,  desire  to  acquire  or  merge  ^dth  companies 
in  a  given  industry.  Situations  of  this  kind  frequently  come  to  the  atien- 
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tion  of  investment  banking  firms,  brokers,  and  reputable  "finders."  Often, 
however,  it  is  not  one  of  the  standard  methods  that  uncovers  the  best 
possibilities.  Rather,  a  chance  meeting  of  an  officer  or  director  or  the 
reading  of  an  ad  by  an  agent  will  provide  a  lead. 

Making  the  Initial  Approach 

Once  a  merger  or  acquisition  possibility  has  been  uncovered,  manage- 
ment is  faced  with  the  delicate  problem  of  making  the  initial  approach. 
This  is  most  important,  as  it  can  make  or  break  the  whole  transaction; 
yet   there   is   no   hard   and   fast  rule   as   to   how   it   should   be   done. 

Under  certain  circumstances,  it  may  be  wise  to  make  the  approach 
directly,  once  the  initial  investigation  is  finished.  This  is  indicated  if 
there  is  reason  to  believe  that  the  company  concerned  is  seriously  inter- 
ested in  merging  or  being  acquired.  If,  on  the  other  hand,  there  is  no 
overt  reason  to  believe  that  the  company  is  thinking  along  these  lines, 
an  initial  approach  by  a  trusted  outsider  or  member  of  the  board  may  be 
preferable.  In  this  way,  the  contact  can  be  made  without  necessarily  re- 
vealing the  identity  of  your  company.  If  the  initial  approach  indicates 
interest,  a  meeting  of  principals  can  be  arranged. 

Negotiations 

Next  to  the  timing  and  method  of  approach,  perhaps  the  most  im- 
portant element  is  the  manner  in  which  negotiations  are  conducted.  Tact, 
diplomacy,  and  a  willingness  and  ability  to  understand  the  other  person's 
point  of  view  are  of  supreme  importance.  Both  companies  have  their 
own  problems  and  reasons  for  considering  merger.  These  probably  will 
not  coincide  completely.  If  the  transaction  is  to  succeed,  it  must  be 
mutually  desirable.  To  make  it  mutually  desirable,  there  must  be  a  cer- 
tain amount  of  give  and  take  in  the  negotiation  process. 

The  personal  element  is  most  important  here,  as  in  most  business 
transactions  and  activities,  for  one  must  deal  with  people  who  probably 
have  spent  the  better  part  of  their  lives  in  the  company  concerned.  One 
of  the  principals  may  be  the  founder  of  the  business,  who  understandably 
will  probably  have  a  great  sense  of  pride  in  his  company  and  a  feeling 
of  responsibility  toward  the  people  in  it.  He  will  want  to  assure  their 
future  welfare,  as  well  as  his  own,  and  to  preserve  his  reputation  with 
long-time  customers  and  suppliers. 

Members  of  the  acquiring  company's  board  of  directors  should  be  con- 
sulted and  perhaps  take  part  in  the  approach  to,  and  negotiations  with, 
the  other  company.  It  is  also  imperative  that  members  of  the  acquiring 
company's  legal  department  help  work  out  the  contractual  relationship 
of  the  two  companies  and  review  its  compliance  with  Securities  and  Ex- 
change Commission  regulations  and  other  rules. 
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Very  obviously,  agreement  must  be  reached  on  two  basic  questions 
during  these  negotiations  if  a  contract  is  to  be  signed.  These  are  the 
question  of  where  control  of  the  company  is  to  reside  and  the  question 
of  determining  an  acceptable  price. 

The  acquiring  company  will  obviously  wish  to  exercise  sufficient  control 
to  assure  that  its  objectives  are  attained.  This  is  a  problem  which  can 
only  be  solved  through  negotiations  prior  to  consummation  of  the  ac- 
quisition or  merger.  Involved  in  these  negotiations  will  be  such  vital 
questions  as  the  composition  of  the  new  board  of  directors  and  of  the 
management  group.  Certainly  the  degree  and  method  of  control  of  the 
newly  formed  company  are  paramount  considerations  in  the  merger  or 
acquisition  process. 

Before  going  ahead  with  an  acquisition  or  merger,  it  is  equallv  im- 
portant to  measure  the  cost  against  the  financial  resources  of  the  acquir- 
ing company.  In  short,  how  much  will  it  cost  to  acquire  this  companvr  Is 
this  cost  commensurate  with  the  advantages  to  be  derived  from  the 
acquisition  or  merger?  How  is  payment  to  be  made?  ^Vill  it  be  through 
an  exchange  of  shares,  and  if  so,  at  what  ratio?  Or  will  it  be  part  cash  and 
part  in  shares?  How  much  financing,  if  any,  will  be  required,  and  is  the 
company  in  good  position  to  obtain  such  financing  at  reasonable  terms.- 
How  will  the  transaction  affect  the  financial  position  of  the  companv  on 
a  pro  forma  basis?  These  important  questions  must  be  answered  to  the 
entire  satisfaction  of  the  board  and  management  before  a  firm  decision 
to  proceed  with  the  acquisition  or  merger  is  made. 

Problems  of  Integration 

A  desire  by  both  parties  for  at  least  partial  integration  of  the  t^vo  or- 
ganizations is  basic  to  any  merger  or  acquisition  transaction;  other.nse 
there  would  not  be  much  point  to  the  merger.  The  method  of  integrating 
the  departments  of  marketing,  production,  research,  and  so  on,  should  be 
determined  in  principle  at  the  time  of  negotiation,  but  manv  of  the 
details  can  be  worked  out  over  a  period  of  time. 

Marketing  Operations.  The  difficulties  in  combining  marketing  opera- 
tions will,  of  course,  relate  to  the  types  of  products  and  markets  that  are 
involved.  If  the  products  are  similar,  if  they  can  be  handled  bv  the  same 
organization,  then  there  is  a  real  benefit  to  the  company  in  consolidating 
the  two  marketing  forces. 

In  the  case  of  most  mergers  and  acquisitions,  there  is  usuallv  some 
dissimilarity  between  the  products  of  the  two  companies  involved.  It 
not  the  Justice  Department  would  probably  take  a  keen  interest  and 
would  raise  some  serious  objections.  Under  most  circumstances,  integra- 
tion of  marketing  organizations  involves  something  less  than  consolida- 
tion and  may  take  any  of  the  following  forms:  completely  separate  sales 
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organizations,  with  the  acquired  company  operated  as  a  subsidiary  or 
division;  separate  sales  organizations  with  one  over-all  sales  management; 
or  separate  sales  organizations  with  their  own  sales  management  but  with 
a  line  of  responsibility  on  policy  matters  to  the  staff  marketing  officer  of 
the  company.  Of  course,  there  are  many  more  variations,  depending  on 
the  complexity  of  the  sales  problems  and  the  personalities  involved. 

Effecting  a  consolidation  is  not  a  simple  matter,  for  it  may  involve 
reassignment  of  people  and  the  fear  of  loss  of  employment  or  security, 
thus  making  the  task  of  maintaining  morale  and  gaining  consent  a  more 
difficult  proposition.  On  the  other  hand,  it  will  result  in  greater  oppor- 
tunities for  the  capable  members  of  both  organizations.  These  difficulties 
must  be  anticipated,  for  if  they  are  not  properly  handled,  they  could 
undo  the  value  of  the  merger  for  a  long  while. 

Use  of  Production  Facilities.  The  question  of  whether,  or  to  what  degree, 
the  production  facilities  of  the  two  merging  companies  should  be  inte- 
grated may  seem  relatively  simple,  depending  on  the  nature  of  the  prod- 
ucts manufactured.  However,  there  are  other  elements  in  the  picture 
which  tend  to  complicate  it. 

For  instance,  in  the  merger  of  Kleinschmidt  Laboratories  into  Smith- 
Corona,  we  were  faced  with  a  situation  where  some  parts  were  manu- 
factured by  both  companies.  Others  previously  purchased  by  Kleinschmidt 
from  outside  sources  could,  with  little  change,  be  made  by  Smith-Corona. 
Production  men  and  engineers  in  both  companies  worked  hard  on  this 
problem  long  after  the  merger  had  been  completed. 

Research  and  Development  and  Product  Planning.  One  of  the  most  at- 
tractive features  of  the  acquisition  by  Smith-Corona  of  Kleinschmidt  was 
the  strong  research  and  engineering  organization  at  Kleinschmidt.  An 
early  decision  to  utilize  these  talents  in  developing  new  products  was 
reached  before  the  merger  actually  took  place.  It  was  carried  out  not  long 
afterward. 

The  fact  that  Kleinschmidt  was  engaged  in  making  products  which 
would  lengthen  and  strengthen  our  product  line  and  enable  us  to  enter 
the  periphery  of  the  data-processing  market  made  the  merger  even  more 
attractive.  The  skill  of  Kleinschmidt  engineers  has  contributed,  and  will 
continue  to  contribute,  to  profitable  growth  through  the  development  of 
more  and  better  products  in  this  field. 

Our  research  and  development  organization  was  further  strengthened 
by  the  merger  with  Marchant,  which  made  available  to  us  the  Engineer- 
ing and  Electromechanical  Divisions  in  Oakland,  California.  The  latter 
division  is  concerned  with  research  and  development  of  electronic,  me- 
chanical, and  electromechanical  machines  and  devices  for  both  commer- 
cial and  military  applications. 

The  department  of  product  planning  is  closely  associated  with  our 


|Q3g  OTHER  ASPECTS  OF  TOP  MANAGEMENT 

research  activities.  This  department  is  a  staff  operation  and  has  been 
centraUzed  from  the  beginning.  Its  function  is  to  work  closely  with  the 
management  of  the  company  in  the  development  of  plans  for  addmg  new 
products  to  its  product  line  as  a  result  of  either  acquisition,  merger,,  or 

research. 

Financial  Operations.  No  two  companies  have  exactly  the  same  proce- 
dures in  the  important  area  of  corporate  finance.  There  can  be  no  rule 
saying  that  the  acquired  company  should  adopt  the  system  of  the  sur- 
viving company,  or  vice  versa. 

Needless  to  say,  the  questions  of  accounting  methods  and  procedures, 
budgeting,  capital  expenditures,  and  financing  present  real  problems 
which  require  the  most  careful  examination  and  planning  of  the  fmancia 
officers  of  the  merging  companies.  Basic  decisions  in  this  area  should 
be  reached  prior  to  the  actual  merger,  with  details  to  be  worked  out  later. 
OvEanization  Structure.  Should  there  be  complete  integration  of  organ- 
ization or  partial  integration,  or  should  the  acquired  companv  be  operated 
as  a  separate  division  or  subsidiary? 

The  decisive  factors  here  are  likely  to  be  the  similantv,  or  lack  ot 
similarity,  of  the  two  companies  and  the  objectives  of  the  merger.  The 
basic  decision  as  to  the  initial  setup,  or  modus  operandi,  is  one  which 
can  and  should  be  made  prior  to  consummation  of  the  merger  and  Avith 
the  full  agreement  of  both  parties.  The  details  of  integration  m  this  area 
however,  may  well  be  left  until  after  the  merger  has  been  completed 
and  a  measure  of  experience  gained.  Actually,  legal  and  technical  con- 
siderations often  serve  to  prevent  fast  integration  m  this  area. 

At  SCM  it  is  our  view  that  negotiations  do  not  end  with  the  signing 
of  a  contract,  but  in  reality  are  a  continuous  operation  that  may  very 
well  go  on  for  years.  We  believe  that  the  success  of  a  merger  or  acquisi- 
tion depends  in  large  measure  on  the  support  it  receives  from  the  various 
people  involved.  Developing  such  support  takes  a  great  deal  of  time, 
patience,  and  hard  work.  . 

In  our  mergers  with  Marchant  and  Kleinschmidt,  we  agreed  m  prin- 
ciple on  the  manner  in  which  the  organizations  would  be  integrated  and 
implemented  the  details  later.  In  the  case  of  Kleinschmidt.  we  agreed  at 
the  outset  to  operate  the  business  as  a  subsidiary,  .vhich  .ve  did.  and  quite 
effectively  In  fact,  no  changes  were  made  for  a  period  of  six  months. 
except  at  the  board  level.  In  the  following  two  years,  it  became  mcreas- 
indy  evident  that  a  greater  degree  of  integration  could  be  effected, 
particularly  in  the  areas  of  research  and  foreign  operations,  and  so  m 
the  summer  of  1958  we  changed  the  status  of  the  business  and  made  it  a 
division.  In  the  case  of  Marchant,  we  decided  at  the  beginning  to  operate 
the  business  as  a  division,  and  in  the  following  period  we  worked  out 
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plans  to  combine  certain  functions  of  the  two  organizations,  utilizing  the 
best  talents  of  each. 

Make-up  of  the  Board  of  Directors.  The  make-up  of  the  board  is,  of  course, 
something  that  will  be  decided  at  the  time  of  contract  negotiations.  Never- 
theless, the  methods,  policies,  and  committee  appointments  of  the  board 
can  wait  until  after  the  contract  has  been  signed. 

At  Smith-Corona  Marchant,  our  aim  is  to  make  the  most  effective  use 
we  can  of  the  experiences  and  skills  of  the  board.  The  best  way  to  utilize 
the  experiences  of  Marchant  and  Kleinschmidt  board  members,  however, 
could  not  be  determined  prior  to  signing  agreements  with  these  com- 
panies. The  answer  to  this  question  came  after  we  all  became  better 
acquainted  and  were  able  to  obtain  more  knowledge  of  the  experiences 
and  skills  of  individual  members.  We  have  made  great  strides  in  building 
a  truly  effective  and  hard-working  board  of  directors,  whose  members, 
through  their  work  on  the  various  committees  of  the  board,  are  making 
important  contributions  to  the  company's  growth. 

Management.  Middle  Management.  In  the  process  of  determining  where 
control  of  the  merged  or  acquired  company  will  lie,  decisions  will  be  made 
concerning  the  composition  of  the  management  group.  There  still  re- 
mains, however,  the  important  question  of  the  second  echelon  of  man- 
agement, the  men  who  eventually  will  fill  the  positions  at  the  top. 

A  degree  of  flexibility  is  most  desirable  at  this  level.  The  management 
of  the  merged  company  should  keep  its  eyes  open  for  personnel  that  will 
strengthen  management  regardless  of  the  kind  of  affiliation.  The  possibil- 
ity of  combining  or  eliminating  certain  positions  in  the  interests  of 
greater  efficiency  and  economy  must  be  considered.  Because  good  man- 
agerial talent  is  always  hard  to  find,  however,  there  will  normally  be  other 
positions  in  the  merged  companies  for  people  released  as  a  result  of  the 
elimination  or  combination  of  certain  functions.  The  problem  is  usually 
lack  of  qualified  personnel,  rather  than  a  surplus. 

Other  Personnel  Considerations.  The  personnel  problems  involved  in  the 
unification  of  operations  of  two  merging  companies  are  numerous.  Per- 
haps most  important  is  the  need  to  maintain  morale  by  a  forthright 
disclosure  to  employees,  as  soon  as  possible,  that  a  merger  will  take  place. 
Using  the  house  organ  and  other  means,  the  employees  should  be  told 
of  the  reasons  for  the  merger  and  how  it  will  affect  them  and  their  future 
in  the  new  company.  Wherever  possible,  their  understanding  and  support 
should  be  enlisted. 

To  me,  this  is  more  important  than  some  of  the  other  more  obvious 
problems  which  must  be  ironed  out  in  this  area,  such  as  remuneration, 
labor  relations,  pension  and  group  insurance,  health  and  welfare,  and 
vacation  and  promotion  policies. 
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Informing  the  Public.  In  addition  to  gaining  employee  understanding 
and  support,  it  is  imperative  that  the  stockholders  and  general  pubhc 
understand  the  advantages  to  be  gained  from  the  acquisition  or  merger. 

Not  only  must  the  consent  of  the  stockholders  be  obtained,  but  it  is  also 
necessary,  if  the  merger  is  to  succeed,  to  obtain  the  support  of  the  financial 
community,  customers,  suppliers,  and  the  general  public.  This  requires 
the  skillful  use  of  the  public  relations  techniques  described  earlier  m 
this  chapter. 

SUMMARY 

Profitable  corporate  growth  is  a  continuous  operation.  It  therefore 
requires  continuous  planning,  revision,  and  alertness  to  opportunities  for 

expansion. 

Profitable  corporate  growth  also  involves  not  only  the  addition  ot  new 
products  and  increased  sales  of  existing  ones,  but  a  judicious  pruning  of 
products  or  operations  which  are  marginal  or  which  are  not  contributing 
their  share  to  sales  and  earnings.  Corporate  planning  in  this  area  must 
provide  a  method  of  evaluating  present  products  to  determine  what  ne.s' 
steps  need  to  be  taken. 

From  the  foregoing,  it  will  be  seen  that  the  direction  and  control  ot 
expansion  is  a  challenging  and  complicated  management  responsibility, 
whether  it  be  accomplished  through  research  and  development,  acquisi- 
tion or  merger,  overseas  expansion,  or  contractual  arrangements. 

Basic  to  the  successful  direction  and  control  of  expansion  is  centralized 
responsibility  for  continuous  planning  and  investigation  in  this  area. 
Goals  must  be  set  and  revised  as  circumstances  dictate.  Criteria  for  judg- 
ing progress  achieved  against  these  goals  must  be  kept  up  to  date.  Full 
use  must  be  made  of  all  available  help  and  advice,  not  only  from  withm 
the  company,  but  from  the  outside.  Proper  emphasis  must  be  given  to 
the  important  roles  which  product  planning,  research  and  development, 
production,  marketing,  finance,  legal,  and  other  activity  areas  must  plav 
if  the  expansion  program  is  to  succeed. 

In  the  long  run,  the  success  or  failure  of  the  program  will  be  measured 
by  the  company's  sales,  earnings,  and  dividends.  In  this  expanding  econ- 
omy management  has  a  responsibility  to  its  stockholders,  employees,  and 
the  community  to  plan  and  expand  in  a  way  that  will  permit  the  company 
to  achieve  a  greater  and  more  profitable  share  of  a  growing  market. 


Michael  William  McCarthy 

PRESIDENT 

MERRILL    LYNCH,    PIERCE,    FENNER    &    SMITH    INC. 

NEW  YORK,  NEW  YORK 


Michael  William  McCarthy  is  a  good  example  of  a  country  boy  who 
made  good  in  the  big  city.  He  was  born  May  2^,  190^,  in  the  tiny  town 
of  Belle  Plaine,  Minnesota  {population  i,']oo),  and  is  now  president  of 
Merrill  Lynch,  Pierce,  Fenner  &  Smith,  the  largest  investment  firm  in 
the  world.  ^  -  ""  ,  .      , 

Merrill  Lynch  is  known  to  be  merchandise-minded,  and  it  is  no 
surprise  that  "Mike"  McCarthy  got  his  early  business  experience  in 
chain  stores. 

After  graduation  from  the  local  high  school  in  Beach,  North  Dakota, 
young  Mike  went  to  work  for  the  Mutual  Stores  grocery  chain  in  Oak- 
land, California.  In  two  years  he  was  office  manager.  Some  years  later. 
Mutual  was  merged  into  Safeway  Stores.  Merrill  Lynch  was  the  original 
underwriter  of  Safeway,  and  thus  Mike  McCarthy  got  to  know  financier 
Charles  E.  Merrill  and  his  investment  firm. 

At  the  bottom  of  the  Great  Depression  in  ip^2,  McCarthy  helped 
form  Hagstrom  Food  Stores  in  California.  He  saw  it  grow  into  a  chain 
of  fifty  stores  before  returning  to  Safeway  as  special  consultant  in  the 
Oakland,  California,  headquarters. 

The  next  move  was  prophetic.  At  the  personal  invitation  of  Charles 
E.  Merrill,  he  joined  Merrill  Lynch  in  1940  to  revamp  and  reorganize 
the  firm's  so-called  backstage  operations.  Four  years  later  he  had 
progressed  to  a  general  partner;  in  ip^S  he  was  made  assistant  man- 
aging partner;  and  in  December,  ig^"] ,  he  became  managing  partner, 
the  No.  2  post  in  the  firm.  Mr.  McCarthy  was  elected  president  upon 
incorporation  of  Merrill  Lynch  in  January,  /p5p. 

Among  his  friends  and  business  associates,  Mike  is  known  as  a  man 
of  calm  but  quick  decisions,  with  an  innate  ability  to  analyze  intricate 
facts  and  figures. 

Mike  McCarthy  was  a  Governor  of  the  American  Stock  Exchange 
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from  ic,^o  to  19^6  and  has  been  a  Governor  of  the  Association  of  Stock 
Exchange  Firms  since  itj^^.  He  has  served  on  several  important  com- 
mittees of  the  New  York  Stock  Exchange.  In  a  renewal  of  old  ties,  he 
was  named  a  director  of  Safeway  Stores  in  19^6. 

He  is  on  the  President's  Committee  of  Notre  Dame  and  on  Cardinal 
Spellman's  Committee  of  the  Laity.  Early  in  19^9,  he  was  made  a 
Knight  of  Malta.  In  May,  i960,  he  received  a  Doctor  of  Science  degree 
from  the  College  of  the  Holy  Cross.  He  enjoys  bridge  and  golf  and  is  a 
veteran  traveler,  since  he  has  been  all  over  the  world. 

In  1935  he  married  a  Canadian  girl  named  Margaret  Grundy.  They 
have  one  son  named  Patrick  and  live  in  Manhasset,  Long  Island. 

May,  i960 


CHAPTER    49 


Top  Management's  Stake 
in  the  Securities  Markets 


Everyone  has  a  stake  in  the  securities  markets.  This  is  especially  true  of 
business  management.  The  securities  markets  provide  management  -^vith 
a  means  of  raising  capital.  They  facilitate  expansion  by  mergers  or  ac- 
quisitions. Through  the  use  of  stock  options,  the  markets  provide  an 
effective  method  of  attracting  and  retraining  topnotch  personnel  and 
also  give  management  a  personal  stake  in  the  business.  Most  important 
of  all,  the  financial  market  place  frequently  reflects  the  public's  appraisal 
of  a  company  and  its  management. 

Over  the  years,  through  its  own  efforts  and  those  of  the  government,  the 
financial  community  has  developed  a  high  standard  of  ethics  in  perform- 
ing its  services.  This,  in  turn,  has  created  confidence  that  the  securities 
markets  are  operated  in  the  interests  of  investors. 

THE  SECURITIES  MARKETS 

Dealings  in  the  securities  of  public-owned  corporations  are  effected 
through  the  organized  stock  exchanges  or  "over  the  counter."  Through 
these  outlets,  United  States  industry  is  able  to  obtain  the  monev  needed 
to  enlarge  its  operations  in  order  to  keep  pace  with  our  rapidly  grooving 
population. 
1040 
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The  Organized  Stock  Exchanges 

The  facilities  of  the  nation's  stock  exchanges  are  set  up  to  maintain  a 
free  and  continuous  market  in  securities.  The  market  is  "free"  in  the 
sense  that  the  trading  price  of  the  security  is  governed  by  the  forces  of 
supply  and  demand.  Bids  and  offers  on  the  floors  of  the  stock  exchanges 
are  made  openly.  And  the  prices  set  are  quickly  and  widely  publicized 
over  the  stock  exchange  ticker  systems.  Without  the  marketability  made 
possible  by  the  facilities  of  the  exchanges,  industry  would  find  it  more 
difficult  to  obtain  funds  from  millions  of  investors  who  would  hesitate  to 
buy  securities  unless  they  knew  that  their  capital  was  liquid. 

Best  known  of  the  organized  exchanges  is  the  New  York  Stock  Ex- 
change, which  has  long  served  as  the  nation's  most  important  market. 
Through  the  nationwide  facilities  of  its  member  firms,  investors  are  able 
to  buy  and  sell  more  than  2,500  issues,  which  represent  the  ownership  or 
debt  of  over  1,300  of  the  nation's  leading  corporations.  The  market  value 
of  their  common  and  preferred  stocks  in  mid-1960  was  about  $415  billion, 
which  represented  over  half  of  the  value  of  all  corporate  stock  outstand- 
ing in  the  country. 

Second  largest  of  the  organized  exchanges  is  the  American  Stock  Ex- 
change. It  is  the  only  other  exchange  whose  members  have  nationwide 
facilities.  Through  its  facilities  investors  can  buy  or  sell  over  900  issues 
of  stocks  and  bonds  of  more  than  800  corporations. 

In  addition  to  the  New  York  and  American  Stock  Exchanges,  there 
are  fifteen  regional  exchanges.  The  activities  of  the  stock  exchanges 
are  subject  to  Federal  and  state  laws  in  addition  to  their  own  regula- 
tions. 

The  Over-the-counter  Market  > 

All  securities  which  are  not  listed  on  exchanges  find  their  market  over 
the  counter.  Actually  the  term  over  the  counter  is  misleading.  There  are 
no  counters,  and  there  is  no  market  in  the  sense  of  a  place  where  buyers 
and  sellers  meet.  The  over-the-counter  market  is,  rather,  a  complex  net- 
work of  brokers  and  dealers  linked  by  telephone,  teletype,  and  telegraph. 
Unlike  organized  exchanges,  over-the-counter  markets  are  not  auction 
markets  where  bids  and  offers  of  a  large  number  of  customers  are  brought 
together.  Rather  the  "trade"  in  a  security  and  the  agreement  on  price  are 
the  result  of  negotiation  between  brokers  and  dealers. 

It  is  generally  agreed  the  over-the-counter  market  is  the  broadest 
securities  market  in  the  world,  but  exactly  how  big  no  one  knows.  It  is 
estimated  that  there  are  over  500,000  corporations  in  the  United  States, 
of  which  about  10  per  cent,  or  50,000,  have  stock  in  the  hands  of  the 
public.  According  to  the  National  Association  of  Securities  Dealers,  quota- 
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tions  on  25,000  over-the-counter  securities  are  published  during  the  course 
of  a  year. 

Daily  newspapers  and  other  publications  carry  current  quotations  of 
securities  traded  on  organized  exchanges  and  in  the  over-the-counter 
markets. 

Member  firms  of  the  organized  exchanges  have  elaborate  rules  designed 
primarily  to  protect  the  investing  public.  These  rules  cover  the  conduct  of 
the  business  and  extend  to  control  over  the  business  activities  of  em- 
ployees of  the  member  firms.  The  registered  representatives  of  member 
firms  who  deal  directly  with  the  public  must  pass  an  examination  and 
must  secure  the  approval  of  the  organized  exchange. 

In  the  case  of  the  over-the-counter  markets,  an  association  of  brokers 
and  dealers  called  the  National  Association  of  Securities  Dealers  came 
into  being  following  special  legislation  by  Congress  in  1938.  This  asso- 
ciation is  a  cooperative  government-business  effort  at  regulation  and  is 
registered  with  the  Securities  and  Exchange  Commission. 

The  SEC  is  the  principal  watchdog  of  the  securities  markets,  member 
firms,  organized  exchanges,  associations,  and  generally  all  segments  of  the 
financial  community.  In  addition  to  policing  the  activities  of  the  various 
financial  firms,  the  SEC  requires  full  disclosure  of  information  of  com- 
panies selling  securities  to  the  public  and  has  done  much  to  eliminate  the 
loose  practices  which  existed  years  ago. 

\. 
THE  ROLE  OF  THE  INVESTMENT  BANKER 

The  investment  banker,  usually  called  "under^vTiter,"  plays  a  major 
role  in  helping  management  raise  money  for  expansion  or  for  refunding 
outstanding  securities.  He  also  distributes  blocks  of  previously  issued 
securities,  makes  private  placements,  and  advises  corporations  on  mergers, 
reorganizations,  and  a  wide  range  of  financial  affairs.  Almost  all  public 
offerings  of  securities  are  handled  by  an  investment  banking  firm  which 
provides  the  necessary  brains,  contacts,  and  machinery  for  raising  capital. 

Specifically,  the  job  is  to  gather  surplus  funds  from  individuals  and  finan- 
cial institutions  and  make  these  funds  available  to  established  businesses, 
relatively  new  businesses,  growing  businesses,  municipalities,  quasi-public 
organizations,  and  states.  Usually  the  investment  banker  supplies  per- 
manent capital  from  external  sources  as  opposed  to  temporary  capital 
which  may  be  secured  through  normal  banking  channels.  The  under- 
writer acts  as  principal  in  that  he  first  purchases  the  securities  from  the 
issuing  corporation  and  then  resells  them  to  investors.  This  service  assures 
the  company  selling  the  security  that  the  needed  money  will  be  forth- 
coming. A  fee  is  paid  the  banker  or  syndicate  group  for  their  services  in 
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preparing  the  security  for  marketing  and  for  assuming  the  risk  attendant 
on  marketing  the  security  at  an  agreed  price. 

The  underwriter  makes  an  extensive  investigation  of  the  issuing  com- 
pany, advises  the  company  as  to  the  most  suitable  type  of  security,  and 
works  out  the  terms  of  the  security  so  that  it  will  be  attractive  to  the 
desired  segment  of  investors.  By  mutual  agreement,  the  underwriter  and 
the  issuer  determine  the  price  to  be  paid  the  issuer  and  the  price  to  the 
public.  The  price  is  designed  to  attract  investors  and  provide  a  reason- 
able profit  to  the  underwriter. 

Shortly  after  the  passage  of  the  Securities  Act  of  1933,  which  required 
that  most  issues  of  securities  offered  to  the  public  be  registered  with  the 
SEC,  the  "private  placement"  method  of  selling  securities  became  popu- 
lar. A  private  placement  does  not  have  to  be  registered,  because  the  issue 
is  offered  and  sold  to  so  few  investors  (usually  25  or  less)  that  no  "public 
offering"  is  involved.  In  a  private  placement,  the  underwriter  may  act  as 
an  agent  for  the  issuing  company  and  carry  on  negotiations  with  the 
limited  group  of  buyers. 

The  experience  of  an  investment  banking  firm  is  helpful  in  many  ways, 
such  as  determining  a  fair  and  equitable  exchange  of  stock,  proper  terms 
and  conditions  in  merger  agreements,  arriving  at  a  mutually  agreeable 
price,  arranging  any  necessary  financing,  and  assisting  in  the  negotiations. 

THE  ROLE  OF  THE  STOCKBROKER  . 

Over  the  years  the  fundamental  functions  and  responsibilities  of  the 
stockbroker  have  not  changed.  He  buys  or  sells  securities  for  his  client 
and  earns  a  commission  for  his  work.  In  his  capacity  as  a  broker,  it  is 
usually  not  in  his  province  to  question  the  wisdom  of  his  customer  in 
buying  or  selling  a  particular  security.  The  broker  does  not  profit  if  the 
transaction  turns  out  well  or  suffer  a  monetary  loss  if  it  proves  unwise. 

With  increasing  public  interest  in  securities,  the  services  of  the  stock- 
broker have  expanded.  More  and  more  people  have  wanted  to  invest  in 
new  and  growing  industries,  but  could  not  get  essential  data.  To  serve 
his  clients  better,  the  stockbroker  has  added  security  analysts,  statistical 
services,  and  other  facilities  to  obtain  information  on  companies  which 
is  made  available  to  customers  and  others  upon  request.  In  addition,  the 
broker  provides  safekeeping  for  securities,  collects  dividends  and  interest 
on  bonds,  renders  periodic  statements,  and  the  like. 

One  broker  summarized  the  role  of  the  stockbroker  as  follows:  to  exe- 
cute orders  on  the  best  possible  basis  in  his  client's  interest;  to  have 
available  competent  information  on  securities  in  which  his  customer 
expresses  an  interest;  to  retain  and  safeguard  in  his  custody  customer's 
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securities  if  and  Avhen  requested;  to  credit  promptly  to  the  customer's 
account  or  to  pay  out  all  funds  which  he  may  receive  for  the  customer:  to 
render  from  time  to  time  (usually  monthly)  complete  and  accurate  state- 
ments of  the  customer  account;  to  call  to  the  attention  of  the  customer  as 
promptly  as  possible  important  information  affecting  the  customer's  hold- 
ings; to  make  certain  that  the  customer  understands  that  a  broker  ex- 
presses opinions  onlv  and  can  rarelv  control  or  influence  market  prices  in 
any  manner  whatsoever;  and  to  have  sufficient  capital  available  at  all 
times  to  assure  protection  to  his  customers. 

IMPORTANCE  OF  THE  SECURITIES  MARKETS 

The  d^namic  gro^vth  of  the  American  economy  is  universally  acknowl- 
edged as  one  of  the  most  far-reaching  and  outstanding  developments  of 
modern  times.  Its  gro^vth  has  consistently  surpassed  even  the  most^  opti- 
mistic expectations.  Our  free  economv  has  demonstrated  an  abihty  to 
recover  from  depressions  and  resume  expansion  of  existing  industries  and 
the  creation  of  completely  new  ones. 

This  has  required  huge  capital  investments-investments  which  would 
have  been  impossible  Avithout  the  securities  markets.  As  an  integral  part 
of  our  capitalistic  svstem,  the  markets  have  provided  the  means  bv  which 
funds  from  investors  have  been  made  available  to  industry  to  be  used 
for  tools,  machinerv,  research  laboratories,  mills,  and  factories. 

Equallv  important  is  the  fact  that  these  funds  have  come  from  milUons 
of  investors  all  over  the  countrv.  Thev  are  house^vives.  farmers,  construc- 
tion workers,  teachers,  small  businessmen,  and  top  management  officials. 
Xo^vhere  else  in  the  ^vorld  does  such  broad  ownership  of  corporate  enter- 
prise exist.  A  Avorker  on  an  automobile  assemblv  line  has  the  opportunitv 
to  invest  some  of  his  savings  in  the  company  for  .diich  he  .v'orks.  Thus 
he  becomes  part  oAvner  of  his  company.  Herein  lies  the  strength  of  our 
capitalistic  svstem.  Broader  o.niership  of  corporate  business  redounds  to 
the  benefit  of  the  entire  economv.  The  greater  the  number  of  people  who 
have  an  investment  in  industrv,  the  greater  their  interest  in  the  health  of 
the  economv  and  in  good  government. 

Three  decades  ago  there  ^vere  relativelv  fe^v  investors.  But  no^v  the 
trend  toward  .vider  o.vnership  in  American  industrv  is  a  phenomenon 
which  is  accelerating  dailv.  trillions  of  Americans  are  nivestmg  then- 
savings  and  securities  in  amounts  greater  than  ever  before.  According  to 
the  New  York  Stock  Exchange,  America's  share-OAvning  population 
reached  12,490,000  in  earlv  1959.  The  total  is  nearlv  double  the  1952 
estimate  and  over  40  per  cent  higher  than  the  1956  count  of  8.030.000 
Millions  more  own  government  or  corporate  bonds  and  notes.  In  addi- 
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tion,  many  millions  more  own  securities  indirectly  through  pension  or 
profit-sharing  plans  or  through  the  financial  institutions  which  handle 
their  life  insurance  or  savings. 

Individuals  are  becoming  share  owners  in  many  ways.  Some  do  it  on 
their  own.  They  may  buy  a  certain  number  of  shares  outright;  they  may 
"pay  as  they  go,"  with  a  monthly  investment  plan  (better  known  as 
MIP)  which  permits  people  to  invest  a  fixed  sum  of  money  each  month 
or  every  quarter  in  stocks  listed  on  the  New  York  Stock  Exchange.  Over 
100,000  such  plans  are  now  in  force.  Other  people  first  buy  through  their 
firm's  stock-purchase  plan.  Still  others  join  investors'  clubs.  These  are 
small  groups  whose  members  invest  agreed  amounts  each  month  to  buy 
stock.  The  NYSE  estimates  there  are  upward  of  10,000  such  clubs,  with 
over  100,000  members  who  invest  about  $2  million  a  month.  The  New 
York  Stock  Exchange  figures  the  nation  stockholder  family  is  now  increas- 
ing at  the  rate  of  1  million  a  year. 

This  trend  toward  broader  ownership  of  American  industry  is  not 
limited  to  individuals.  Over  the  past  two  decades,  institutional  invest- 
ment in  common  stocks  has  shown  rapid  growth.  Practically  all  endowed 
institutions— colleges,  hospitals,  religious  and  charitable  organizations, 
scientific  and  research  centers— invest  some  part  of  their  funds  in  secur- 
ities. As  an  example.  Harvard  University  now  has  over  half  of  its  portfolio 
in  common  stocks  compared  with  41  per  cent  in  1946  and  31  per  cent  in 
1937.  It  is  estimated  that  institutions  now  hold  about  16  per  cent  of  the 
total  value  of  Big  Board  stock  issues. 

Back  in  1940,  net  purchases  of  stocks  by  institutional  investors— banks, 
insurance  companies,  pension  funds,  and  so  on— were  about  $100  million 
a  year.  It  has  been  estimated  such  purchases  currently  exceed  $2.5  billion 
a  year.  They  continue  to  grow.  In  New  York,  for  example,  until  1951  life 
insurance  companies  were  forbidden  by  law  to  buy  common  stocks.  Sav- 
ings banks  in  New  York  State  were  first  permitted  to  buy  selected  com- 
mon stocks  in  1952.  Other  states  have  also  liberalized  their  laws. 

Thus  the  modern  investing  public  is  a  vast  group  which  owns  thousands 
of  different  securities  of  every  type  and  quantity,  ranging  from  a  few 
shares  to  thousands  of  shares.  The  investment  sophistication  and  knowl- 
edge of  these  investors  range  from  a  little  to  a  great  deal. 

The  small  investor  of  yesteryear  usually  sought  quick  speculative  profits. 
He  rarely  asked  for  or  received  any  real  investment  information.  Most  of 
today's  investors,  on  the  other  hand,  buy  for  value  and  the  long  pull. 
They  seek  sound  investment  advice  and  counsel.  What  is  more,  they  show 
great  interest  in  financial  affairs.  They  read  the  financial  columns  and 
annual  reports.  Some  books  on  investing  have  made  the  best-seller  lists. 
Stockholders  also  attend  annual  meetings  in  droves.  At  the  1959  General 
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Electric  annual  meeting,  1,728  turned  out;  a  group  of  12,000  went  to 
the  American  Telephone  meeting.  A  further  sign  of  the  times:  the  circu- 
lation of  the  Wall  Street  Journal  climbed  from  60,000  in  1945  to  over 
650,000  in  i960.  In  addition,  the  Journal  puts  out  seven  regional  editions 
in  contrast  to  two  before  1948. 

The  investment  sentiment,  as  reflected  in  the  securities  markets,  affects 
the  terms  upon  which  industry  and  government  can  raise  money.  Hence 
it  is  an  important  factor  in  the  development  of  new  industries  and  the 
growth  of  major  industrial  areas.  By  providing  the  mechanisms  through 
which  foreign  securities  can  be  made  available  to  American  investors,  the 
markets  have  contributed  to  the  reconstruction  and  development  of 
foreign  countries. 

We  in  Merrill  Lynch  have  had  firsthand  experience  with  the  attitude 
and  intentions  of  investors.  In  late  1957  the  stock  market  was  down  100 
points  and  most  economists  and  business  forecasters  were  decidedly  bear- 
ish. At  this  point,  we  sent  a  detailed  questionnaire  to  300,000  of  our 
customers.  This  questionnaire  contained  20  basic  questions  and  98  sub- 
questions. 

As  an  indication  of  the  great  public  interest  in  financial  affairs,  more 
than  125,000  of  our  customers  answered  this  questionnaire.  By  a  consider- 
able majority,  they  were  optimistic  about  both  business  and  the  stock 
market.  We  asked  whether  our  customers  planned  to  buy  more  stock.  The 
answer  was  an  emphatic  "yes,"  and  apparently  they  did. 

A  Tool  for  Corporate  Growth 

In  the  period  from  the  end  of  World  War  II  to  1959,  industry  in 
the  United  States  spent  the  titanic  sum  of  more  than  S400  billion  to 
finance  expansion.  As  in  prewar  days  most  of  this  expansion  was  financed 
through  the  reinvestment  of  earnings  and  depreciation.  But  to  pay  the 
rest  of  the  tab,  industry  had  to  raise  over  $80  billion  through  the  issuance 
of  stocks  and  bonds. 

One  company,  for  example,  which  has  made  use  of  outside  financing  is 
General  Motors.  In  the  two  decades  before  World  War  II,  its  capital  re- 
quirements were  met  almost  entirely  out  of  reinvested  earnings.  Postwar, 
the  company  retained  a  substantially  higher  percentage  of  earnings  than 
in  the  thirties,  but  even  this  was  not  sufficient  to  meet  its  growth  needs. 
Thus,  beginning  in  1946,  the  company  and  its  financing  subsidiary,  Gen- 
eral Motors  Acceptance  Corporation,  have  resorted  to  the  financial  mar- 
kets. 

In  1946  a  loan  from  insurance  companies  was  obtained;  it  was  repaid 
in  1949.  An  issue  of  preferred  stock  in  1946  and  a  debenture  issue  in 
1953  added  $400  million  of  outside  funds  to  capital.  In  1955  the  company 
sold  additional  common  stock  to  raise  I325  million.  The  company  also 
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raised  |ioo  million  through  a  new  issue  of  common  stock  to  the  trustee  of 
GM's  Savings  Stock  Purchase  Program  in  1955,  1956,  and  1957. 

Former  GM  president  Harlow  Curtice  explained  that  the  company 
needed  additional  permanent  equity  capital  "if  we  were  to  be  ready  to 
share  in  the  country's  growth  and  meet  expanding  needs  for  the  goods 
we  make  and  at  the  same  time  maintain  a  reasonable  dividend  policy.  It  is 
just  as  important  for  us  to  appraise  our  markets  and  plan  for  the  needs  of 
our  customers  in  the  years  ahead  as  it  is  for  our  research  laboratories,  engi- 
neers, and  stylists  to  work  years  ahead  in  designing  and  engineering  our 
products." 

During  the  postwar  period,  GM's  wholly  owned  subsidiary,  GMAC, 
has  frequently  gone  to  the  public  to  borrow.  In  1958  it  marketed  a  $150 
million  debenture  issue.  In  August,  1957,  it  sold  |ioo  million  of  5  per 
cent  twenty-year  debentures.  In  1955  GMAC  also  borrowed  publicly  when 
it  went  to  the  markets  for  $450  million.  In  addition,  the  sales  finance 
concern  placed  $270  million  privately.  Again  in  late  1959  it  borrowed 
1 125  million  via  debentures. 

The  securities  markets  can  also  facilitate  corporate  expansion  through 
mergers  or  acquisitions.  One  example  is  Hooker  Chemical  of  New  York. 
Company  sales  climbed  from  $44  million  in  1954  to  more  than  $125 
million  in  1958.  Over  the  same  period,  earnings  increased  from  over 
$4  million  to  more  than  $10  million.  This  growth  was  achieved  almost 
completely  through  purchase  and  merger,  effected  through  the  exchange 
of  stock.  Hooker  was  able  to  effect  these  acquisitions  because  its  stock  was 
well  established  in  the  market  place  and  therefore  was  an  acceptable 
medium  of  payment  for  the  companies  acquired.  From  the  point  of  view 
of  the  stockholder  of  a  company  acquired  by  Hooker,  he  received  the 
stock  of  Hooker  in  a  tax-free  transaction.  In  addition,  he  received  stock 
in  a  larger  company  with  a  more  readily  marketable  security  because  of 
the  broader  market  interest. 

An  Incentive  for  Management  and  Employees 

Through  the  use  of  stock  options,  the  securities  markets  provide  man- 
agement with  an  effective  tool  for  attracting  and  retaining  top-flight  key 
personnel.  At  the  same  time,  these  options  provide  management  with  a 
personal  stake  in  the  continued  success  of  the  company.  Many  companies 
have  long  recognized  the  value  of  stock  and  stock  options  as  an  incentive 
to  management  personnel.  Typical  is  General  Motors,  which  for  forty 
years  has  had  an  incentive  compensation  plan  to  make  the  participating 
employees  stockholders  and  "partners"  in  the  business.  Explained  Harlow 
W.  Curtice:  "Basically,  the  plan  is  designed  to  spur  employees  to  maxi- 
mum efforts  by  permitting  them  to  share  in  the  results  obtained  through 
their  invention,  ability,  industry,  loyalty,  and  special  service." 
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Stock  options  have  been  growing  in  importance,  particularly  since  the 
Revenue  Act  of  1950  changed  their  tax  status.  Provided  option  plans 
qualify  as  "restricted"  under  the  rules  of  the  Internal  Revenue  Serv- 
ice, profits  made  on  stock  options  are  treated  as  capital  gains  instead 
of  regular  income.  A  typical  stock-option  plan  for  key  personnel  offers  an 
opportunity  for  a  long-term  capital  gain  at  a  25  per  cent  maximum  tax 
rate  rather  than  current  cash,  which  is  taxed  at  higher  ordinary  income 

tax  rates. 

Because  of  the  capital  gains  treatment  given  profits  on  restricted  stock 
options,  the  granting  of  such  options  may  cost  the  company  much  less 
than  granting  large  salary  increases.  Compensation,  if  solely  by  salary', 
is  penalized  by  the  steeply  graduated  personal  income  tax  rates.  More 
important,  perhaps,  is  the  fact  that  very  often  the  stock  option  is  the  onlv 
way  a  company  can  attract  the  talent  it  wants. 

In  1955  a  National  Industrial  Conference  Board  survey  showed  that 
40  per  cent  of  the  companies  covered  had  options  in  effect.  A  later  XICB 
survey  of  673  companies  showed  an  impressive  increase  to  just  short  of 
70  per  cent.  At  annual  meetings  in  i960,  shareholders  gave  their  approval 

to  more. 

In  recent  years  there  has  been  a  trend  toward  stock-purchase  plans  for 
employees  below  the  executive  level.  Through  stock-purchase  plans,  em- 
ployees usually  can  buy  stock  at  or  slightly  below  market  value.  In  some 
cases,  purchases  are  also  subsidized  by  the  corporation.  According  to  the 
NewYork  Stock  Exchange  Census,  more  than  2,500,000  share  owners,  or 
21  per  cent  of  all  share  owners,  acquired  their  first  shares  through  com- 
pany plans.  In  September,  1959,  an  estimated  1,340,000  share  owners  were 
investing  regularly  through  employee  stock-purchase  plans. 

One  example  is  the  AT&T  plan  under  which  about  350,000  emplovees 
are  buying  stock  on  the  installment  plan.  When  they  have  paid  for  this 
stock,  the  company's  employees  will  have  bought  about  9,500,000  shares. 

General  Motors  has  a  savings-stock-purchase  program  under  ^vhich  a 
salaried  employee  with  at  least  one  year  of  service  may  contribute  up  to 
10  per  cent  of  his  base  salary  plus  cost-of-living  allowance,  with  CM 
contributing  50  cents  for  each  dollar  the  employee  saves.  In  the  United 
States  and  Canada,  one-half  of  the  employee's  savings  is  invested  in  direct 
obligations  of  either  the  United  States  or  Canadian  government.  The 
other  half  of  the  employee's  money  and  the  entire  GM  contribution  are 
invested  in  GM  common  stock. 

At  the  end  of  1958,  about  90,000  GM  salaried  employees  in  the  United 
States  and  Canada  were  investing  an  average  of  8  per  cent- of  their  salaries. 
Through  such  plans  employees  have  a  greater  incentive  to  help  the  com- 
pany and  hence  themselves. 
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Establishes  a  Value  for  a  Company's  Securities 

Because  of  high  tax  rates  on  estates,  more  and  more  privately  owned 
companies  are  finding  it  very  helpful  to  have  some  part  of  their  stock  in 
the  hands  of  the  public  so  that  a  value  will  be  established  in  the  open 
market.  Not  only  is  this  useful  in  settling  estate  taxes  with  the  govern- 
ment's Internal  Revenue  Service,  but  a  free-market  price  yardstick  facili- 
tates the  settlement  of  estates  and  sale  of  stock. 

It  has  always  been  difficult  to  arrive  at  agreement  with  the  Internal 
Revenue  Service  on  an  appraised  value  for  the  equity  in  a  closely  held 
corporation.  A  distribution  of  some  part  of  the  stock  of  such  a  company 
to  the  public  and  the  establishment  of  a  market  price  has  generally  meant 
that  this  market  valuation  has  been  acceptable. 

Having  a  market  valuation  of  a  company's  stock  may  help  establish 
the  company's  credit  standing  with  its  bankers.  It  gives  the  company  the 
opportunity  to  set  up  attractive  stock-option  plans.  Employee  response  to 
a  stock-purchase  plan  as  well  as  response  to  options  used  as  incentives  will 
be  much  stronger  to  a  readily  marketable  security  than  to  one  which  has 
no  ready  market  value. 

The  stock  offering  of  the  Upjohn  Company  of  Kalamazoo,  Michigan, 
illustrates  the  importance  of  having  some  impartial  value  set  on  its 
securities.  In  December,  1958,  the  company  offered  the  public  $108  million 
market  value  of  stock.  The  company  was  forced  to  go  to  the  public  by 
the  problems  which  faced  the  Upjohn  family  because  of  the  absence  of 
a  valuation  of  their  stock. 

Without  an  established  market  value,  there  was  no  way  to  work  out  a 
logical  executive  compensation  plan  based  on  stock  options.  If  the  com- 
pany wanted  to  issue  additional  stock  to  make  some  advantageous  ac- 
quisition, it  had  difficulty  in  determining  a  price  for  the  stock  to  be  issued. 
Also  the  sellers  of  the  company  who  would  receive  Upjohn  stock  would 
not  have  a  readily  marketable  security.  Some  members  of  the  Upjohn 
family  found  it  difficult  to  take  advantage  of  tax-law  provisions  designed 
to  encourage  philanthropy.  Some  large  shareholders  could  not  easily 
diversify  their  investment  portfolios.  In  addition,  they  realized  it  might 
not  be  too  long  before  costly  estate  litigation  might  arise  over  a  Treasury 
valuation. 

In  1954  Campbell  Soup  took  the  public  into  "partnership"  when  the 
trustees  of  the  John  T.  Dorrance  estate,  sole  owner  of  the  company,  sold 
part  of  the  estate's  stockholdings.  The  first  public  offering  was  over  $50 
million,  or  13  per  cent  of  its  capital  stock.  With  the  listing  of  its  stock, 
the  company  joined  the  ranks  of  the  "blue  chips"  of  America's  market 
place. 
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Some  companies  solve  the  problem  of  having  a  value  established  for 
their  stock  by  merging  with  a  publicly  owned  company.  For  example, 
when  privately  owned  McNeil  Laboratories  Inc.  of  Philadelphia  merged 
with  publicly  owned  Johnson  8c  Johnson  through  an  exchange  of  stock, 
McNeil  owners  had  fewer  worries  about  estate  tax  problems.  At  the  same 
time,  the  merger  effected  a  tax-free  exchange. 

Once  investors  have  evaluated  a  corporation's  security  and  gained  con- 
fidence in  its  management,  it  is  much  easier  for  the  company  to  go  back 
to  the  public  for  additional  financing.  Thus,  after  the  stock  of  Ford  Motor 
had  enjoyed  an  active  market  for  several  years,  it  was  easy  for  the  Ford 
Foundation  to  sell  an  additional  block  of  stock  in  1959. 

Reflects  Publics  Appraisal  of  the  Company 

When  the  securities  of  a  company  are  established  in  the  market  place, 
the  investing  public  is  continually  reappraising  all  phases  of  the  com- 
pany's activities.  This  appraisal  is  in  turn  reflected  in  the  market  price 
of  the  company's  stock.  The  public's  appraisal  of  the  company  and  its 
management  in  the  financial  market  place  is  far  more  important  than 
formerly  because  of  the  rapidly  increasing  number  of  share  owners. 

The  public's  appraisal  of  a  company  can  affect  management  in  manv 
ways.  When  a  company  needs  money,  the  cost  and  ease  with  which  it  can 
raise  the  money  will  depend  upon  this  appraisal.  Companies  often  need 
money  when  cash  is  expensive  or  difficult  to  find.  If  the  company  does  not 
have  a  favorable  investment  acceptance  and  a  liquid  market  for  its  secur- 
ities, it  can  be  handicapped  in  raising  funds.  Thus,  more  often  than  not. 
management's  success  in  financing  will  depend  on  how  well  investors 
know  the  company  and  their  opinion  of  it. 

Following  the  successful  sale  of  additional  stock  to  stockholders,  the 
president  of  a  large  firm  explained  that  this  happened  "because  the  com- 
pany had  a  well-informed  and  confident  group  of  shareholders." 

The  public's  favorable  appraisal  of  the  company  can  aid  management 
if  the  company  runs  into  trouble.  If  the  investment  community  is  con- 
vinced that  the  company  is  basically  sound  and  its  long-range  prospects 
are  good,  it  will  understand  and  be  sympathetic  to  a  temporary  setback. 
A  favorable  public  appraisal  can  also  prevent  misunderstandings  and 
maintain  the  loyalty  of  both  share  owners  and  their  advisers.  Attack  or 
misinformation  from  unfriendly  sources  can  best  be  met  by  fullv  in- 
formed employees,  stockholders,  and  the  investment  community. 

Conversely,  an  unfavorable  public  appraisal  can  be  disastrous.  A  com- 
pany or  management  that  has  failed  to  win  the  confidence  and  support  of 
its  stockholders  is  naturally  vulnerable  to  attack  by  hostile  groups  of 
"raiders."  There  have  been  many  instances  of  this  in  recent  years. 

A  number  of  companies  have  been  subject  to  unfair  attack  because  their 
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securities  were  not  listed  on  any  organized  exchange  and  therefore  proxy 
contests  between  opposing  groups  were  not  subject  to  SEC  proxy  rules. 
The  essence  of  SEC  proxy  rules  is  that  each  side  must  present  its  proxy 
material  for  SEC  approval.  Although  the  SEC  does  not  take  sides,  it  acts 
as  a  referee  and  insists  on  fair  statements  by  the  opposing  parties. 

FINANCIAL  PUBLIC  RELATIONS 

How  can  management  best  fulfill  its  responsibilities  to  the  public  and 
the  financial  community?  Basically,  it  must  tell  the  company  story  in  such 
a  way  as  to  win  public  understanding  and  support.  This  can  be  accom- 
plished, in  part,  through  personal  contacts.  When  a  company  is  large, 
however,  and  its  stock  is  widely  held,  it  must  rely  heavily  on  printed 
matter. 

To  make  certain  that  all  financial  news  of  importance  reaches  share- 
holders and  the  public,  someone  in  the  company  should  establish  close 
contact  with  the  financial  editors  of  the  newspapers  and  news  services  as 
well  as  with  editors  of  magazines,  trade  papers,  radio,  and  television. 

Stockholder  Relations 

A  corporate  annual  report  can  be  management's  prime  instrument  of 
communication  with  the  share  owners.  It  should  be  readable  and  easy 
to  understand.  It  should  contain  the  year's  financial  results  as  well  as  a 
comparison  of  results  for  previous  years.  It  should  contain  the  bad  news 
as  well  as  the  good. 

Some  companies  prepare  a  special  report  on  financial  results  for  em- 
ployees. If  a  company  produces  consumer  goods,  it  should  boost  its  prod- 
ucts in  the  annual  report.  A  great  deal  depends  on  the  nature  of  the 
individual  company.  As  one  authority  has  said,  "The  purpose  of  any 
stockholder  report  should  be  to  present  all  the  information  to  which  the 
owners  of  the  corporation  are  entitled,  and  the  facts  can  be  presented  in 
a  form  that  will  attract  and  interest  all  classes  of  stockholders  and  thus 
build  prestige  and  public  regard  for  the  company  and  its  officials." 

Most  companies  listed  on  the  major  exchanges  are  required  to  publish 
quarterly  or  interim  reports.  Whether  required  to  or  not,  they  should 
be  issued,  for  they  provide  an  excellent  means  of  keeping  stockholders 
up  to  date  on  the  company's  affairs.  Dividend  inserts,  or  "stuffers,"  as  well 
as  postmeeting  reports  are  becoming  more  popular.  Information  bulletins 
have  been  found  effective  too,  either  on  a  regular  basis  or  when  the  com- 
pany has  something  special  to  report. 

The  "personal  letter"  signed  by  the  president  of  a  company  can  be 
helpful  in  making  the  shareholder  feel  that  he  is  part  of  the  corporate 
family.  Like  many  others,  American  Telephone  &  Telegraph  knows  it 
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is  good  business  to  send  "welcome"  letters  to  all  stockholders.  At  the  same 
time,  some  companies  send  letters  to  shareholders  who  have  sold  their 
stock,  expressing  the  hope  that  sometime  in  the  future  they  mav  again 
join  the  stockholder  family.  Some  companies  thank  shareholders  for  send- 
ing in  their  proxies.  Others  send  special  letters  to  announce  a  merger, 
acquisition,  exchange  of  stock,  stock  dividend,  refinancing,  or  even  bad 
news  such  as  the  omission  or  reduction  of  a  dividend.  And,  of  course, 
every  reasonable  complaint  should  receive  a  polite  reply. 

Some  large  companies  have  found  it  worthwhile  to  publish  regular 
institutional  advertisements  in  the  national  magazines  and  newspapers 
most  likely  to  reach  shareholders. 

The  annual  stockholders'  meeting  gives  management  the  opportunitv 
to  meet  shareholders  face  to  face.  To  reach  more  of  their  shareholders 
some  companies  have  regional  meetings.  Increasing  in  popularity  are 
regional  meetings  sponsored  by  the  local  security  analysts'  society,  bond 
club,  or  other  financial  groups. 

When  a  company  has  plants  with  interesting  operations,  it  is  usuallv 
worthwhile  to  arrange  tours  for  shareholders  and  employees.  In  many 
cases,  shareholders  have  shown  more  interest  m  such  tours  than  in  the 
company's  annual  meetings.  Stockholders  can  aid  a  company  in  develop- 
ing markets  for  its  products.  Most  investors  are  above-average  consumers, 
and  companies  want  them  to  know  about  and  buy  their  products  or  serv- 
ices. If  an  investor  is  confident  enough  in  a  company  to  put  his  money 
into  it,  he  should  also  believe  in  its  products.  Thus,  in  its  750,000  share- 
holders. General  Motors  has  a  "presold"  market  for  hundreds  of  thousands 

of  cars. 

Most  companies  are  aware  of  this  potential  among  shareholders.  The 
Borden  Company  introduced  its  instant  coffee  and  cheese  products  bv 
sending  them  to  stockholders.  Later  the  company  did  the  same  ^sith  its 
Starlac  and  instant  whipped  potatoes.  General  Foods  puts  on  displavs  of 
its  products  at  annual  stockholder  meetings.  American  Telephone  &  Tele- 
graph has  a  department  of  about  110  employees  to  handle  "share-owner 
communications." 

Stockholders  can  also  be  a  political  force.  Gaining  the  support  and 
understanding  of  stockholders  can  be  extremely  important  in  avoiding 
or  defeating  unfavorable  legislation  or  in  the  passing  of  favorable  legis- 
lation. Many  utilities  have  been  able  to  enlist  the  aid  of  their  stockholders 
in  fights  against  government  or  municipal  ownership.  Stockholders  can 
be  extremely  effective  spokesmen  for  private  enterprise. 

Relations  with  the  Investment  Community 

For  some  time,  the  investment  community  has  recognized  the  impor- 
tance of  educating  and  informing  the  stockholding  public.  Manv  promi- 
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nent  investment  firms  have  for  years  carried  on  extensive  programs  in  an 
effort  to  educate  stockfiolders  and  tfie  general  public  in  the  fundamentals 
of  investing.  However,  the  investment  community  can  do  an  effective  job 
only  with  the  full  cooperation  of  business. 

In  some  companies,  the  officer  in  charge  of  stockholder  relations  pro- 
vides the  main  contact  between  the  company  and  the  financial  com- 
munity. In  others,  it  is  the  top  financial  officer.  In  any  case,  members  of 
the  financial  community  should  be  made  to  feel  free  to  call  on  a  company 
at  any  time. 

Security  analysts  have  established  a  major  position  in  the  investment 
community.  There  are  security  analysts  in  just  about  every  organization 
which  invests  money  or  advises  others  on  investments  or  deaUngs  in  secur- 
ities. The  analysts  gather  information,  study  it,  and  interpret  it  for  the 
ultimate  benefit  of  investors. 

The  security  analyst  wants  to  know  what  makes  a  company  tick.  He 
wants  to  know  about  the  industry  as  a  whole.  He  also  wants  a  broad 
understanding  of  the  company  itself,  in  terms  of  products,  processes, 
markets,  management,  research,  sales,  and  earnings.  He  wants  to  know 
about  new  developments,  what  they  are,  when  they  will  be  commercially 
feasible,  estimates  of  cost  savings  from  new  or  improved  processes,  and 
some  idea  of  how  much  they  will  widen  profit  margins.  He  wants  to  know 
what  segments  of  the  company  are  likely  to  contribute  most  to  future 
earnings.  He  wants  to  know  how  much  is  spent  on  research  and  develop- 
ment. He  wants  to  know  how  the  research  organization  is  set  up,  what 
type  of  research  is  done,  and  whether  it  is  aimed  at  the  development  of 
new  products  or  improvement  of  existing  ones. 

On  plant  and  equipment,  he  wants  to  know  whether  the  company  is 
keeping  up  with  its  competitors  and  how  far  ahead  it  has  planned.  He 
wants  to  know  what  capital  expenditures  are  planned,  whether  such 
outlays  can  be  financed  through  depreciation  reserves  and  retained  earn- 
ings or  whether  it  will  be  necessary  to  resort  to  outside  financing.  He 
also  wants  to  know  about  management— who  they  are,  their  policies,  and 
their  philosophies.  He  wants  to  know  company  problems  and  what  is 
being  done  to  solve  them.  Finally,  he  wants  to  know  where  the  company 
is  headed  and  any  forecasts  or  goals  it  may  have  set. 

CONCLUSION 

All  the  efforts  a  company  makes  in  its  relationship  with  the  public  at 
large,  share  owners,  and  the  investment  community  will  work  toward 
establishing  the  desired  "corporate  image."  The  proper  corporate  image 
can  be  projected  only  through  a  well-conceived  and  carefully  executed 
program  by  management.  It  strengthens  the  company's  relationship  with 
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present  investors,  it  helps  the  financial  community  reach  a  more  informed 
opinion  of  the  company,  and  it  builds  greater  acceptance  for  the  com- 
pany's securities.  Its  efforts  must  be  attuned  to  the  neophyte  investor  as 
well  as  the  sophisticated  investor. 

Backed  by  the  public's  confidence  that  the  securities  markets  perform  a 
vital  service,  management  has  at  its  disposal  a  valuable  tool.  The  securities 
markets  have  played  an  important  role  in  the  growth  of  the  American 
economy.  Properly  used,  they  can  do  the  same  for  individual  corporate 
enterprises.  And  the  extent  to  which  a  corporation  can  reap  the  benefits 
available  will  depend  largely  on  management's  effective  development 
of  the  understanding  support  of  its  stockholders. 


Moses  Richter 

PRESIDENT 

UNITED  MILLS  CORPORATION 

MOUNT  GILEAD,  NORTH  CAROLINA 


Moses  Richter's  life  could  well  be  used  as  evidence  that  the  United 
States  is  still  the  land  of  opportunity.  Mr.  Richter  came  to  the  United 
States  as  a  child,  started  his  business  career  when  only  nineteen,  and 
is  now  president  of  one  of  the  largest  and  most  progressive  companies 
in  the  textile  industry. 

Mr.  Richter  was  born  in  the  Ukraine  sixty  years  ago.  His  father,  who 
was  an  educator  and  lecturer,  traveled  extensively  throughout  Europe. 
He  brought  his  family  to  the  United  States  when  Moses  Richter  was 
eight  years  old.  Mr.  Richter  received  his  elernentary  and  high  school 
education  in  Troy,  North  Carolina.  He  immediately  went  into  business 
for  himself,  but  continued  his  education  by  attending  night  courses 
and  lectures  at  several  colleges  and  universities.  As  a  fledgling  business- 
man he  learned  some  lessons  during  the  post-World  War  I  recession 
that  he  has  never  forgotten. 

It  is  generally  agreed  that  the  presidency  of  a  major  corporation  is  a 
demanding  job,  but  Mr.  Richter  has  found  time  to  play  an  active  part 
in  a  number  of  other  business  activities.  In  addition  to  serving  as 
president  of  United  Mills  Corporation,  he  is  also  a  director  of  Dan 
River  Mills  and  of  Fulton  Industries.  In  addition,  he  organized  the 
American  Land,  Produce  &  Mineral  Corporation.  This  unique  corpora- 
tion was  created  to  provide  a  low-rate  hazard  insurance  for  American 
farmers. 

Although  he  has  a  very  heavy  travel  schedule,  Mr.  Richter  partici- 
pates in  a  number  of  civic  activities.  He  is  a  very  active  member  of 
the  Charlotte,  North  Carolina,  Chamber  of  Commerce  and  of  the 
Civitan  and  Lions  Clubs  in  Mount  Gilead,  North  Carolina. 

Mr.  Richter  became  a  citizen  of  the  United  States  in  ip20  and  since 
that  time  has  become  known  as  a  champion  of  the  American  way  of 
life. 

Mount    Gilead,  North    Carolina,   is  "home"   to  Mr.   Richter    even 
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though  his  diverse  business  activities  force  him  to  spend  a  great  deal 
of  time  in  New  York  City,  Atlanta,  and  other  major  cities  in  the  East. 
He  is  married  to  the  former  Nettie  Myers  and  is  the  father  of  three 
children. 

Mr.  Richter  was  once  interested  in  singing  and  studied  voice  under 
Herbert  Witherspoon,  the  late  impresario  of  the  Metropolitan  Opera 
Company  in  New  York  City.  Now,  however,  he  says  he  is  "content  to 
listen"  and  relaxes  by  playing  cards-preferably  gin  rummy  or  poker. 

April,  i960 


CHAPTER     50 

The  Pressure  for  Profits 


The  pressure  for  profits  began  the  first  day  I  entered  the  business  field, 
although  unexpectedly.  I  was  nineteen,  and  ^Vorld  ^Var  I  ^vas  over 
but  a  few  months  when  I  resumed  a  job  as  a  clerk  in  a  store  in  Mount 
Gilead,  a  small  town  in  North  Carolina.  Shortly  after,  the  store  ^\as  put 
up  for  sale.  A  gentleman  in  Mount  Gilead  of  considerable  financial  means 
who  was  very  friendly  to  me  offered  to  back  me  in  acquiring  the  shop. 
So  with  about  $40,000  worth  of  merchandise  handed  me  on  credit.  I 
became  a  merchant.  There  was  a  brisk  trade  in  the  community,  and  I 
expected  no  difficulty  in  selling  my  goods.  However,  neither  experience 
nor  foresight  had  prepared  me  for  what  happened.  This  was  in  a  time 
of  enormous  inflation,  greater  than  the  one  we  have  recently  experienced 
in  this  country.  And  it  may  be  remembered  that  the  fledgling  merchant 
and  the  public  were  not  as  well  informed  in  basic  economics  as  they  are 

today. 

Within  one  year,  there  was  a  complete  style  change.  I  found  myself 
with  double  the  amount  of  goods,  also  on  credit,  but  with  less  than  20  per 
cent  of  the  volume  that  we  had  enjoyed  during  the  inflation.  The 
pressure  began,  a  pressure  I  was  to  learn  to  respect.  It  was  not  just  for 
profits,  but  for  survival  itself.  As  deflation  set  in,  the  small  payrolls  from 
a  couple  of  marginal  cotton  mills  dried  up.  So  did  those  of  the  sawmills. 
Farm  products  and  livestock  were  difficult  to  sell.  Business  stood  still. 
Everything  we  tried  on  the  customer,  he  resisted-newspaper  advertise- 
ments, circulars,  contests.  Under  the  pressure,  I  came  up  ^vith  the  best 
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thing  I  could.  I  called  it  The  Store  at  Your  Door.  In  olden  days,  I  suppose 
it  might  have  been  called  peddling,  but  we  believed  even  a  new  name 
might  be  of  some  help  in  our  predicament.  It  seemed  to  me  that  if  I 
could  make  it  convenient  for  the  public  to  buy,  I  could  reach  two  classes 
of  customers.  First,  I  could  sell  to  those  who  would  have  come  to  town 
and  divided  their  trade  among  several  merchants,  including  myself.  In- 
stead of  splitting  their  dollar,  all  of  it  would  come  to  me.  Secondly,  I 
believed  I  could  put  people  who  had  no  idea  of  making  a  purchase  in  a 
buying  frame  of  mind.  Marketing  men  have  a  fancy  name  like  'point 
of  sale"  for  it  today,  but  all  I  knew  then  was  that  I  was  taking  it  to 
the  customer  at  her  door.  Thus,  door  to  door,  I  began  disposing  of  my 
inventory. 

Fortunately,  people  were  very  receptive  to  someone  helping  them  on 
their  own  premises.  The  goods  moved.  The  pressure  eased.  The  idea 
enabled  me  to  survive  (to  remain  to  face  many  more  pressures!)  and  gave 
me  a  basic  course  in  business.  Although  that  was  years  ago,  the  principles 
I  learned  have  served  me  in  a  succession  of  business  interests,  including 
restaurants,  textiles,  garment  manufacturing,  and  peach  distribution. 

Of  course,  at  the  time  of  deflated  prices,  all  merchants  were  conducting 
sales  and  offering  inducements  to  the  customer,  and  it  was  obvious  that 
we  couldn't  compete  through  lower  prices  only.  We  had  to  have  incen- 
tives that  didn't  cost  us  anything  but  which  had  customer  appeal.  The 
pressure  for  profits  forced  us  to  outdo  our  competitors.  We  stressed 
quality  and  money-back  guarantees.  Yes,  there  were  other  guarantees, 
but  no  other  competitor  was  saying  he  would  return  a  dissatisfied  cus- 
tomer's purchase  price  regardless  of  the  time  elapsed  since  the  item  was 
bought  and  no  matter  how  much  the  item  had  been  used. 

I  proved  to  myself  that  quality  appealed  to  people.  They  were  presently 
willing  to  pay  a  little  more,  and  that  little  more  built  into  a  reasonable 
profit  to  lift  the  pressure.  Despite  what  is  said  to  the  contrary,  profits 
tend  to  remain  reasonable  where  there  is  consumer  demand  and  freedom 
of  entry  for  the  entrepreneur.  Competition  will  whittle  profits  that  are 
above  normal.  It  is  by  the  rise  and  fall  of  profits  that  investment  responds 
to  consumer  needs,  by  being  drawn  to  waiting  markets  and  being  retired 
from  glutted  ones. 

Today's  Pressures 

What  we  are  discussing  here  is  not  the  humanity  of  either  pressure  or 
profit.  That  is  for  theorists  or  for  men  who  no  longer  seek  profits.  We 
are  talking  about  realities.  Today's  realities  are  perhaps  no  more  difficult 
than  yesterday's,  but  there  definitely  are  more  of  them.  They  are  obvious 
to  anyone  who  must  meet  a  payroll  and  face  a  stockholders'  meeting,  but 
to  name  a  few:  increase  in  wages,  tremendous  expansion  of  fringe  benefits, 
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industry-wide  bargaining  (and  price  setting),  admitting  of  public  capital 
into  private,  closely  held  business  enterprise,  excessive  taxation,  and  un- 
realistic depreciation  schedule. 

The  principles  haven't  changed,  only  the  methods.  It  is  these  I  want 
to  talk  about  in  a  moment.  Competition  has  intensified.  The  concen- 
tration of  great  economic  resources  in  a  relatively  few  companies  divides 
business  into  two  categories,  the  big  and  the  small.  As  I  shall  show, 
there  are  differences  in  the  requirements  of  big  and  small  business,  and 
these  differences  permit  a  place  for  both  in  the  business  world.  It  is 
apparent  to  all  who  study  the  annual  mortality  tables  of  business  enter- 
prise in  the  United  States  that  it  is  not  as  easy  as  it  once  was  for  a  man 
to  make  his  way  in  the  commercial  world.  This  does  not  mean  that  it 
cannot  be  done,  only  that  it  is  harder.  While  the  fittest  alwavs  survive, 
it  must  be  recognized  that  business  cycles  really  determine  who  is  fit. 
In  good  years,  many  remain  in  the  field  at  a  profit  who  will  be  wiped 
out  at  the  first  sign  of  heightened  competition. 

Pressure  for  profits  always  exists  except  where  one  has  developed 
something  new  which  may  come  to  be  in  demand.  As  soon  as  that  innova- 
tion begins  to  attract  competition,  the  pressure  develops,  and  of  course 
when  this  situation  becomes  highly  competitive,  the  extreme  pressure  for 
profits  is  on.  Regardless  of  how  good  a  scheme  may  be,  the  pressure 
asserts  itself  as  soon  as  the  innovation  wears  thin.  It  therefore  requires 
innovations  on  a  constant  basis. 

DEALING  WITH  A  PERISHABLE  COMMODITY 

From  a  small-town  merchant,  I  developed  into  a  peach  distributor. 
This  venture  embraced  the  entire  Carolinas  sandhills  and  included  the 
locality  where  I  had  been  conducting  the  Store  at  Your  Door.  It  is  the 
large  stretches  of  sand  and  clay  soil  which  give  the  sandhills  their  name. 
Rather  suddenly  it  was  discovered  that  soil  conditions  were  peculiarly 
well  suited  to  the  culture  of  peaches.  Up  to  that  time  cotton  was  king, 
with  some  tobacco. 

The  magnificent  longleaf  pine  trees  attracted  many  New  Englanders  to 
the  area,  which  they  regarded  as  a  hunting  haven.  It  was  these  visiting 
New  Englanders  and  New  Yorkers  who  ventured,  some  of  them  in  a 
big  way,  and  who  set  out  sizable  acreages  in  peach  orchards.  Soon  there- 
after, the  natives  of  the  Carolinas  followed,  and  in  about  four  or  five 
years'  we  found  ourselves  with  about  as  many  peaches  as  Georgia  boasted. 

The  sudden  influx  of  thousands  of  cars  of  these  peaches  was  too  much 
for  the  terminal  markets  to  digest.  The  final  result  was  a  peach  depres- 
sion. It  was  then  that  I  was  called  upon  for  help.  To  me  it  was  a  challenge. 
But  how  ignorant  I  was-a  small-town  merchant  in  the  peach  distribution 
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business!  Here  was  a  perishable  commodity,  yet  sales  were  based  on 
supply  and  demand.  Here  was  a  commodity  in  the  infancy  of  its  develop- 
ment. We  had  to  contend  with  fungi  that  created  brown  rot  and  worms 
and  other  pests.  And  no  one  had  experimented  sufficiently  to  learn  how 
to  control  them.  Refrigerated  transportation  was  inadequate.  Distribution 
was  by  antiquated  methods.  I  felt,  however,  that  it  could  be  done.  Then 
began  the  fight,  which  for  a  long  time  seemed  only  uphill. 

Like  many  other  commodities,  peaches  are  wanted.  I  soon  convinced 
myself  that  it  was  not  a  poor  decision  I'd  made.  People  were  willing 
to  share  in  my  venture,  and  in  time  I  commanded  a  sizable  trade. 

Because  I  began  with  a  poorly  prepared  commodity,  the  profit  pressure 
was  greater  than  normal.  For  a  while,  I  was  a  marginal  distributor  with 
my  major  effort  directed  toward  survival.  A  new  approach  was  needed. 
Mine  was  through  product  quality,  keen  distribution,  and  better  packag- 
ing. I  pooled  cars  with  the  peach  merchants  in  several  neighboring  towns. 
In  a  business  heretofore  noted  for  pressure  and  losses,  we  found  a  profit. 

In  the  distribution  of  a  perishable  commodity,  we  seldom  meet  the 
consumer.  It  is  the  merchant  who  presents  the  basket  of  peaches.  And  it 
is  this  same  merchant  who  realizes  the  hazard  of  losses  in  dealing  with 
mediocre  perishable  goods.  For  quality,  he  is  willing  to  pay  a  premium. 
In  other  words,  with  a  farmer's  product,  the  only  way  to  combat  pressure 
for  profits  is  with  quality  and  better  service.  I  continue  in  the  business 
of  peach  distribution,  not  only  for  the  Carolinas,  but  more  or  less  for  all 
states  in  the  South,  Northeast,  and  even  to  some  extent  in  the  area  of  the 
Great  Lakes, 


TEXTILES — A  PRESSURE  INDUSTRY 

The  Store  at  Your  Door  became  secondary  in  my  business  life  only 
because  the  great  peach  enterprise  occupied  me.  However,  a  third 
challenge  soon  came.  It  related  to  a  community's  entire  economy,  and  I 
would  like  to  tell  you  something  of  it.  My  small  town  of  Mount  Gilead, 
like  many  other  small  Piedmont  Carolina  towns,  was  shrinking  because 
of  rundown  farms  and  an  industrial  payroll  that  was  never  sufficient.  As 
a  matter  of  fact,  it  was  Mount  Gilead  that  was  singled  out  in  a  book 
published  by  the  University  of  North  Carolina  on  the  'vanishing  town." 
Many  towns  were  sending  their  youth  to  the  industrial  cities,  thereby 
reducing  their  population  and  sapping  whatever  economic  vitality  they 
might  have  had.  The  civic-minded  people  of  that  little  town  were  frantic, 
almost  as  when  a  person  realizes  that  someone  dear  to  him  is  passing  away. 
They  became  seriously  concerned,  enough  so  that  they  were  willing  to  do 
something— anything— if  someone  would  point  the  way.  It  was  at  this 
point  that  I  accepted  the  suggestion  of  another  young  man  to  set  up  a 
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sewing  room.  This  was  done  with  an  investment  by  a  number  of  the 
town's  citizens.  The  amount  was  $12,000.  This  capital  was  soon  depleted, 
and  $12,000  more  came  into  the  treasury.  This,  too,  went  quicklv.  I 
suddenly  found  myself  personally  obligated  for  a  sum  which  at  the  time 
was  considered  vast,  namely,  some  $40,000. 

The  pressure  was  on. 

The  determination  to  survive  was  so  great  that  profits  were  not  even 
reckoned  with.  At  the  time,  it  was  a  matter  of  finding  a  way  merely  to 
compete.  The  thinking  and  the  work  went  on  literally  day  and  night. 
There  was  a  continuing  pressure  for  capital,  but  the  cooperation  of  the 
banks  and  of  the  people,  as  well  as  the  loyalty  of  the  workers,  was  of 
such  magnitude  that  it  heartened  management.  This  small  enterprise, 
which  opened  with  employment  for  eighteen  people  and  whose  first  desk 
was  made  of  a  large  wooden  box  originally  used  as  crating  material,  is 
today  integrated  and  affiliated  with  the  textile  business  from  raw  material 
to  the  finished  item.  Some  2,000  people  are  now  employed.  Pressure  for 
profits  continues  and  perhaps  will  always  continue,  but  through  research, 
through  better  machinery,  through  careful  planning  on  the  part  of  good 
management  with  an  honest  item  to  sell,  through  all  these  things,  the 
pressure  for  profits  is  often  lifted.  (I  cannot  seem  to  find  a  field  where 
there  is  no  pressure!) 

Effect  of  Marginal  Producers 

In  textiles,  the  pressure  is  extreme.  It  is  extreme  because  in  anv  field 
where  there  are  a  large  number  of  marginal  competitors,  as  in  textiles. 
competition  is  sharper.  Marginal  operations  are  a  depressant  on  prices  and 
often  reduce  them  to  a  thin  line  between  loss  and  profit.  These  marginal 
mills  nibble  on  the  price  structure  enough  to  cause  the  quality  operators 
to  run  scared.  The  result  is  an  almost  permanent  price  depression  in  this 
field.  I  have  proved  to  my  own  satisfaction  that  the  American  public 
will  pay  for  quality  and  will  pay  for  service.  Until  the  better  mills  stiffen 
their  courage  and  set  prices  that  bring  a  reasonable  return,  the  chaos 
of  textile  pricing  will  continue.  Higher  prices  do  not  mean  that  an  inferior 
competitor  is  thereby  further  encouraged  in  his  business  success.  Far  from 
it.  For  the  poor  operator  cannot  meet  the  factor  for  which  you  are  charg- 
ing a  higher  price.  I  refer  to  quality.  It  follows  that  if  marginal  operators 
are  a  deterrent  to  profits  and  increase  the  pressure,  then  a  reduction  of 
their  number  reduces  the  pressure. 

In  the  case  of  big  business  competing  against  big  business,  there  is 
pressure,  to  be  sure,  but  it  is  more  evenly  matched.  Big  business  of 
necessity  requires  system,  and  system  requires  organization,  which  is  costly. 
Also  businesses  with  system  usually  know  where  they  are  going  and  thus 
have  a  better  chance  for  survival-provided,  of  course,  the  goods  thev 
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produce  have  consumer  acceptance.  When  competing  with  the  marginal 
people  who  are  so  numerous,  you  are  competing  with  many  who  have  no 
system  and  whose  method  of  doing  business  is  disorganized.  In  most 
instances,  they  might  be  likened  to  a  man  who  grasps  at  a  straw  to  keep 
from  drowning,  and  unless  a  sudden  upward  swell  helps  him  to  overcome 
the  waves,  he  has  no  way  of  surviving.  And  if  he  survives  temporarily, 
he  causes  pressure  not  only  for  himself  but  for  others  as  well. 

A  Way  to  Survive 

After  a  period  of  unremitting  profit  pressure.  World  War  II  came. 
Here  was  an  artificial  factor  that  took  off  the  pressure  for  profits.  Profits 
became  assured  in  a  seller's  market.  During  the  war  and  for  some  two 
years  afterward,  consumer  demand  was  greater  than  production.  Busi- 
nesses were  born  by  the  minute,  with  thousands  of  new  manufacturers 
unaware  that  each  of  them  was  contributing  to  a  pressure  build-up  that 
would  some  day  turn  on  them.  Before  long,  the  horizon  clouded.  The 
signs  pointed  to  a  resumption  of  a  buyer's  market.  It  became  apparent 
to  me  that  the  holiday  was  over.  With  the  help  of  management,  we  began 
to  seek  a  way  to  avoid  the  pressure  that  we  knew  lay  ahead.  We  were 
willing  to  risk  immediate  profits  for  future  relief.  The  decision  was  made 
to  adopt  drastic  changes.  If  it  was  to  be  a  buyer's  market,  it  must  appeal 
to  the  buyer.  We  believed  that  better  styling  through  research  was  one 
of  the  answers.  Money  was  applied  there.  Quality  again  became  a  selling 
feature;  no  longer  would  just  anything  do.  All  this  had  to  be  accom- 
plished, of  course,  within  a  price  range  that  would  give  us  a  chance  for 
survival. 

We  pursued  these  methods,  but  we  soon  found  that  not  even  these 
were  enough.  The  pressure  for  profits  had  begun  in  earnest.  The  man 
who  thinks  in  terms  of  profit  alone  is  shortsighted  and  has  no  chance 
for  survival.  I  mean  that  profit  must  be  considered  as  ultimate,  and  not 
necessarily  of  the  moment.  First  one  must  survive;  then  one  can  profit. 
Many  of  the  vacant  textile  mills  in  the  South  today  are  vacant  because 
stockholders,  often  concentrated  within  the  controlling  family,  insisted  on 
high  dividends  at  the  expense  of  the  business's  future. 

We  considered  other  things  besides  styling  and  quality.  The  decision 
was  made  to  seek  additional  financing.  With  it,  we  were  able  to  reach 
another  goal,  that  of  technology.  Once  upon  a  time,  manpower  played 
the  greatest  role  in  an  enterprise.  So  the  curbing  of  man's  lost  motion  was 
the  deciding  factor.  Today,  however,  when  machines  have  more  or  less 
replaced  manpower,  it  is  necessary  to  adopt  new  techniques  ^vherever 
machine  power  can  be  used.  Machinery  already  in  use  must  have  its 
efficiency  improved.  This  necessitates  engineering  on  a  grand  scale,  plus 
the  use  of  management  and  the  best  consultants.  Meanwhile  the  pressure 
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for  profits  continued  unabated.  It  did  so  because  in  this  march  to^vard 
research  a  great  fiscal  outlay  was  necessary.  We  soon  found  that  most  of 
the  cost  had  to  be  charged  to  capital  investment  rather  than  to  the 
usual  overhead.  Unusual  machinery,  imaginatively  applied,  enabled  us 
to  compete  for  the  time  being. 

The  pressure  for  profits,  however,  is  still  on.  Like  mosquitoes  in  a 
swampy  area,  new  flocks  of  competitors  are  born  almost  as  fast  as  old  ones 
are  eliminated.  In  order  to  survive,  further  research  was  needed.  It 
pointed  the  way  to  us:  economy  must  be  achieved  without  reducing 
quality  or  service  or  radically  altering  prices. 

Incidentally,  we  learned  bitterly  that  research  is  no  good  without 
testing.  Our  research  showed  that  a  certain  fitted-bra-slip  design  was  a 
likely  seller,  but  in  the  haste  to  get  it  into  production,  ^ve  failed  to  give 
it  sufficient  consumer  testing.  The  result  was  a  quarter  of  a  million  dollar 
loss  because  we  placed  too  much  reliance  on  a  single  component,  that  of 
research,  and  failed  to  give  it  the  proper  testing. 


FACTORS  THAT  CAN  EASE  THE  PRESSURE 

Now  I  would  like  to  set  down  some  generalizations  which  I  believe 
apply  in  the  fight  for  survival  when  the  pressure  for  profits  is  on. 

So  far,  I  have  dwelt  on  research  and  the  scheme  of  better  qualitv  and 
service.  We  must  not  overlook  the  pressure  for  profits  caused  by  the  great 
losses  we  sustain  when  we  fail  to  acquaint  ourselves  Avith  the  future 
market  conditions  of  our  raw  materials.  So  often  because  of  adverse 
experience  in  the  past,  we  are  timid  about  the  future.  ^Ve  fail  to  reach 
for  adequate  supplies  or  to  time  our  buying.  We  buy  entirelv  too  care- 
fully, forcing  up  our  costs  when  we  go  back  to  the  market  later  and  must 
buy  at  a  higher  price.  Our  competitors  perhaps  bought  ^viselv.  Thus 
the  pressure  for  profits  arises. 

But  just  as  often  we  lose.  This  is  particularly  true  if  we  guide  ourselves 
only  by  what  happened  last  season  and  buy  on  that  basis.  \Ve  mav  overbuv 
this  time  and  then  find  the  raw-materials  price  dropping.  We  then  have 
even  greater  losses. 

Therefore  it  is  necessary  for  us  to  develop  perception  about  the  ups  and 
downs  of  the  commodities  used  in  our  own  products.  For  ^vithout 
thorough  knowledge  of  the  coming  scarcities  or  surpluses,  ^\e  can  expect 
additional  pressure  for  profits. 

Pressure  for  profits  can  never  be  offset  entirely  pricewise,  as  I  have  said 
earlier.  What  I  mean  to  say  is,  very  often  we  think  we  must  compete 
entirely  pricewise.  When  we  do,  we  overlook  the  great  necessitv  for  stress- 
ing quality. 
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Sense  of  Timing 

Pressure  for  profits  very  often  results  from  our  being  asleep  on  follow- 
through.  We  must  constantly  watch  trends  and  seasons.  These  embrace 
style  and  colors  prepared  for  us  by  fashion  designers  much  in  advance  of 
the  time  at  which  they  are  to  be  sold.  We  have  to  be  alert  in  what  we 
adopt;  we  have  to  be  alert  to  follow  an  item  which  may  take  its  place. 

However  great  our  perception  may  be  in  responding  to  timing,  we  can 
very  often  feel  the  pressure  for  profits  because  we  fail  in  research  for 
engineering,  for  management  and  product  modernization.  Our  ability  to 
produce  must  not  only  be  up  to  date,  but  research  must  also  be  done  for 
the  future-for  those  things  about  to  come  but  which  are  not  yet  here. 
Regardless  of  the  item  you  manufacture,  there  is  always  something  new. 
If  you  are  not  among  the  first  to  grasp  it,  the  pressure  for  profits  sweeps 
you  into  difficulties. 

Decisions.  When  do  we  commit  ourselves?  No  decision  should  be  made 
until  it  has  been  proved,  in  so  far  as  possible,  that  there  cannot  be  a 
mistake.  Testing  of  an  item  is  the  best  method  to  avoid  blunders  (such 
as  our  lingerie  catastrophe,  referred  to  earlier  in  this  chapter).  It  is  the  ^  '  '■ 
untested  item  which  may  for  a  little  while  present  some  glamour  and 
therefore  some  sale.  However,  if  it  is  of  doubtful  use  and  quality,  losses 
are  likely  to  ensue,  reestablishing  the  pressure  for  profits.  What  I  am 
getting  at  is  this:  it  is  better  to  have  one  good  item  which  might  be  dis- 
tributed in  vast  quantities  at  low  cost  but  at  a  definite  profit  than  to 
plunge  from  item  to  item,  even  though  for  a  while  the  profit  may  be 
great.  The  profit  pressure  is  relieved  if  we  have  satisfied  customers  who 
have  confidence  in  a  name  and  who  are  willing  to  recommend  it  without 
hesitation. 

True,  advertising  often  relieves  the  pressure  for  profits,  but  the  con- 
sumer's acceptance  may  be  temporary.  Therefore  there  is  no  doubt  that 
to  supplement  advertising,  one  must  be  sure  of  his  tests  and,  if  at  all 
possible,  that  the  item  will  be  accepted  by  the  public.  The  acceptance 
may  exist  only  as  a  need,  yet  this  is  acceptance,  for  the  public  buys  that 
commodity  which  fills  its  needs.  The  item  that  sells  must  have  its  ac- 
ceptance reinforced  with  advertising  and  continued  improvement.  As 
acceptance  diminishes,  pressure  increases. 

Developing  New  Products 

Having  emphasized  quality  achieved  through  research  and  the  final 
implementation  of  it,  I  must  not  forget  to  point  out  that  research  is 
divided  into  many  parts.  I  have  dwelt  mostly  on  research  for  quality 
created  by  machines  and  good  management.  However,  we  all  know  that 
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human  desire  is  never  satisfied,  and  therefore  we  must  conduct  research 
for  something  new.  We  may  come  up  with  an  item  of  need,  or  it  may  be 
an  item  which  has  no  necessity  but  a  highly  merchandisable  flair  appeal. 
The  latter  demands  that  the  individual  know  when  to  Avithdra^s'.  Bv 
withdrawal  at  the  right  moment  he  avoids  the  pressure  which  comes  from 
a  collapsed  market.  Because  our  vast  economy  demands,  on  one  hand, 
the  necessities  and,  on  the  other,  those  items  which  may  be  called  flair 
items,  we  cannot  all  afford  to  ignore  the  flair.  Remember,  however,  that 
while  the  novelty  may  be  a  good  gamble  for  one,  it  is  a  sure  failure  for 
another.  Therefore  one  must  make  sure  that  the  glamour  of  large  markups 
can  be  achieved  without  the  danger  of  losses  which  bring  the  pressure. 

An  Approach  for  the  Small  Business 

I  suggested  earlier  that  there  are  differences  between  big  and  small 
businesses  which  make  a  place  for  both.  I  believe  there  are.  I  believe 
they  are  simple.  For  big  business,  the  Avay  is  organization,  research,  and 
technology.  The  goal  is  huge  volume  over  which  to  spread  the  costs.  And 
what  for  small  business?  The  small  business  cannot  hope  to  qualifv  in 
organization,  research,  or  technology;  neither  can  it  look  to  great  volume. 
Its  answer  lies  in  quality  and  in  service.  If  the  big  competitor  packages  a 
product  only  in  dozens  and  cannot  give  delivery  in  less  than  a  Aveek,  you 
put  it  up  in  singles  and  deliver  immediately. 

Here  are  a  few  principles  whose  application  will  help  the  small  busmess 
to  ease  the  pressure  for  profits: 

Tighten  inventories  and  always  be  alert  to  take  the  first  loss. 
Never  oversell  your  customer,  for  when  he  is  oversupplied  good  ^dll 
suffers. 

Practice  the  art  of  retracting;  that  is,  if  you  find  yourself  in  error, 
correct  the  error  immediately. 

Everything  I  have  mentioned  thus  far  has  been  of  internal  origin. 
There  happens  to  be  a  good  external  remedy  available  for  profit  pressure. 
The  remedy  is  merger.  Although  merger  heretofore  has  been  confined 
largely  to  big  business,  it  often  can  lift  the  pressure  for  small  busmess  as 
well.  Two  separate  enterprises  may  be  mergeable  but  have  incompatible 
egos  within  them.  Thus  a  desirable  union  may  be  blocked  bv  those  ^dio 
do  business  by  emotions  rather  than  by  sound  principles.  But  Avhere 
temperaments  can  be  curbed,  it  is  often  profitable  to  seek  the  common 
advantage  of  merger.  What  the  small  man  can't  achieve  alone-engnieer- 
ing  research,  and  the  rest  of  it-he  can  share  with  one  or  t.vo  or  three 
others  Each  directs  his  efforts  toward  his  greatest  capacity.  The  depressed 
attitude  from  overwork  and  fatigue  is  relieved.  In  merging,  much  of  the 
duplicated  costs  are  eliminated  and  unit  cost  immediately  becomes  less. 
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The  financial  structure  is  strengthened.  The  pressure  for  profits  should 
be  relieved. 

Finally,  I  wish  to  refer  briefly  to  the  human  side  of  business,  again 
particularly  of  the  small  business.  Cooperation  must  embrace  every  in- 
dividual who  touches  your  business.  You  need  not  only  the  skill  of  your 
employee,  but  his  heart.  I  have  seen  what  the  heart  can  do.  Where  amity 
exists  among  all  factions  in  an  enterprise,  success  comes  so  much  more 
easily.  Sometimes  an  employee's  loyalty  can  lift  a  profit  pressure  that  a 
management  consultant  cannot.  The  employee  remains  management's 
most  potent  means  of  turning  pressure  to  profits. 


LOOKING  AHEAD 

It  appears  to  me  that  the  pressure  for  profits  in  the  years  ahead  will 
be  greater  than  in  the  past.  I  say  this  because  I  see  the  great  buying 
power  becoming  more  and  more  concentrated  in  a  few  hands.  This  is 
quite  obvious  to  me  as  I  engage  in  the  distribution  of  peaches,  but  it 
applies  to  all  commodities  as  well. 

It  is  a  known  fact  that  supply  and  demand  regulate  price,  and  they  will 
continue  to  do  so  to  a  great  extent.  But  I  find  that  concentrated  buying 
power  is  at  times  successful  in  lowering  prices,  even  when  the  supply  is 
diminished. 

Now  I  am  not  quarreling  with  the  great  sources  of  buying  power.  The 
large  chains  and  discount  houses  have  competition  too,  and  they  must  do 
what  they  can  to  lower  their  own  costs.  But  because  large  purchasers 
can  force  prices  down,  many  small  jobbers  and  retailers  cannot  compete. 
A  continuation  of  this  trend  jeopardizes  our  free  economy.  Men  of  the 
same  ability  as  those  who  created  the  great  retail  organizations  are  needed 
to  find  a  way  to  merge  our  small  industries  and  farmers  so  that  they  can 
attain  greater  efficiency  of  distribution. 

CONCLUSION 

In  concluding,  I  want  to  say-I  want  to  emphasize-that  like  all  men  of 
great  achievements,  businessmen,  too,  must  adopt  the  highest  standards 
in  their  relations,  including  those  with  their  competitors.  Their  goal  must 
be  that  of  helping  the  community.  The  major  portion  of  theirearnings, 
beyond  that  necessary  for  building  up  working  capital,  should  be  divided 
with  employees  and  worthwhile  institutions.  This  is  no  more  than  casting 
bread  upon  the  waters.  But  it  will  soon  be  found  by  those  who  practice 
it  that  charitable  attitudes  themselves  indirectly  help  to  lift  the  pressure 
for  profits.  A  good  name  for  the  enterpriser  is  very  often  reflected  in  the 
goodness  of  his  product. 


John  C.  Bosted 


TREASURER  AND  ASSISTANT  GENERAL  MANAGER 
NATIONAL  ASSOCIATION  OF  MANUFACTURERS 
NEW  YORK,  NEW  YORX 


A  firm  believer  in  and  staunch  advocate  of  the  free  enterprise  system, 
John  C.  Bosted  has  an  important  role  in  the  industrial  organization 
dedicated  to  the  defense  and  maintenance  of  that  system. 

As  treasurer  and  assistant  general  manager  of  the  National  Asso- 
ciation of  Manufacturers,  Mr.  Bosted's  responsibilities  embrace  the 
complexities  of  the  financial  administration  of  the  Association,  which 
has  a  membership  of  some  19,000  American  companies. 

Jack  Bosted  is  a  native  New  Yorker,  was  graduated  from  Bushwick 
High  School,  and  subsequently  studied  at  Pace  Institute  and  Fordham 
University.  He  started  his  career  as  a  page  boy  for  the  old  New  York 
Curb  Exchange  in  1931.  Two  years  later,  he  joined  the  Atlantic  if 
Pacific  Tea  Company,  where  he  worked  on  supermarket  installation 
for  several  years  before  being  transferred  to  the  company's  manage- 
ment division.  Following  the  thoroughgoing  training  of  A  &  P  experi- 
ence, he  joined  the  Royal  Typewriter  Company  as  tax  accountant  and 
finally  as  a  field  representative. 

The  NAM  engaged  Mr.  Bosted  to  solve  its  problems  relating  to 
internal  systems  analysis  in  1943-  Tivo  years  later  he  was  elected  as- 
sistant treasurer,  and  the  following  year  he  assumed  the  additional 
responsibilities  of  assistant  business  manager.  He  was  elected  treasurer 
by  the  Association's  board  of  directors  in  1933  and,  in  195-],  was  ap- 
pointed assistant  general  manager. 

Mr.  Bosted  is  often  referred  to  as  the  man  who  "keeps  store"  for 
NAM,  for  in  his  dual  capacity  as  treasurer  and  assistant  general  man- 
ager, he  is  responsible  for  much  of  the  Association's  staff  work  m 
addition  to  all  financial  matters. 

Mr.  Bosted  is  an  associate  member  of  the  American  Institute  of  Man- 
agement, a  member  of  the  National  Association  of  Cost  Accountants, 
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a  director  of  S.U.A.,  Inc.,  as  well  as  a  director  of  the  National  Park- 
inson Foundation. 

Few  people  are  in  as  good  a  position  as  Jack  Bosted  to  know  the 
thinking  of  top  management  in  the  United  States.  His  NAM  duties 
bring  him  in  contact  with  the  chief  executives  of  literally  thousands 
of  companies  from  the  four  corners  of  the  nation. 

Described  by  his  associates  as  a  proponent  of  common-sense  eco- 
nomics, Mr.  Bosted  holds  the  conviction  that  business  and  industrial 
problems  would  be  solved  more  easily  if  greater  efforts  were  made  to 
undentand  all  aspects  of  the  problems  before  seeking  the  solution. 

April,  i960 


CHAPTER    51 

Top  Managements  Responsibility 
for  the  Private  Enterprise  System 

In  Act  IV,  Scene  IV,  of  Hamlet,  Shakespeare's  melancholy  Dane  makes  a 
remark  characteristic  of  every  executive  charged  with  some  responsibility 
for  the  free  enterprise  system  and  his  own  survival  within  it. 

"How  all  occasions  do  inform  against  me,"  said  Hamlet. 

And,  somewhat  wryly,  the  management  community,  from  the  bright 
young  man  on  the  way  up  to  the  grizzled  old  corporate  dog  who  would 
love  to  step  down,  admits  it.  For  the  basic  characteristic  of  management 
in  America  in  this  second  half  of  the  twentieth  century  is  simply  that  it 
IS  involved  with  "all  occasions." 

The  production  of  goods  and  services  for  a  profit  in  an  economy  grown 
addled  by  a  misguided  neighborliness  that  would  confuse  the  original 
Samaritan  seems  only  the  simplest  of  ideas  from  an  era  of  incredible 
naivete. 

"How  all  occasions  do  inform  against  me." 

Thus  there  is,  and  must  of  necessity  be,  an  increasing  awareness  on  the 
part  of  busmess  leadership  of  the  impact  of  social,  political,  and  economic 
forces  upon  the  fundamental  American  system  of  life  itself. 

To  a  degree  never  before  experienced,  top  managers  are  considering 
such  questions  as  the  political  education  of  corporate  leaders,  political 
action  by  mdividuals  within  the  corporation,  and  all  aspects  of  noncom- 
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mercial,  social-decision   processes   as   they   affect   the   ability   o£  business 
generally  to  serve  its  own  and  the  nation's  best  interests. 

The  root  reason  is  survival,  and  it  is  not  a  light  thing  to  say  that  many 
executives  at  decision-making  levels  are  firmly  convinced  that  the  whole 
competitive,  free-market  type  of  corporate  operation  is  at  stake. 

There  is  a  threnody  which  runs  through  their  quiet,  reflective  appraisals 
of  the  ensuing  decades.  Usually  it  is  an  expressed  concern  in  several 
interrelated  areas:  (i)  inequitable  administrative  practices  of  government 
at  national,  state,  and  local  levels;  (2)  inflationary  forces  tied  to  ^s-age  and 
welfare  costs  that  outpace  gains  in  productivity;  (3)  tax  policies  that 
stifle  growth  and  development  as  they  inhibit  the  formation  of  capital; 
(4)  the  prospect  of  reimposition  of  "emergency"  controls  of  prices;  (5)  the 
loss  of  markets  because  of  foreign  imports  subsidized  by  alien  geopolitics 
and  impervious  to  healthy  competition;  (6)  the  unbridled  monopoly 
power  of  unions;  and  (7)  the  propensity  of  the  government  bureau  as  an 
institution  to  take  undue  and  harmful  action  against  any  business  unit 
because  it  is  "big." 

These  problems  are  great.  They  are  not  insoluble.  They  are  but  svmp- 
toms  of  disease,  and  not  disease  itself.  The  sickness  Hes  deeper,  and  it  is 
one  which  the  would-be  healer  must  first  heal  in  himself  by  the  great  man- 
agement rediscovery  that  free  enterprise  is  never  free,  that  it  has  a  price 
in  managerial  conviction,  dedication,  and  moral  obligation. 
Any  freedom  is  a  product  of  will  and  work. 

The  Danger  Is  Within 

Abraham  Lincoln  called  the  shot  in  an  address  before  a  young  men's 
lyceum  in  Springfield,  Illinois,  on  January  27,  1837.  "At  what  point."'  he 
wondered,  "shall  we  Americans  expect  the  approach  of  danger?"  Thought- 
fully, he  continued: 

All  the  armies  of  Europe,  Asia,  and  Africa  combined,  with  all  the  treasure 
of  the  earth  in  their  military  chest  .  .  .  could  not  by  force  take  a  drink  from 
the  Ohio  or  make  a  track  on  the  Blue  Ridge  in  a  trial  of  a  thousand  years  .  .  . 
the  danger  if  it  ever  reach  us  must  spring  from  amongst  us:  it  cannot  come  from 
abroad.  If  destruction  be  our  lot,  we  ourselves  must  be  its  author  and  finisher. 
As  a  nation  of  free  men,  we  must  live  through  all  time  or  die  by  suicide. 

Lincoln  knew  nothing  of  rocket  power  or  the  cold  chills  of  a  people 
ingenious  enough  to  unlock  the  hydrogen  atom,  but  he  knew,  as  most 
management  men  are  beginning  to  reknow,  that  the  crisis  of  any  dav  and 
any  society  is  more  internal  than  external.  It  is  in  the  softness  of  self- 
indulgence,  in  the  prejudices  of  our  own  psychic  "featherbedding,"  and 
in  the  failure  to  discover  centers  of  fundamental  meaning  and  the  values 
necessary  to  carry  on  the  creative  struggle. 
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We  shall  not  live  "through  all  time"  with  nothing  to  live  for  except 
automobiles,  color  TV,  and  the  securities  implicit  in  the  full  belly  and 
the  warm  back.  The  good  life  of  free  men  involves  something  more  than 
a  standard  of  living.  Unlike  the  fabled  Dodo  in  Alice's  Adventures  in 
Wonderland  who  cried,  "Everybody  has  won  and  we  must  all  have 
prizes,"  we  have  the  winning  yet  to  do. 

Therefore  management's  responsibility  for  preserving  free  enterprise 
becomes  a  moral  charge.  And  the  ultimate  question  is  whether  or  not  we 
care  more  for  our  comforts  or  most  for  our  convictions. 

Lincoln  simply  said,  "If  destruction  be  our  lot,  we  ourselves  must  be  its 
author.  .  .  ." 

What  Must  Be  Done? 

What,  then,  must  be  the  first  step  in  management's  assumption  of  the 
responsibility  necessary  to  preserve  a  system  besides,  of  course,  the  will 
to  do  so? 

It  probably  lies  in  a  searching  of  those  old  truths  which  pertain  to  the 
creation  of  a  business  climate  and  a  fresh  look  at  the  seminal  economic 
factors  which  control  it,  including  economic  liberty. 

The  socialist  dream,  for  instance,  is  based  upon  the  delusion  that  other 
men's  freedoms  will  be  enhanced  by  eliminating  economic  liberty  and 
replacing  it  with  a  planned  economy.  It  hasn't  worked  out  that  way  be- 
cause the  theory  is  wrong.  Pundit  F.  A.  Hayek  writes,  "Economic  control 
is  not  merely  control  of  a  sector  of  human  Hfe  which  can  be  separated 
from  the  rest,  it  is  the  control  of  the  means  for  all  our  ends." 

Business  climate  is  a  totality  and  one  in  which  enterprises  can  operate 
in  the  best  individual  interests  of  all-customers,  shareholders,  suppliers, 
employees,  and  community  groups.  It  is  a  totality  which  encourages  the 
political  representatives  who  administer  it  to  support  those  things  which 
are  not  only  acceptable  to  business  but  which  are  the  most  useful  to  the 
entire  public.  Nowhere  within  it,  stated  or  implied,  is  there  a  niche  for 
special  interest  or  for  selfishness  beyond  the  human  rights  of  consort  and 
survival. 

It  is  the  continuing  responsibility  of  the  business  community  to  make 
this  point  clear,  and  from  such  a  position  of  invulnerable  virtue  that  a 
vestal  virgin  would  look  like  a  tramp  in  comparison.  The  mute  will  not 
be  heard,  and  the  silent  will  be  inundated  by  system  changers  who  prefer 
to  sell  sophisms  for  substance. 

This  means,  of  course,  that  the  top  managers  of  today  and  of  the  future 
must  understand  completely  the  entire  root  and  branch  of  the  meanings 
of  a  free  economy.  And  it  means,  further,  a  personal  policing  of  business 
morality  on  an  individual  basis  on  what  must  be  an  anchorite  plane.  The 
big  game  is  no  longer  for  marbles  or  chalk;  the  stake  is  individual  free- 
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dom  and  the  compatible  economy  to  support  it.  The  lout  seeking  the  easy 
out  must  be  identified  for  what  he  is-the  implacable  enemy  of  the  rights 
to  earn,  save,  create,  and  prosper  jointly  as  strong  citizens  of  a  strong 


nation 


And,  to  return  to  Hamlet's  Denmark,  all  occasions  will  inform  against 


him 


ill.  .        -  1 

Naturally,  such  occasions  will  be  aided.  In  a  free  society  busy  about 
the  business  of  protecting  itself  and  its  basic  freedoms,  there  will  alwavs 
be  Congressional  committees  investigating  pricing  practices  that  seem 
less  than  generic  business  morals  would  permit  to  exist  and,  hopefulh, 
chiding  the  rigged  television  show,  the  faked  testimonial,  and  the  hoked 

product. 

However,  as  Aristotle  said  originally,  to  be  aped  by  others  m  mam- 
tongues,  "The  real  cause  of  these  evils  is  not  private  property  but  the 
wickedness  of  human  nature." 

The  responsibility  of  top  management  to  the  free  enterprise  system 
lies  not  in  the  condonement  of  manifest  evil,  but  in  vocally  and  peren- 
nially exorcising  it  by  intent  and  deed.  Any  executive  can  be  a  critic.  This 
is  a  plea  for  converts  to  a  truly  remarkable  system  of  economic  justice 
based  upon  endeavor. 

Let  us  look  at  it. 

THE  BEGINNINGS  OF  PRIVATE  ENTERPRISE 

Free  enterprise,  or  capitalism,  assumes  the  kind  of  society  in  which, 
as  John  Chamberlain  puts  it,  the  ends  are  determined  by  individuals  or 
by  voluntary  association  of  individuals.  He  explains: 

It  is  fundamentally  incompatible  with  the  idea  of  an  all-encompassing  State 
purpose,  or  a  single  Manifest  Destiny-though  it  is  thoroughly  compatible  .nth 
a  church  whose  own  purposes  are  extra-governmental,  either  "not  of  this  world, 
or,  if  of  this  world,  devoted  to  leadership,  mediadon,  and  charity  in  the  realms 
which  do  not  belong  to  Caesar. 

Theoretically,  of  course,  it  is  quite  conceivable  that  capitalism  could  flourish 
without  a  legal  framework,  either  under  pure  anarchism,  or  under  a  beneficent 
landlordism,  or  with  the  blessings  of  a  "let  alone"  monarch.  But,  as  we  shall 
see  it  was  Tames  Madison,  the  scholar  among  the  Founding  Fathers,  who  put  his 
finder  unerringly  on  the  need  for  a  device  which  will  put  automatic  checks  on 
government  if  any  freedoms  are  to  flourish.  Purely  as  a  practical  matter  the 
Lstitutions  of  an  open  society  demand  the  safeguards  of  a  limited  government. 
This  is  not  to  say  that  limited  government  is  the  cause  of  capitalism,  or  that 
it  is  the  superstructure,  either.  It  is  merely  to  say  that  freedom  is  all  of  a  piece. 
Government  is  necessary,  for  men,  in  Madison's  phrase,  are  not  angels.  But  suice 
non-angelic  men  inevitably  become  the  governors  as  well  as  the  governed,  the 
liberties  of  the  individual,  including  the  liberty  to  own,  buy,  and  sell,  must  be 


TOP  MANAGEMENTS  RESPONSIBILITY  FOR  PRIVATE  ENTERPRISE  1071 

protected  from  the  possible  cupidity,  rapacity,  and  power-lust  of  office-holders. 
Capitalism,  like  any  other  manifestation  of  free  choice,  depends  on  the  ability 
of  a  people  to  discover  a  political  device,  or  a  frame  which,  in  Professor  John  W. 
Burgess's  famous  phrase,  will  reconcile  government  with  liberty. 

The  colonists  came  to  America  mainly  for  the  purpose  of  getting  away 
from  governmental  power  over  the  individual.  An  all-powerful  govern- 
ment, for  one  thing,  was  all  too  likely  to  deprive  the  individual  of  his 
right  to  own  property,  or  at  least  to  set  strict  limits  on  the  use  and  dis- 
position of  property.  But  free  choice  as  to  the  use  or  disposal  of  property 
is  the  essence  of  the  free  market,  which  of  course  is  the  basic  mechanism 
of  free  enterprise.  And  in  a  free  economy,  property  is  not  only  possession 
of  physical  assets  such  as  land  or  produce  or  manufactured  goods,  but  also 
the  labor  or  services  of  the  individual. 

Although  many  demagogues  have  sought  to  arouse  their  followers  by 
setting  "property  rights'-presumably  the  rights  of  the  "rich"-against 
human  rights,  they  are  one  and  the  same  thing.  Where  an  individual  has 
no  right  to  own  property  and  to  dispose  of  it  as  he  wishes,  he  is  little 
more  than  a  slave,  regardless  of  whether  his  government  is  benevolent 
or  oppressive. 

When  we  talk  about  the  American  economic  system,  it  is  necessary  to 
emphasize  that  although  free  enterprise  is  a  form  of  capitalism,  the  older 
forms  of  European  capitalism  did  not  allow  the  same  privileges  of  owner- 
ship, opportunity,  and  competition  which  characterize  American  free 
enterprise. 

Thus,  in  the  beginnings  of  this  country,  in  which  government  was 
reconciled  with  individual  liberty,  the  climate  was  ripe  for  a  new  version 
of  capitalism. 

To  Compete  Is  Freedom 

Although  there  always  has  been  international  competition  for  com- 
merce as  well  as  for  political  power,  traditional  European  capitalism  did 
not  take  kindly  to  the  kind  of  intramural  competition  we  know  in  the 
United  States.  Cartels,  monopolies,  dividing  of  markets,  and  other  bar- 
riers against  the  hardships  of  competition  have  long  been  commonplace 
in  Europe. 

Says  Felix  Morley: 

The  unrestrained  ability  to  compete  is  freedom  in  every  human  undertaking, 
from  the  planting  of  potatoes  to  the  painting  of  portraits.  And  when  we  speak  of 
free  enterprise  what  we  mean  is  enterprise  unfettered  by  restrictions,  conven- 
tional or  legal,  directed  to  the  limitation  of  either  production  or  exchange.  At 
one  time  the  operation  of  a  free  market,  through  the  price  mechanism,  will 
favor  the  individual  as  producer;  that  is  the  case  when  demand  in  any  line  is 
strong,  and  prices  rise  because  of  scarcity.  At  another  time  unrestricted  com- 
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petition  will  favor  the  individual  as  consumer;  that  is  the  case  when  demand  is 
met  from  relative  abundance  and  prices  consequently  fall. 

This  does  sound  like  the  rather  cold-blooded  operation  o£  an  economic 
law  that  takes  no  notice  of  any  hardships  which  might  be  caused  to  in- 
dividuals, even  while  working  for  the  good  of  the  economy  as  a  whole. 
And  this  is  why  the  Christian  spirit  and  attitude,  the  regard  for  human 
as  well  as  economic  values,  the  recognition  of  individual  dignity  and 
worth  form  an  important  element  of  free  enterprise  as  of  the  entire  com- 
plex of  American  principles  and  ideals. 

Perhaps  this  cannot  be  explained  to  a  Communist,  or  to  any  mtellectual 
who  rejects  religious  principles  and  any  regard  for  the  individual  where 
he  might  come  into  conflict  with  the  good  of  the  state.  But  it  can  be 
explained  to  most  Americans.  The  operation  of  free  enterprise  is  not 
strictly  limited  by  economic  laws.  Attempts  to  explain  free  enterprise  to 
the  public  in  those  terms  alone  probably  will  fail.  The  very  success  of 
free  enterprise  is  due  largely  to  recognition  of  individual  human  values, 

needs,  and  desires.  ,,  c-i  n 

"We  should  recognize,"  says  former  NAM  president  H.  C.  McClellan, 
"that  we  have  somehow  failed  to  meet  one  of  our  primary  responsibilities, 
and  let's  look  this  one  straight  in  the  eye.  We  seem  able  to  sell  our 
products  to  people,  but  we  have  somehow  failed  to  sell  either  the  true 
merits  of  our  enterprise  system,  or  the  good  faith  and  honest  motives  of 

business  leadership."  . 

Mr  Morley  and  Mr.  McClellan  speak  from  different  points  of  vantage. 
Both  however,  provide  clues  to  the  reasons  why  (i)  the  free  enterprise 
system  has  been  so  amazingly  successful  and  (2)  in  spite  of  its  inherent 
factors  making  for  economic  and  human  good,  it  is  still  but  poorlv  under- 
stood and  appreciated  by  many  people. 

Our  Constitution,  with  its  Bill  of  Rights,  is  justly  revered  as  one  of  the 
great  political  documents  of  all  times,  chiefly  because  of  the  preemmence 
given  to  the  rights  of  the  individual.  It  is  not  only  a  documentation  of 
political  liberty,  but  of  economic  liberty  as  well. 

State  documents  usually  are  written  with  the  object  of  describing  the 
powers  of  the  state.  Herein  lies  the  difference,  the  unique  charactei%  of 
the  Constitution,  for  in  it  the  object  of  policy  is  the  individual  The 
rights  and  liberties  of  the  individual  were  specifically  set  forth  and  pro- 
tected from  encroachment  by  the  government.  The  sanctity  of  contracts 
was  affirmed.  An  individual's  property  could  not  be  taken  from  him,  not 
even  by  government,  except  through  due  process  of  law.  Each  inc^ividual 
was  assured  the  right  to  own  the  product  of  his  own  effort  and  to  ex- 
change what  he  owned  with  other  individuals. 

Because  each  man  was  entitled  to  the  fruits  of  his  own  efforts,  he  who 
failed  to  produce-"produce"  in  the  broadest  sense  of  the  term-could 
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not  better  his  condition  by  depriving  others  of  the  fruits  of  their  efforts, 
either  directly  or  through  the  power  of  the  state.  The  application  of  those 
incentives  to  each  separate  individual  thus  created  the  environment  which 
called  forth  the  maximum  capacity  of  all  the  people.  Under  the  Consti- 
tution, the  principle  of  competition  was  assumed,  for  if  individuals  were 
free  to  dispose  of  their  energies  and  resources  as  they  saw  fit,  then  no  man 
could  deny  to  another  the  right  to  engage  in  similar  enterprise.  The 
enterprise  which  produced  a  product  favorably  received  by  the  people 
thus  attracted  competition;  the  enterprise  which  failed  to  serve  the  people 
was  Hquidated.  Under  the  Constitution,  therefore,  competition  became 
both  the  guardian  of  efficiency  and  the  guarantor  of  progress. 

"Good  Life"  for  All 

The  skeptic  might  say  that  such  things  as  the  protection  of  the  right 
to  own  property,  the  guarantees  of  individual  liberty,  the  sanctity  of 
contracts,  and  the  right  to  engage  in  competitive  enterprise  are  all  very 
well,  but  they  still  favor  the  people  who  already  have  accumulated  or 
inherited  some  property  or  enterprise.  What  of  the  vast  majority  of  the 
people,  who  have  no  property  to  speak  of,  nothing  to  contract  for,  and 
no  means  of  starting  a  new  enterprise?  Obviously,  no  economic  system, 
though  it  may  work  well  for  a  limited  number,  can  have  popular  support 
unless  it  has  something  better  to  offer  the  majority. 

The  point  might  be  well  taken  if  one  did  not  merely  have  to  look 
around  oneself  to  see  on  all  sides  evidence  of  prosperity  enjoyed  by  the 
great  middle  class.  Americans  do  not  like  to  speak  of  classes,  and  indeed 
we  have  nothing  that  resembles  the  rigid  classes  of  Europe— especially  the 
earlier  Europe,  for  today  the  Europeans  also  are  becoming  more  fluid  and 
class  lines  gradually  are  becoming  blurred. 

Nevertheless,  it  can  be  said  that  most  of  the  American  people  belong 
to  a  great  middle  class.  Relatively  few  are  extremely  wealthy;  relatively 
few  are  extremely  poor. 

On  this,  the  late  Sumner  H.  Slichter  said: 

The  American  economy  has  had  important  effects  upon  men's  thinking  and 
their  scale  of  values.  It  has  strengthened  the  democratic  philosophy.  Many 
European  observers  in  the  early  nineteenth  century  thought  that  the  American 
experiment  of  more  or  less  universal  suffrage  was  bound  to  fail-that  irresponsible 
demagogues  were  bound  to  take  over  the  government.  But  democracy  in  the 
United  States  has  worked  fairly  well,  and  for  this  result  the  American  economy 
is  partly  responsible.  The  economy  has  enabled  men  to  afford  at  least  a  modest 
amount  of  education;  it  has  enabled  them  to  accumulate  property  so  that  they 
feel  a  stake  in  things;  and  it  has  reduced  political  conflicts  by  encouraging  men 
to  seek  economic  gains  through  business  activity  rather  than  through  control  of 
the  government. 

Perhaps   the   most   important   contribution   of   the   American    economy    to   a 
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better  civilization  has  been  its  influence  in  winning  acceptance  for  the  philosophy 
that  "the  good  life"  can  and  should  be  made  available  to  all  members  of  the 
community  rather  than  reserved  for  the  privileged  few.  This  is  a  new  idea  in 
the  history  of  the  world. 

CAPITAL  AND  FREEDOM 

Freedom,  rights  of  property  and  contract,  and  the  competition  gen- 
erated by  opportunity  and  enterprise  do  not  of  course  provide  the  whole 
answer  to  the  achievement  of  a  successful  economy.  Production  of  goods 
requires  tools,  and  progress  in  producing  more  abundantly  and  more 
efficiently  requires  improvement  in  the  quantity  and  versatility  of  tools. 
plus  technological  research  and  invention.  In  other  words,  capital  is 
required-capital  in  the  sense  of  anything  used  to  turn  out  other  things, 
rather  than  a  sum  of  money. 

Capital  is  necessary  to  any  economy.  However,  the  formation  of  capital, 
the  build-up  of  productive  equipment,  along  with  advanced  methods  and 
processes,  has  reached  a  far  higher  level  in  the  United  States  than  in  am 
other  part  of  the  world. 

There  may  seem  to  be  an  anomaly  here.  For  capital  formation  actually 
imposes  a  burden  upon  people.  To  form  capital,  efforts  and  resources 
must  be  diverted  from  the  production  of  goods  available  for  consumption; 
that  is  to  say,  when  capital  is  formed,  a  postponement  of  the  enjoyment 
of  consumption  has  taken  place.  This  is  the  essence  of  saving. 

Since  immediate  enjoyment  of  the  fruits  of  effort  is  more  tempting  than 
saving-postponement  of  that  enjoyment-it  might  be  supposed  that  the 
government  would  have  to  step  in  and  use  pressures  to  assure  that  an 
adequate  amount  of  saving  took  place. 

Under  free  enterprise,  the  burden  of  saving  is  allocated  among  the 
individuals  who  compose  our  society,  by  their  own  free  choice.  No  one 
is  compelled  to  save  or  to  keep  his  saving  in  any  form  other  than  the 
one  he  desires.  If  it  is  granted  (as  we  grant  in  America)  that  societv  exists 
for  man  and  not  man  for  society,  this  is  an  ideal  solution.  For  the  burden 
of  saving  is  borne  by  those  who  are  able  and  willing  to  do  so. 

People  Are  Savers 

In  this  country,  the  people  have  proved  to  be  far  more  inclined  to  save 
than  has  the  government.  Government  is  not  supposed,  in  America,  to 
buy  capital  equipment  for  industrial  purposes  in  competition  with 
private  business.  However,  government  savings  may  take  the  form  of 
subsidies  to  agriculture  and  industry,  the  increases  of  government  cash 
balances,  and  the  retirement  of  government  securities. 

The  risk  inherent  in  the  founding  of  this  country  and  of  resting  its 
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destiny  upon  individual  freedom  rather  than  government  force  is  carried 
out  in  the  process  of  capital  formation.  Building  up  capital  facilities 
inevitably  involves  risk.  Capital  goods  are  produced  and  acquired  with 
the  intention  of  using  them  for  an  extended  period. 

Capital  goods  may  be  destroyed  by  fire,  earthquake,  or  flood.  More 
likely,  they  may  become  obsolete  as  more  efficient  types  of  machines  or 
processes  come  along.  However,  the  measure  of  risk  that  always  goes  with 
capital  investment  is  balanced  by  the  prospect  of  profit  and  the  oppor- 
tunity to  own  a  share  of  business,  if  not  one's  own. 

The  Right  to  Manage 

Most  businessmen  will  say  that  their  first  responsibility  is  to  see  that 
their  company  makes  a  profit.  This  can  scarcely  be  denied.  But  the 
responsibihty  certainly  does  not  end  there.  No  company  exists  or  operates 
within  a  wall  consisting  of  itself,  its  suppliers,  and  its  customers.  It  might 
better  be  compared  to  a  part  of  a  stream,  being  affected  in  its  course  by 
the  shape  of  the  banks,  the  conformation  of  the  bottom,  and  such  ob- 
stacles in  the  way  as  boulders  and  fallen  trees. 

The  free  enterprise  system  is  continuously  being  impinged  upon  by 
government,  by  educators,  by  the  press,  by  its  political  enemies,  and  by 
that  almost  intangible  but  powerful  force  known  as  public  opinion.  Thus 
no  conscientious  businessman  can  consider  that  he  or  his  company  is 
something  apart  from  the  main  stream.  He  is  responsible  for  the  con- 
tinuity of  the  system  which  enables  his  company  to  flourish. 

This  responsibility  must  meet  the  constant  challenge  of  management's 
right  to  manage. 

The  point  I  would  like  to  stress  here  is  that  the  American  businessman 
who  may  become  involved  in  the  legalities  and  complications  of  a  single 
issue  should  always  relate  the  possible  outcome  with  such  fairly  simple 
concepts  as  those  of  freedom,  competition,  opportunity,  and  the  rights 
to  own  property  and  to  earn  a  profit. 

The  antagonists  of  our  kind  of  economic  system  know  well  enough 
that  the  vulnerability  of  free  enterprise  lies  in  the  area  of  profit  or  loss. 
Profit  is  the  Hfeblood  of  any  enterprise.  If  ways  can  be  found-if  legisla- 
tion can  be  put  through-to  weaken  or  destroy  the  ability  of  business  to 
make  adequate  profits,  those  who  want  to  change  our  system  may  be  able 
to  accomplish  their  purpose. 

Pricing  is  of  course  one  of  the  keys  to  profits,  the  other  being  sales. 
When  you  hamper  or  restrict  a  businessman  in  his  attempts  to  set  realistic, 
economically  sound  prices,  you  have  gone  a  long  way  toward  crippling 
his  ability  to  stay  in  business  and  serve  the  public.  That  is  why  it  is  so 
important  for  all  management  to  understand  what  is  going  on  in  the 
legislative  field  and  to  comprehend  what  such  measures  as  price-change 


IQyg  OTHER  ASPECTS  OF  TOP  MANAGEMENT 

notification  (and  justification)  and  abridgment  of  the  right  to  meet  the 
lower  price  of  a  competitor  would  mean  to  economic  freedom. 

In  one  form  or  another,  the  so-called  "liberals"  will  no  doubt  continue 
to  keep  on  urging  legislation  that  would  interfere  with  or  cripple  busi- 
ness's  right  to  compete  on  fair  terms,  to  set  prices  in  accordance  with  the 
realities  of  costs,  prices,  and  profits,  and  to  manage  its  enterprises  along 
the  lines  of  sound  economic  principles. 

Another  area  of  immediate  danger  is  the  already  large  and  growing 
importance  of  organized  labor  in  the  political  arena. 

These  are  some  of  the  reasons,  and  not  good  ones,  why  more  and  more 
is  being  written  about  the  need  for  businessmen  to  get  into  politics. 

Most  thoughtful  observers  agree  that  it  would  be  a  sad  thing  for 
America,  where  we  have  always  striven  to  keep  free  of  class  distinction 
and  class  antagonism,  to  have  a  labor  party  and  a  businessman's  partv. 
Perhaps  this  makes  it  more  than  ever  important  for  businessmen  to  be 
increasingly  active  in  the  party  of  their  choice,  which,  in  the  normal  way 
of  things,  would  mean  that  the  voice  of  men  with  conservative  principles 
would  be  heard  in  both  parties. 

In  any  case,  top  management  men  scarcely  have  any  choice  if  thev  wish 
their  influence  on  behalf  of  free  enterprise  to  be  effective.  Raymond  Moley 
said  of  politics: 

Whether  or  not  we  are  aware  of  it,  politics  lays  a  heavy  hand  on  everv  cn- 
cumstance  of  our  lives.  It  takes  our  money  and  spends  it.  It  can  tell  us  how  much 
we  can  save  and  what  interest  we  can  get  for  it.  It  can  measurablv  tell  us  what 
job  we  may  have  and  what  we  can  get  for  our  labor.  It  takes  our  children  and 
decrees  what  they  shall  be  taught.  It  can  take  our  youth  and  destroy  them  m  war. 
It  can  enter  into  our  dwellings  and  seize  our  private  effects.  If  we  go  on  as  we 
have  it  will  regiment  our  lives  from  conception  to  dissolution.  Even  our  quiet 
graves  are  made  to  specifications  drawn  by  a  bureaucrat. 

Certainly  politics  is  not  something  to  avoid  or  abolish  or  destroy.  It  is  a  con- 
dition like  the  atmosphere  we  breathe.  It  is  something  to  live  ^dth.  to  influence 
if  we  wish,  and  to  control  if  we  can. 

But  civic  awareness  must  start  in  our  schools.  Industry  cooperation  with 
educators  is  just  another  aspect  of  the  task  of  the  top  management  man 
who  feels  his  responsibility  for  the  continuity  of  our  kind  of  economic 

system. 

Whether  our  schools  and  colleges  are  educating  a  sufficient  number  ot 
scientists  to  match  Soviet  Russia's  turnout  of  technologists,  I  do  not  know. 
But  one  scarcely  needs  the  corroborative  evidence  of  the  opinion  survevs 
to  know  that  most  high  school  students  have  only  the  sketchiest  kno^d- 
edge  of  what  kind  of  society  we  are  trying  to  perpetuate  in  the  cold  war. 

If  the  businessman  remains  aloof  from  the  educational  process,  he  must 
take  his  share  of  the  blame  if  students  come  out  imbued  more  ^dth  social- 
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istic  notions  than  with  an  understanding  of  the  system  which  has  built 
their  country  up  to  greatness. 

Freedom — Intramural 

Top  management  must  be  concerned,  justly,  with  the  encroachments 
upon  freedom  by  big  government  and  by  the  actions  of  the  big  interna- 
tional unions.  But  in  Matthew  it  is  said,  "And  why  beholdest  thou  the 
mote  that  is  in  thy  brother's  eye,  but  considerest  not  the  beam  that  is  in 
thine  own  eye?" 

James  C.  Worthy  says,  in  Big  Business  and  Free  Men: 

One  of  the  ironies  of  modern  times  is  the  failure  to  see  the  full  implications  of 
the  free  enterprise  system  for  the  internal  conduct  of  business  affairs.  Business 
eagerly  defends  the  free  economic  process  against  the  stifling  effects  of  too  much 
government  control,  but  often  fails  to  see  that  the  essential  principles  advocated 
for  government  apply  equally  to  the  organization  and  administration  of  business, 
and  that  the  violation  of  these  principles  produces  within  business  itself  the  same 
stifling  results,  the  same  frustration  of  spontaneous  productive  energy,  that  their 
violation  in  the  larger  area  of  government  policy  produces  within  the  general 
economic  system. 

Perhaps  the  greatest  challenge  of  modern  times  is  for  creative  business  leader- 
ship which  can  develop  within  industry  itself  the  methods  of  democratic  organi- 
zation and  control  which  have  been  worked  out  for  the  political  state.  Obviously, 
this  is  no  easy  task.  Political  institutions  cannot  be  taken  over  intact  by  business. 
Business  cannot  be  run  by  a  ballot  box  or  by  a  Congress.  We  must  develop  other 
inventions,  adapted  to  the  special  circumstances  of  business,  which  will  give  to 
employees  at  all  levels  of  our  economic  organization  a  greater  sense  of  personal 
pardcipation,  a  greater  sense  of  belonging,  a  greater  sense  of  dignity  and  recog- 
nition for  their  worth  as  individuals  and  as  respected  members  of  the  industrial 
community. 

Americans,  in  their  business  lives  and  even  in  their  personal  lives,  are 
not  as  free  as  they  used  to  be.  What  has  been  called  "creeping  socialism- 
has  diminished  the  self-determination  of  our  society.  It  has  made  us  more 
answerable  to  big  government  for  the  conduct  of  our  enterprises.  It  has 
curtailed  our  ability  to  keep  what  we  have  earned,  to  find  the  savings  for 
new  inventions,  new  opportunities,  new  fields  for  business  expansion  to 
keep  up  with  the  needs  of  our  growing  nation. 

NO  PLACE  FOR  EPITAPH 

Yet  the  record  of  freedom  is  not  as  dark  as  some  would  have  us  believe. 

Europe  seems  to  have  learned  its  lesson;  conservatism  is  again  the 
dominant  economic  philosophy  in  most  of  Western  Europe,  and  socialism 
is  on  the  wane.  Europe  has  tried  socialism  and  found  it  sadly  wanting  in 
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providing  for  the  prosperity  o£  peoples  and  the  strength  of  AVestern 

civiHzation. 

The  United  States  has  had  less  experience  with  socialism  than  Europe, 
and  perhaps  it  will  take  us  a  little  longer  to  become  disillusioned  about  it. 

It  is  almost  inconceivable  that  the  ingenuity,  resourcefulness,  and  enter- 
prise of  American  business-armed  with  the  courage  of  its  convictions  and 
the  miehty  spirit  of  freedom-will  fail  in  its  mission  to  preserve  for  the 
American  nation  the  free  economic  system  which  thus  far  has  eirabled 
us  to  resist  all  forms  of  aggression,  domestic  or  foreign,  which  would  put 
individuals  in  bondage. 

But  it  is  not  just  a  disillusion  about  sociahsm  or  any  other  svstem  that 

will  preserve  our  own.  .  .  , 

Today  this  free  enterprise  concept  is  in  direct  competition^ engaged 

in  a  mortal  struggle,  with  ourselves  within  the  gates  and  the   Soviet 

"ThLllT'struggle  demands  something  deeper  of  top  management 
than  economic  knowledge  alone. 

It  demands  a  disillusion  with  disillusion  itself  and  the  recapture  o  Ae 
root  moral  conviction  that  there  must  be  a  break-through  of  the  bnght 
glass  walls  of  materialism.  It  demands  that  most  stirring  of  all  human  ideas 
'that  there  is  a  Force  dedicated  to  Order  as  well  as  an  antagoninng 
Force  which  decrees  eternal  Chaos,  and  the  first  is  God,  who.  unlike  mo.t 
of  us,  does  not  divide  Time  by  mere  hours.  This  means  that  each  man  . 
contribution  to  the  good  of  his  days  must  be  P'^^"!^';'^ Z^!^."^^'?; ^  .     ... 

As  a  philosopher  named  Josiah  Royce  once  said.  Thinking  is  like 
loving  or  dying.  Each  of  us  must  do  it  for  himself." 

Free  enterprise  is  first  of  all  a  system  of  morality. 


Milton  C.  Lightner 

CHAIRMAN  OF  THE  BOARD 

THE  SINGER  MANUFACTURING  COMPANY 

NEW  YORK,  NEW  YORK 

Milton  Lightner  began  his  career  as  a  laivyer  in  New  York  City  in  igi^ 
In  1919  he  entered  the  office  of  a  laiu  firm  that  handled  legal  matters 
for  the  Singer  Company,  and  in  1927  he  was  invited  to  foin  Sinoer 
Interestingly,  he  did  not  join  Singer  as  a  lawyer,  but  as  a  director  and 
vice  president  of  its  marketing  subsidiary.  He  ivas  elected  president  of 
the  parent  company  in  ip^p. 

Mr.  Lightner  served  as  president  of  the  huge  Singer  organization- 
85,000  employees  and  plants  in  most  of  the  industrial  countries  of  the 
Free  World-until  December,  ig^y.  He  resigned  at  that  time  because 
he  was  already  past  the  Singer  Company's  normal  retirement  age  and 
wished  to  make  sure  he  had  the  time  to  perform  well  the  task  of  being 
the  1958  president  of  the  National  Association  of  Manufacturers.  In 
order  to  retain  his  valuable  counsel,  however,  the  post  of  chairman  of 
the  Singer  board  was  created  for  him. 

Milton  Lightner  was  born  in  Detroit,  where  his  grandfather  was  the 
first  rector  of  Grace  Protestant  Episcopal  Church.  He  graduated  from 
the  University  of  Michigan  in  1910  and  Harvard  Law  School  in  191^. 
Mr.  Lightner  maintains  that  top-level  managers  have  an  obligation 
to  take  an  active  part  in  public  affairs,  for  as  he  puts  it,  "If  you  don't 
do  It,  you  will  find  someone  else  has  done  it  and  probably  done  it 
in  a  way  you  will  not  like."  In  keeping  with  this  principle,  he  has 
served  not  only  as  president  of  NAM,  but  in  many  other  capacities 
as  well.  He  has  also  been  active  in  civic  and  political  affairs. 

Mr.  Lightner,  now  residing  m  Franklin  Lakes,  New  Jersey  was  a 
long-time  resident  of  nearby  Ridgezvood,  New  Jersey,  where  he  served 
on  the  town's  planning  and  zoning  boards.  He  has  been  vestryman 
and  warden  of  St.  Elizabeth  Protestant  Episcopal  Church  in  Rid.e- 
wood  and  IS  still  chairman  of  the  board  of  the  Ridgewood  Youn^ 
Men's  Christian  Association. 
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He   was  a   delegate   to   the   convention    that   drafted   Xew   Jersey's 
present  constitution. 

Mr.  Lightner  is  married  and  has  a  son,  three  daughters,  and  seven- 
teen grandchildren. 

April,  i960 


CHAPTER    52 

The  Influence  of  Government 
on  Top  Management  Decisions 

The  paradox  of  American  experience  with  economic  controls  is  that,  while 
Jernment  has  been  traditionally  distrusted,  increased  reliance  has  been  placed 
on  it  to  solve  economic  and  social  problems.  With  the  apparent  - »-  ^J 
individuals  to  ^ive  government  increased  authority  over  their  economic  life. 
"^^i:^:^  ?he  nlture  and  implications  of  V^^^^^^  ^^^ 
enterprise  becomes  a  prerequisite  of  intelligent  citizenship  as  well  as  of  effectne 

business  leadership.i 

FAK-BEACHING  INFLUENCE  OF  GOVERNMENT 

The  influence  of  government  reaches  into  every  ^f''';'''^'^'^^^^_ 
This  is  inevitable  in  an  orderly  society  governed  by  la.v  and  b)  a  go^ern 
ment  that  is  furnishing  a  great  variety  of  services  to  the  public.  Oui 
natLal  Constitution  specifically  provided  that  the  ^^dera  go.™en 
was  to  have  authority  to  render  many  services  such  as  coming  of  mone> 
Tnd  regulating  its  va  ue;  fixing  standard  weights  and  measures;  gi-anting 
:"  pXs  ani  copyrights;  establishing  post  offices  and  post  -ds^  ^^e 
creation  of  Federal  courts;  and  many  other  services  tha  we  all  no  s  take 
for  granted  and  which  daily  influence  the  activities  of  individuals  and 

"whent  chief  executive  speaks  of  the  influence  of  government  on  the 
conduct  of  his  business  and  the  extent  and  nature  of  its  influence  on  the 
dec'rons  which  he  must  make  in  guiding  the  operation  of  his  business 
he  mav  be  concerned  with  these  services  and  incidental  regulations.  Moie 
frequendy  he  will  be  thinking  of  the  many  controls  that  have  been  set  up 
■Harold  Koontz  and  Richard  W.  Cable.  Public  Control  o,  Econo,nic  E,„erpr,.. 
McGraw-Hill  Book  Company,  Inc.,  New  York,  1956. 
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over  the  years  pursuant  to  the  authority  given  to  Congress,  "to  regulate 
commerce  with  foreign  nations,  and  among  the  several  states  and  with 
the  Indian  tribes."  The  necessity  for  such  Federal  power  of  regulation  was 
one  of  the  principal  forces  that  brought  our  Constitution  into  existence, 
and  Its  impact  reaches  into  every  business,  large  or  small. 

If  our  chief  executive  is  not  speaking  of  the  regulation  of  commerce  by 
the  government,  it  is  highly  possible  tli.  t  he  is  concerned  with  the  way 
in  which  his  business  has  been  affected  by  the  laws  passed  under  the 
power  ''to  lay  and  collect  taxes,  duties,  imposts,  and  excises"  and,  more 
particularly  perhaps,  the  power  given  under  the  Sixteenth  Amendment 
to  lay  and  collect  taxes  on  incomes." 

The  third  type  of  regulation  which  may  well  be  foremost  in  the  mind 
of  our  chief  executive  when  he  thinks  of  the  influence  of  government  is 
that  which  concerns  his  relations  with  the  employees  in  his  business  and 
the  impact  upon  his  business  of  the  controls  which  the  Federal  govern- 
ment exercises  over  all  employer-employee  relations.  Although  these  con- 
trols are  broadly  exercised  under  either  the  power  to  regulate  commerce 
or  the  power  to  impose  taxes,  their  impact  is  of  a  special  character  and  of 
fairly  recent  origin. 

Whatever  may  be  the  principal  concern  of  any  particular  manager,  gov- 
ernment-and  particularly  our  Federal  government  today-undoubtedly 
exercises  far  greater  influence  on  the  conduct  of  American  business  than 
has  ever  been  the  case  in  our  history.  Legislation  by  national,  state,  and 
local  governments  affects  the  conduct  of  business  and  the  decisions  by 
management  in  an  infinite  number  of  ways.  This  legislation  has  been  the 
subject  of  so  many  judicial  interpretations  and  administrative  rulings  that 
a  large  law  library  would  be  needed  to  encompass  the  whole  field  of  the 
influence  of  government  on  the  conduct  of  business  and  the  decisions  of 
management.  No  one  could  set  forth  within  the  limits  of  a  few  pages 
complete  information  as  to  the  nature  or  effect  of  all  these  controls.  Nor 
could  he  advise  on  how  to  conduct  business  in  compliance  with  all  reeu- 
lations.  ^ 

Although  the  influence  of  government  falls  in  many  ways  on  a  business 
that  IS  operated  by  an  individual  or  by  a  partnership,  it  is  in  the  corporate 
area  of  business  that  the  influence  of  government  is  most  extensive  A 
corporation  is,  itself,  a  creature  of  government.  A  corporation  is  an 
imaginary  entity"  which  has  been  endowed  by  government  with  certain 
powers.  Therefore  government  regulation  in  its  most  elemental  form  is 
expressed  m  the  granting  or  in  the  withholding  of  powers  and  the  im- 
posing of  obligations  and  liabilities  when  the  corporation  is  formed  In 
some  instances  government,  in  authorizing  formation  of  a  business  cor- 
poration, has  included  in  the  very  act  of  incorporation  provision  for  the 
supervision  by  a  public  authority  of  the  exercise  of  those  powers 
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Government  Regulation  of  Railroads 

During  the  three  decades  prior  to  1870  many  railroad  companies  were 
chartered  and,  in  general,  no  supervision  was  provided  for  or  thought  to 
be  necessary.  In  a  few  cases,  such  as  in  Massachusetts,  the  charter  itself 
did  contain  some  provision  for  supervision  by  public  authority. 

Absence  of  public  supervision  and  control  in  the  case  of  railroads  re- 
sulted in  the  development  of  practices  by  the  management  of  those  com- 
panies which  in  turn  created  public  demand  for  control-a  demand  which 
began  to  manifest  itself  about  1870  when  state  after  state,  particularly 
in  the  Middle  West,  enacted  legislation  under  the  spur  of  militant  farmers 
organized  into  the  Grange.  These  statutes,  commonly  known  as  the 
Granger  laws,  were  primarily  concerned  with  the  control  of  rates,  and 
after  hard-fought  litigation,  these  state  statutes  were  upheld  in  cases  de- 
cided in  the  Supreme  Court  in  1876. 

Subsequent  raihoad  litigation  brought  from  the  court  a  decade  later 
the  decision  that  it  was  beyond  the  power  of  a  state  to  fix  and  control  an 
interstate  rate,  or  even  the  portion  of  that  rate  which  lay  withm  its  bor- 
ders, and  this  restriction  on  the  power  of  the  states  led  to  the  demand 
for  Federal  regulation. 

Our  chief  executive  who  thinks  of  the  influence  of  the  Federal  govern- 
ment on  his  business  as  being  primarily  in  the  field  of  regulation  of  the 
form  and  size  of  his  enterprise,  its  relation  to  competitors,  and  his  market- 
ing practices,  pricing,  and  advertising  will  find  that  the  real  origm  of 
today's  influence  of  government  on  business  goes  back  to  the  latter  part 
of  the  nineteenth  century.  In  the  spring  of  1887  Congress,  in  response  to 
the  demand  for  Federal  regulation  of  railroads,  passed  legislation  author- 
izing the  creation  of  the  Interstate  Commerce  Commission.  This  statute 
marked  the  first  long  step  forward  in  the  exercise  by  Congress  of  its 
constitutional  power  to  regulate  interstate  commerce. 

Nearly  twenty  years  later,  in  1906,  under  the  urging  of  President  Theo- 
dore Roosevelt,  the  Hepburn  Act  was  passed,  giving  real  rate-making 
power  to  this  Commission.  It  was  not  until  1920  that  any  further  im- 
portant modification  of  the  law  was  made.  In  that  year,  the  Transporta- 
tion Act  established  a  policy  more  favorable  to  the  pooling  of  rates  and 
consolidation  of  railroads,  in  contrast  to  the  previous  policy  of  enforced 
competition  at  all  levels.  This  policy  has  not  resulted  in  as  many  changes 
in  the  corporate  or  operating  structure  of  railroads  as  was  visualized  b^ 
its  sponsors,  and  today  there  is  a  strong  belief  that  regulation  must  be 
relaxed  or  materially  changed  if  the  railroads  are  to  survive  as  private 
enterprises  and  render  maximum  service  to  the  country. 

Even  the  foregoing  brief  and  all  too  sketchy  outline  of  the  historv  of 
regulation  in  the  railroad  field  will  point  to  what  has  been  the  usual  and 
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normal  progress  of  government  intervention  and  control  in  all  lines  of 
business.  In  the  beginning  there  is  laissez  faire,  under  which  aggressive 
growth  and  expansion  occur.  Then  some  segments  of  business  begin  to 
operate  in  a  manner  which  is  eventually  deemed  to  be  in  conflict  with 
the  rights  and  interests  of  the  public  at  large.  In  due  time,  these  abuses 
are  determined  by  judicial  process  to  be  in  violation  of  some  existing 
rules  already  promulgated  by  government,  or  else  the  public  recognition 
of  some  uncontrolled  and  undesirable  activities  gives  rise  to  new  legisla- 
tion aimed  to  protect  the  interest  of  the  public.  When  that  legislation  has 
been  tested  by  actual  experience,  it  may  be  found  to  be  in  need  of 
strengthening  or  amelioration. 

THE  ANTITRUST  LAWS 

The  wave  of  protest  which  led  to  the  adoption  of  governmental  control 
of  railroads,  first  by  the  states  and  then  by  the  Federal  government,  was 
followed  and  paralleled  by  a  demand  for  the  control  of  aggregations  of 
business  which  appeared  to  be  growing  more  and  more  dominant  in  their 
respective  fields.  In  July,  1890,  the  Congress  enacted  the  Sherman  Act  as 
the  first  in  a  series  of  "antitrust"  statutes.  Cast  in  general  language,  this 
statute  has  been  the  subject  of  an  apparently  endless  amount  of  litigation 
and  judicial  interpretation,  in  which  the  courts  have  endeavored  to  estab- 
lish what  has  been  termed  "a  rule  of  reason"  and  apply  the  principles  of 
the  law  to  individual  cases  as  they  have  arisen.  The  factual  situation  in 
any  particular  business  never  seems  to  be  exactly  the  same  as  that  which 
existed  in  some  earlier  case  in  which  the  courts  had  passed  upon  the 
question  of  whether  or  not  this  famous  statute  had  been  violated.  The 
guidance  of  expert  counsel  is  constantly  required  in  order  to  enable 
business  management,  however  conscientious,  to  avoid  running  afoul  of 
this  law,  or,  on  the  other  hand,  to  fail  to  make  a  desirable  and  lawful 
decision  through  an  excessive  apprehension  that  a  prosecutor  and  a  court 
might  deem  the  proposed  action  illegal. 

Corporate  management  today  cannot  base  its  decision  in  any  particular 
case  solely  on  an  opinion  as  to  legality  under  the  Sherman  Act.  That 
statute  was  extraordinarily  brief  in  its  prohibition  of  contract,  combina- 
tion, or  conspiracy  in  restraint  of  trade  or  commerce  among  the  several 
states  or  with  foreign  nations.  For  many  years.  Congress  felt  no  need  of 
amending  or  supplementing  the  statute  with  other  legislation.  In  1914, 
Congress  moved  to  widen  considerably  the  legislation  in  this  field.  In 
September,  the  Federal  Trade  Commission  ^vas  created,  and  within  a  few 
weeks  the  Clayton  Antitrust  Act  became  law.  This  statute,  far  more 
detailed  than  the  Sherman  Act,  sought  to  prohibit  acquisition  of  shares 
of  stock  or  assets  of  other  corporations  engaged  in  commerce,  if  the  effect 
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Of  such  acquisition  would  be  substantially  to  lessen  competition  or  to 
tend  to  create  a  monopoly.  It  also  dealt  with  such  matters  as  mterlocking 
directorates,  price  discriminations,  and  quantity  discounts  m  an  effort  to 
reach  practices  which  Congress  deemed  within  its  objective  of  preserving 
fair  competition  and  preventing  the  development  of  monopoly. 

The  price-discrimination  and  quantity-discounts  sections  of  the  Clavton 
Act  were  further  extended  in  1936  by  the  Price  Discrimination  Act,  com- 
monly known  as  the  Robinson-Patman  Act.  Price  discriminations  which 
tend  to  lessen  competition  or  to  create  monopoly  are  forbidden.  The 
prohibition  applies  both  to  the  party  who  gives  the  discriminatorv  prices 
and  to  the  one  who  knowingly  receives  the  benefit  of  such  prices,  but  the 
granting  of  discriminatory  prices  "in  good  faith"  for  the  purpose  of  meet- 
L  competition  has  been  a  defense  where  such  good  faith  could  be 
shown  The  defense  of  good  faith  has  been  attacked  in  the  Congress,  where 
legislation  to  eliminate  such  defense  has  been  proposed  by  those  who 
would  prohibit  a  firm  from  granting  discriminatory  prices,  e^  en  where 
competitors  are  underselling  them  in  a  limited  market.  Indirect  discrimi- 
nation in  prices  by  the  granting  of  brokerage  fees  where  no  real  brokerage 
service  is  performed  or  by  discrimination  in  service  or  facilities  or  dis- 
criminatory rebates  or  advertising  allowances  falls  within  the  ban  on 
price  discrimination. 

These  newer  statutes  have  in  turn  been  the  occasion  for  numerous 
prosecutions  of  both  large  and  small  companies  .vhich  have  produced  a 
new  body  of  judicial  decisions,  making  it  necessary  that  management  con- 
sult counsel  on  the  legality  of  a  vast  number  of  questions  of  corporate 
acts  and  policies  ranging  far  afield  from  the  more  limited  area  m  which 
the  original  antitrust  law  was  designed  to  operate.  The  Federal  statutes 
already  mentioned  do  not  by  any  means  constitute  the  only  Federal  legis- 
lation in  this  field.  It  should  be  noted  also  that  there  are  manv  state 
statutes  dealing  with  similar  matters  when  they  are  within  the  jurisdiction 

of  the  states.  ,^       .  „  ,,  ,  ^ 

This  entire  body  of  law,  roughly  known  as  antitrust,  mav  ,vell  be 
regarded  by  those  who  run  afoul  of  it  as  unduly  limiting  and  restrictive 
of  what  might  be  considered  normal  business  transactions,  but  it  must 
be  observed  that  the  basic  objective  which  the  Congress  has  sought  in  its 
successive  legislative  enactments  is  the  maintenance  of  P^-^e  ;";^us^^ 
and  business  in  active  competition  for  the  favor  and  good  ,nll  ol  the 
purchasing  and  consuming  public  and  the  defining  of  rules  and  bound- 
aries within  which  such  competition  must  operate. 

Difficulty  of  Interpreting  Antitrust  Laws 

There  is  a  popular  but  erroneous  impression  that  the  antitrust  laws 
mark  out  well-defined  areas  in  which  business  may  expand,  the  perrais- 
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sible  methods  of  expansion,  and  the  boundary  lines  that  may  not  be 
crossed  without  running  afoul  of  some  provision  of  law.  But  managers  of 
a  business  know,  or  soon  learn,  that  this  is  not  so.  The  variations  of  busi- 
ness forms  and  activities  are  so  numerous  that  the  facts  of  each  case 
which  have  been  the  subject  of  judicial  decision  must  be  studied  in  order 
to  determine  the  points  of  difference  that  have  brought  about  decisions 
which,  to  a  layman,  might  appear  to  be  conflicting. 

The  formation  of  the  U.S.  Steel  Corporation  was  upheld  although  the 
corporation  was  the  result  of  mergers  and  controlled  probably  half  of 
the  steel  production  of  our  country.  More  recently,  however,  the  proposed 
merger  of  Bethlehem  and  Youngstown  steel  facilities  was  forbidden  as 
tending  to  create  a  monopoly  and  restrain  trade.  In  U.S.  v.  Southern 
Pacific  Company,  the  ownership  of  the  Central  Pacific  Railroad  stock  by 
Southern  Pacific  was  held  to  violate  antitrust  laws,  but  when  Southern 
Pacific  applied  to  the  Interstate  Commerce  Commission  for  permission  to 
merge  the  two  railroads,  permission  was  granted  as  being  in  the  public 
interest.  Such  cases,  where  the  distinction  is  difficult  for  the  layman  to 
follow,  have  been  numerous  in  the  history  of  our  antitrust  laws. 

In  the  November-December,  1956,  issue  of  the  Harvard  Business  Re- 
view, Clare  E.  Griffin  reported  that  "a  one-time  attorney  general  has  said 
that  there  is  hardly  a  company  in  the  U.S.  against  which  he  could  not 
bring  an  antitrust  suit."  This  may  be  pardonable  as  an  overstatement, 
which,  however,  does  serve  to  call  attention  to  the  difficulty  of  interpreting 
the  application  of  these  broad  statutes  to  what  management  considers 
to  be  normal  and  lawful  acts  entirely  compatible  with  the  public  interest. 
Every  administration  since  the  Sherman  law  was  enacted  has  con- 
scientiously endeavored  to  enforce  the  antitrust  laws,  and  yet  it  is  well 
known  that  the  concept  of  what  actions  by  business  should  invite  prose- 
cution under  those  laws  has  varied  as  the  administration  and  the  direction 
of  the  Department  of  Justice  has  changed  from  time  to  time  over  the  years. 
One  possible  course  open  to  the  manager  is  to  request  the  opinion  of 
the  Justice  Department  as  to  the  legality  of  a  proposed  act,  but  even  if  the 
department  should  express  an  opinion  in  advance  of  the  corporate  action, 
such  an  opinion  is  only  advisory  and  is  not  a  bar  to  prosecution  by  subse- 
quent officials  or  even  by  officials  who  were  in  power  at  the  time  that  the 
matter  was  brought  to  the  attention  of  the  department. 

An  agreement  with  a  competitor  on  prices,  production,  or  markets  is 
illegal  and  open  to  prosecution,  but  knowledge  of  this  fact  and  strict 
avoidance  of  any  such  agreement  do  not  necessarily  relieve  a  producer 
from  grave  concern  over  pricing  policy. 

The  former  Federal  Trade  Commissioner  Lowell  Mason,  in  his  interest- 
ing book  entitled   The  Language  of  Dissent;-  tells  of  one  firm  charged 
^  The  World  Publishing  Company,  Cleveland,  1959. 
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with  the  offense  of  uniform  pricing  under  the  Sherman  Act  and  with  the 
offense  of  not  pricing  uniformly  under  the  Robinson-Patman  Act-and 
being  found  guilty  of  both! 

In  practice,  in  many  industries  producing  similar  products,  the  leading 
company  sets  its  prices.  The  tendency  of  other  companies  in  that  field, 
then,  is  to  take  careful  note  of  the  leading  company's  price  structure  and 
adopt  any  parts  of  that  structure  that  suit  them.  If  prices  are  set  higher 
than  those  asked  by  the  leading  company,  it  may  well  be  impossible  to 
sell  a  substantial  output,  especially  in  times  of  plentiful  supply.  If  prices 
are  set  appreciably  lower,  thereby  issuing  a  challenge  to  the  leading  com- 
pany to  a  price  war,  the  challenging  company  may  well  apprehend  that 
such  a  step  would  be  suicidal.  Recent  investigations  in  Congress  and 
prosecutions  indicate,  however,  that  uniform  pricing  within  an  industry- 
can  be  regarded  by  the  government  as  proof  of  an  illegal  conspiracy  to 
maintain  prices,  even  where  the  uniform  prices  actually  are  the  result  of 
keen  competition  and  the  effort  to  operate  at  a  profit. 

Patent  Provisions 

One  of  the  services  which  the  Constitution  authorized  Congress  to  pro- 
vide was  the  power  "to  promote  the  Progress  of  Science  and  useful  Arts  bv 
securing  for  limited  Times  to  Authors  and  Inventors  the  exclusive  Rights 
to  their  respective  Writing  and  Discoveries."  An  early  act  of  Congress 
established  the  Patent  Office.  No  one  could  have  foreseen  the  flood  of 
patent  applications  which  has  consistently  flowed  in  upon  the  Patent 
Office  year  after  year  in  ever-increasing  numbers. 

The  opportunity  given  to  inventors  to  acquire  the  exclusive  right  to 
their  discoveries  has  undoubtedly  been  one  of  the  great  forces  in  the 
development  of  new  products  and  the  new  techniques  of  manufacture. 
Although  the  Constitution  envisaged  the  securing  to  inventors  of  the 
exclusive  right  to  their  discoveries,  the  use  or  the  abuse  of  that  right,  from 
time  to  time,  has  resulted  in  prosecution  of  patent  holders  for  violation 
of  provisions  of  the  various  antitrust  laws. 

Difficulties  of  this  nature  are  illustrated  by  such  cases  as  those  of  Radio 
Corporation  of  America,  Aluminum  Corporation  of  America,  and  Pitnev- 

Bowes.  . 

In  the  RCA  case,  a  Federal  court  in  1932  ordered  the  companies  which 
had  organized  the  company  and  pooled  their  applicable  patents  m  it 
(General  Electric,  ^Vestinghouse,  American  Telephone  &  Telegraph. 
United  Fruit)  to  divest  themselves  of  RCA  shares  by  distribution  on  a  pro 
rata  basis  to  their  own  stockholders  and  to  license  patents  to  all  comers 
either  by  participation  in  a  royalty-free  pool  arrangement  or  by  nonpool 
agreements  at  equitable  royalties.  In  1958,  a  further  court  order  threw 
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10,000  RCA  patents  in  the  "radio  purpose  equipment"  field  into  the  open 
market  royalty-free. 

The  Alcoa  case  was  somewhat  different.  Many  of  the  basic  patents  had 
expired,  but  during  their  lifetime  the  Aluminum  Corp.  of  America  had 
succeeded  in  building  a  business  of  enormous  proportions.  Alcoa  was 
progressive  and  energetic.  It  supplied  all  the  needs  of  its  customers  and 
invented  new  ones.  It  increased  consumption  by  developing  cheaper 
methods  and  sources  of  supply  and  passing  savings  on  to  the  consumer. 
Yet  there  was  no  question  but  that  Alcoa,  by  its  broad  service  of  consumer 
needs,  had  acquired  a  practical  monopoly  in  its  chosen  field,  and  although 
the  court  had  no  censure  for  its  business  methods,  it  took  the  unusual 
step  of  requiring  it  to  share  its  unexpired  secondary  patents  and  thus 
assist  competitors  to  enter  the  field  and  challenge  it  in  the  business  arena. 

The  extent  to  which  the  monopoly  given  by  patents  may  be  destroyed 
was  well  illustrated  in  the  consent  decree  issued  in  the  Pitney-Bowes  case 
in  which  that  company  was  required  to  file  with  the  court  a  plan  for 
enhancing  the  development  of  competition.  Cases  such  as  these  may  well 
raise  the  question  in  the  mind  of  the  company  manager  as  to  whether  his 
business  organization  or  methods  may  run  afoul  of  antitrust  laws  and,  if 
so,  whether  the  penalty  may  deprive  him  of  the  "exclusive  right"  to 
valuable  patents.  The  essence  of  a  patent  is  the  grant  for  a  term  of  years 
of  what  is  really  a  monopoly  of  the  invention  covered  by  the  patent.  As 
these  cases  will  show,  however,  the  government  has  a  right  to  challenge 
that  monopoly  when  the  patents  are  used  in  a  way  which  constitutes  a 
violation  of  law.  The  result  can  be  very  serious  in  loss  of  sales  or  in  loss 
of  royalties  to  be  received  from  licensees. 

The  Federal  Trade  Commission 

The  creation  of  the  Federal  Trade  Commission  has  been  referred  to  in 
connection  with  the  practically  simultaneous  creation  of  that  Commission 
and  the  enactment  of  the  Clayton  Act.  The  Commission  has  many  func- 
tions other  than  those  which  can  properly  be  described  as  antitrust.  More 
and  more  this  agency  is  extending  its  activities  in  the  policing  of  business 
methods.  It  has  carried  on  an  extensive  campaign  against  false  advertising 
and  misrepresentation  of  quality  and  functions  of  products  and  of  pricing 
in  an  effort  to  safeguard  the  public  against  being  deceived  by  an  infinite 
variety,  of  misrepresentations.  Although  some  of  its  efforts  to  control  such 
misrepresentations  have  resulted  in  litigation  in  the  courts,  the  usual 
remedy  has  been  an  order  to  cease  and  desist.  Frequently  such  cease-and- 
desist  orders  have  been  entered  with  the  consent  of  the  defendant,  particu- 
larly where  there  has  been  no  intention  to  violate  the  law. 

The  antitrust  acts  contain  provisions  which  may  impose  severe  penalties 
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upon  a  violator  of  the  laws.  William  B.  Carman,  writing  in  the  American 
Bar  Association  section  of  Antitrust  Law  (1955),  describes  the  cost  of 
violation  to  a  hypothetical  corporation: 

When  the  smoke  of  battle  has  cleared  away,  we  will  find  that  our  imaginary- 
defendant  has  engaged  in  three  separate  court  contests  with  government  agencies 
—a  criminal  prosecution,  a  civil  case  brought  by  the  Department  of  Justice,  and 
a  full-dress  hearing  before  the  Federal  Trade  Commission.  Each  of  these  has 
been  preceded  by  lengthy  investigations  participated  in  by  the  FBI.  and  in  the 
criminal  case  by  the  grand  jury.  In  each,  the  period  from  inception  to  final 
disposition  has  probably  extended  for  several  years,  at  a  total  direct  cost  to  the 
defendants  from  tens  to  hundreds  of  thousands  of  dollars.  Fines  have  been 
assessed  against  the  corporation  of  $50,000  for  each  count  of  the  indictment.  Its 
president  and  its  chief  officers  have  been  subjected  individually  to  similar  fines, 
and  they  have  been  sentenced  to  spend  a  year  in  jail. 

And  this,  Mr.  Carman  points  out,  is  not  the  end.  The  company  may  be 
ordered  to  divest  itself  of  large  and  important  branches.  It  may  be  ordered 
to  sell  off  plants  in  addition.  Its  patents  may  become  of  little  value,  as 
the  court  may  order  them  made  available  to  all  comers  without  royalty 
payment.  And  the  court's  orders  are  enforceable  by  penalties  as  high  as 
$5,000  daily  for  noncompliance.  Furthermore,  in  addition  to  the  penalties 
that  may  be  imposed  upon  a  violator  in  an  action  instituted  by  govern- 
ment, the  law  provides  for  actions  by  individuals  or  companies  who  claim 
to  have  been  injured  by  the  unfortunate  company's  illegal  practices. 
Triple  damages  may  be  recovered  in  such  cases. 

In  the  comment  quoted  from  Mr.  Carman,  he  refers  to  "a  criminal 
prosecution,  a  civil  case  brought  by  the  Department  of  Justice,  and  a 
full-dress  hearing  before  the  Federal  Trade  Commission."  The  first  two 
of  these  three  proceedings  are  court  actions  in  which  the  government, 
through  its  Department  of  Justice,  is  prosecuting  a  criminal  or  a  civil  case 
before  an  independent  judiciary.  The  third  case  to  which  he  refers  is  a 
hearing  before  the  Federal  Trade  Commission,  where  the  Commission 
and  its  staff  act  as  investigator,  prosecutor,  and  judge-a  situation  which  is 
characteristic  of  many  of  our  modern  administrative  agencies.  Mr.  Mason 
expresses  the  opinion  ^  that  when  President  \Vilson  succeeded  in  per- 
suading Congress  to  pass  the  Federal  Trade  Commission  Act,  he  had  m 
mind  the  creation  of  an  agency  whose  purpose  would  be  guidance, 
anticipating  that  the  work  of  this  Commission  ^vould  make  unnecessarv 
or  at  least  reduce  the  work  of  the  Department  of  Justice  in  the  punish- 
ment of  violations  of  business  law.  He  believes  that  the  Commission  was 
intended  to  give  direction  to  the  channels  of  trade  so  that  businessmen 
would  know  in  advance  what  was  right  and  what  was  wrong,  but  that  in 


^ Ibid. 


THE  INFLUENCE  OF  GOVERNMENT  ON  TOP  MANAGEMENT  DECISIONS  1089 

the  hurly-burly  of  preparedness  and  the  coming  of  the  war,  this  original 
concept  of  the  Federal  Trade  Commission  was  largely  lost. 

Whatever  may  have  been  the  original  intent  of  the  Federal  Trade 
Commission  Act,  or  the  history  of  the  development  of  procedure  there- 
under, the  Commission  has  in  practice  instituted  an  enormous  number  of 
individual  proceedings  striking  at  practices  that  are  deemed  to  violate 
the  laws  that  come  within  the  jurisdiction  of  the  Commission.  In  doing 
so,  the  Commission  has  entered  many  orders  from  which  appeals  have 
been  taken  to  the  courts,  sometimes  resulting  in  affirmance,  sometimes  in 
reversal,  of  the  findings  of  the  Commission.  Thus  a  large  body  of  prece- 
dent has  been  built  up,  partly  judicial  and  partly  the  ruling  of  the  Com- 
mission itself.  Mr.  Mason  served  on  the  Commission  for  a  total  of  eleven 
years,  during  which  time  he  became  noted  for  his  numerous  and  emphatic 
dissents;  but  as  he  himself  says,  many  of  his  dissenting  opinions  never 
were  filed  as  dissents  because  a  sufficient  number  of  his  fellow  commission- 
ers were  persuaded  to  agree  with  him  and  instead  of  dissenting,  he  found 
himself  in  the  majority.  The  manager  who  wishes  to  gain  an  interesting 
insight  into  the  wide  varieties  of  business  practices  that  have  been  dealt 
with  by  the  Federal  Trade  Commission  may  find  much  of  interest  in  this 
treatise.  The  work  of  the  Federal  Trade  Commission  is  spread  over  all 
phases  of  American  business,  and  although  many  a  businessman  conduct- 
ing his  business  in  a  manner  which  he  deems  entirely  ethical  and  legal 
has  found  himself  being  hailed  before  the  Commission  for  a  hearing  on 
an  alleged  violation  of  law,  yet,  on  the  whole,  the  Commission  has  done 
a  great  deal  to  root  out  undesirable  practices  and  to  elevate  the  standard 
of  conduct  of  American  business. 

Other  Federal  Commissions 

There  are  numerous  other  Federal  commissions  and  administrations 
which  exercise  a  large  amount  of  control  over  the  activities  of  business. 

The  Pure  Food  and  Drug  Administration  is  empowered  by  law  to 
exercise  a  wide  control  over  content  and  weight  of  food  and  drug  prod- 
ucts. Many  companies  have  found  themselves  in  difficulty  with  this  agency 
even  where  they  had  no  intention  of  producing  an  undesirable  product 
or  describing  or  advertising  it  in  a  deceptive  or  improper  manner.  Un- 
doubtedly, the  Administration  has  been  a  very  important  factor  in  raising 
the  standard  of  production  and  advertising  and  in  protecting  the  public 
against  inferior  or  misrepresented  products.  Difficulty,  however,  can  be 
forestalled  only  by  painstaking  research  and  care  in  production  and  good 
marketing  methods. 

The  Interstate  Commerce  Commission,  established  for  the  purpose  of 
regulating  railroads  and  other  surface  and  water  transportation,  exercises 
an  influence  on  business  far  beyond  the  businesses  directly  under  its  super- 
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vision.  This  body  exercises  great  power  in  the  setting  of  rates.  Those 
rates  may  have  an  important  bearing  on  the  location  of  plants  where  the 
cost  of  transportation  of  raw  materials  or  finished  products  becomes  an 
important  element  in  the  cost  of  operation  and  the  competitive  price 
of  the  finished  product.  The  power  to  impose  differentials  in  such  cases 
as  the  rates  from  inland  to  Eastern  and  Gulf  seaports  will  affect  routings 
and  the  selection  of  ports.  Thus  it  exercises  a  very  direct  influence  upon 
the  prosperity  of  one  port  as  against  that  of  another.  These  rate  structures 
frequently  determine  the  kind  of  carrier  that  will  be  selected,  not  only 
because  of  the  freight  charge  itself,  but  because  of  the  desirability  of  rapid 
transportation  or  the  desire  to  have  slow  transportation  and  correspond- 
ing free  storage  of  certain  commodities  during  the  time  of  a  protracted 
movement  to  a  port  or  other  destination. 

The  Federal  Power  Commission,  with  its  influence  on  the  rate  structure, 
will  likewise  indirectly  influence  many  decisions  of  business  as  to  the 
location  and  even  the  character  of  production. 

The  Federal  Communications  Commission  is  a  relativelv  modern  illus- 
tration of  a  Federal  body  which  exercises  substantial  influence  on  business. 

TAXATION 

Any  manager  who  concerns  himself  with  the  extent  and  character  of 
the  influence  of  government  on  business  must  unavoidablv  be  conscious 
of  the  great  influence  that  is  exercised  by  the  many  complex  phases  of 
Federal  taxation.  The  power  "to  lay  and  collect  Taxes,  Duties,  Imposts, 
and  Excises"  is  the  first  of  the  enumerated  powers  given  to  Congress  bv 
the  Constitution.  It  undoubtedly  was  regarded  as  one  of  the  most  nn- 
portant  powers.  The  grant  of  the  power  is  follo.ved  by  the  significant 
words  "to  pay  the  Debts  and  provide  for  the  common  defense  and  general 
Welfare  of  the  United  States."  Undoubtedly,  the  power  to  tax  was  re- 
garded primarily  and  perhaps  exclusively  as  taxation  for  the  sole  purpose 
of  raising  the  necessary  revenue. 

Today,  the  variety  of  Federal  taxes  is  well-nigh  infinite.  Taxes  are  often 
levied  with  a  view  to  producing  certain  action  on  the  part  of  the  potential 
taxpayer  or  abstention  from  action,  instead  of  having  the  production  of 
revenue  as  the  primary  objective.  Taxes  have  been  levied  on  transporta- 
tion and  communication  facilities  in  wartime  in  order  to  reduce  travel 
and  pressure  on  communication  facilities  and  free  them  for  essential 
wartime  uses.  After  the  wartime  emergency  passed,  such  taxes  have  been 
reduced  or  eliminated,  but  only  grudgingly,  as  the  government  has  been 
reluctant  to  give  up  a  source  of  revenue  even  though  revenue  was  not  the 
motivating  reason  for  the  initial  levy  of  the  tax.  This  reluctance  to  give 
up  a  source  of  revenue  first  drawn  upon  in  wartime  is  not  a  modern 
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phenomenon.  It  was  in  1862  that  the  financing  of  the  war  caused  Congress 
to  impose  the  first  Federal  excise  tax  on  the  brewing  of  beer.  That  sub- 
stantial source  of  revenue  still  helps  supply  the  needs  of  the  Treasury. 
Taxes  are  levied  on  gambling  in  an  attempt  to  make  gambling  unprofit- 
able or  to  facilitate  prosecution,  even  though  the  revenue  produced  is  of 
trifling  importance.  Taxes  are  imposed  upon  import  of  foreign  goods  in 
order  to  encourage  national  production.  Industries  are  encouraged  to 
start  or  to  expand  by  depletion  allowances.  Many  examples  could  be 
cited  of  the  imposition  of  taxes  to  influence  economic  action  for  reasons 
of  public  policy.  High  tax  rates  have  been  applied  to  income  and  to 
inheritances  in  order  to  "spread  the  wealth,"  even  though  the  produc- 
tivity of  such  taxes  may  be  less  than  would  be  that  of  taxes  at  a  lower 
rate  which  encourage  the  formation  of  taxable  income  or  property. 

Diverse  Effects  of  Tax  Laws 

Taxes  imposed  purely  for  the  purpose  of  raising  revenue  may  have  sub- 
stantial effects  on  business  forms  and  practices,  although  the  tax  law  may 
not  have  been  designed  for  that  purpose.  Federal  income  and  corporation 
tax  rules  have  changed  the  accounting  methods  of  many  American  firms, 
their  inventory  practices,  their  budgets,  their  methods  of  financing  capital 
expenditures,  their  advertising  practices,  and  their  customer  services. 

One  curious  effect  of  corporate  tax  laws  has  been  the  incentive  which 
these  laws  gave  to  corporate  mergers.  A  large  number  of  mergers  were 
caused  by  a  provision  of  the  tax  law  under  which  a  profitable  company 
might  absorb  a  company  which  had  been  unable  to  transact  a  profitable 
business  and  had  a  substantial  accumulation  of  tax  losses  which  could 
be  used  to  offset  what  otherwise  would  have  been  taxable  income.  The 
financial  papers  regularly  carried  advertisements  of  prosperous  firms  that 
were  looking  for  money-losing  firms  whose  tax  losses  could  advantageously 
be  used.  A  company  which  had  substantial  losses  could  use  those  losses 
as  a  bargaining  power  to  realize  a  larger  price  in  merger  negotiations  than 
could  possibly  be  justified  by  its  assets. 

Subsequent  changes  in  the  tax  law  materially  reduced  the  opportunity 
for  such  tax-saving  acquisitions.  The  number  of  mergers  occasioned  by  the 
tax  law  was  a  curious  development  in  our  economy  in  view  of  the  provi- 
sions of  the  antitrust  laws  that  seek  to  prevent  mergers  tending  to  dimin- 
ish competition  or  create  a  monopoly. 

The  loss  provisions  of  the  income  tax  law,  on  the  other  hand,  may  in 
some  circumstances  have  the  effect  of  encouraging  risks.  Programs  of  a 
speculative  nature,  undertaken  by  prosperous  businesses,  may  seem  at- 
tractive because  their  cost  as  a  business  expense  may  be  deducted  from 
tax  returns.  If  there  is  a  loss,  the  company  actually  suffers  only  48  per 
cent  of  that  loss.  Conversely,  if  and  when  the  venture  ultimately  earns 
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a  profit,  the  government  will  realize  52  per  cent  of  such  profit.  This 
encouragement  to  take  risks  would  apply  only  when  the  program  could 
be  financed  out  of  earnings  without  the  necessity  of  new  borrowing  or 
new  equity  issues. 

The  tax  law  has  been  a  large  influence  in  causing  corporations  to 
finance  new  capital  requirements  through  borrowing  rather  than  through 
new  equity  issues.  The  smaller  the  company  and  the  less  well  established 
it  is,  the  greater  its  difficulty  in  financing,  and  this  led  to  the  Small  Busi- 
ness Administration  program  of  capital  loan  companies,  backed  bv  certain 
government  support. 

Conservative  financing  seems  to  call  for  keeping  fixed-interest  obliga- 
tions at  a  reasonable  level,  but  the  policy  of  government  in  making  taxes 
such  a  heavy  charge  against  funds  available  for  dividends  while  at  the 
same  time  recognizing  that  interest  is  indeed  a  proper  business  expense 
tends  to  influence  financing  in  the  direction  of  interest-bearing  obliga- 
tions rather  than  additional  equities. 

The  tax  law  has  substantially  affected  corporate  accounting  methods. 
Its  influence  on  corporate  life  is  illustrated  by  the  impetus  given  to  last- 
in-first-out  inventory  accounting  by  the  Revenue  Act  of  1939.  This 
method  had  long  been  used  by  some  companies,  but  its  use  ^vas  greatlv 
stimulated  by  the  change  in  the  tax  law.  Undoubtedly,  the  lifo  accounting 
method  works  to  the  advantage  of  a  firm,  taxwise,  in  times  of  rising  prices 
and  minimizes  swings  in  income  occasioned  by  inventory  and  price 
fluctuations.  Some  companies  abandoned  lifo  when  they  foresaw  forced 
liquidation  resulting  from  war,  and  then  Congress  passed  a  relief 
act  which  benefited  the  companies  that  had  not  voluntarily  made  the 
change. 

Another  modern  development  in  business  which  largelv  o^\-es  its  wide- 
spread adoption  to  tax  advantages  is  the  sale-lease-back  plan,  whereby  a 
company  can  sell  real  estate,  retain  the  use  of  it,  release  capital  for  other 
uses,  and  frequently  diminish  tax  liability. 

The  Revenue  Code  allows  deduction  of  "all  ordinary  and  necessarv 
expenses  ...  in  carrying  on  any  trade  or  business."  Many  a  taxpayer 
has  assumed  that  an  expense  which  is  contemplated  would  be  deductible, 
but  has  found  that  the  revenue  authorities  took  a  different  point  of  view. 
A  few  examples  may  suffice  to  illustrate  this. 

In  the  Cammarano  case,  a  court  ruled  that  the  Tacoma,  ^Washington, 
liquor  dealer  could  not  deduct  S886.29  he  contributed  to  an  association 
to  fight  proposed  establishment  of  a  state  monopoly  in  liquor  that  would 
put  him  out  of  business.  The  court  of  appeals,  while  denying  the  deduc- 
tion, called  the  expenditure  "proper  and  laudable."  The  decision  was 
affirmed  by  the  Supreme  Court. 

In  Revere  Racing  Association  v.  Scanlon,  expenses  to  persuade  voters 
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to  approve  extension  of  the  association's  dog-track  license  were  disallowed, 
even  though  the  business  would  have  been  destroyed  had  the  referendum 
failed  to  carry. 

The  expenses  of  advertisements  of  electric-power  companies  opposing 
extension  of  TVA  as  their  government-owned  competitor  have  been  dis- 
allowed as  deductions  from  income. 

In  general,  the  Internal  Revenue  Service  seems  disposed  to  question 
expenses  in  connection  with  influencing  public  policy  and  legislation. 

This  is  the  reverse  of  the  United  Kingdom  rulings,  as  for  example 
Morgan  v.  Tate  &  Lyle,  Ltd.,  in  which  expenses  of  the  company's  lobbying 
activities  against  nationalization  of  the  sugar  industry,  of  which  it  was  a 
part,  were  allowed. 

The  influence  of  the  tax  law  does  not  apply  solely  to  domestic  opera- 
tions of  companies.  The  heavy  incidence  of  United  States  taxes  has  more 
and  more  caused  American  corporations  to  resort  to  the  use  of  foreign 
subsidiary  companies,  frequently  with  the  revenue  therefrom  being 
brought  into  the  treasury  of  a  subsidiary  corporation  formed  under  the 
friendly  laws  of  countries  that  are  glad  to  provide  business  with  a  "tax 
haven."  Legislation  to  recognize  the  peculiar  nature  of  foreign  business 
and  to  encourage  American  enterprise  and  investment  abroad  under 
American  corporate  charters  is  considered  from  time  to  time  in  Congress. 
Adoption  or  rejection  of  such  remedial  legislation  has  a  great  influence 
on  both  the  form  and  the  extent  of  our  business  activity  abroad. 

A  difficult  problem  created  by  income  tax  laws  is  that  of  executive 
compensation.  The  steeply  progressive  income  tax  rates  make  it  difficult 
suitably  to  reward  excellent  performance  by  salary  increase  or  to  recruit 
such  talent  from  outside  the  company  if  any  substantial  increase  in  salary 
is  to  be  largely  paid  out  in  taxes.  This  situation  has  led  to  the  creation  of 
many  deferred-compensation  and  substantial  retirement  plans,  thus  assur- 
ing a  certain  income  to  the  executive  if  he  lives  to  enjoy  it  but  depriving 
him  of  the  opportunity  to  dispose  of  his  compensation  in  the  way  in 
which  he  might  desire  during  his  more  active  years.  Stock-option  plans 
have  proved  to  be  an  attractive  way  of  partly  solving  this  problem,  but  it 
may  be  noted  that  companies  that  are  most  in  need  of  talent  may  be  the 
very  companies  whose  immediate  prospects  are  such  that  a  stock  option 
does  not  offer  as  great  an  inducement  as  it  would  when  given  by  an 
established,  successful,  and  growing  company. 

Wherever  a  man  turns  in  the  business  world,  he  is  constantly  con- 
fronted with  the  question  as  to  what  effect  his  proposed  actions  may  have 
on  the  taxation  of  his  company  or  of  his  employees.  The  influence  of  taxes 
in  making  a  wise  decision  must  not  be  overlooked,  but  perhaps  too  often 
good  plans  are  not  put  into  effect  because  of  justified  or  unjustified  ap- 
prehension as  to  the  tax  results. 
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LABOR  LAWS 

In  the  broad  field  o£  labor  relations,  the  influence  of  government  makes 
itself  felt  in  all  contact  between  management  at  any  level  and  the  em- 
ployees responsible  to  that  management.  The  National  Labor  Relations 
Act  of  1935,  commonly  known  as  the  Wagner  Act,  marked  a  significant 
milestone  in  the  assumption  of  control  by  the  Federal  government  in  the 
labor  field. 

Not  until  1947  was  the  Wagner  Act  substantially  amended.  The  AVag- 
ner  Act  was  concerned  with  the  assertion  and  protection  of  the  right  of 
an  individual  to  join  a  union  and  the  right  of  the  union  to  represent 
employees  in  collective  bargaining.  In  the  protection  of  these  rights,  the 
law  set  forth  various  "unfair  labor  practices"  in  which  an  employer  was 
forbidden  to  engage. 

In  1947  the  law  was  amended  by  the  passage  of  the  Taft-Hartlev  Act. 
This  act  recognized  that  there  had  been  abuses  of  the  power  of  labor 
unions.  In  an  effort  to  correct  such  abuses,  the  Taft-Hartley  Act  enumer- 
ated certain  "unfair  labor  practices"  in  which  it  forbade  unions  to 
indulge. 

The  next  substantial  change  in  the  law  came  in  September,  1959,  in 
the  enactment  of  the  Labor  Management  Reporting  and  Disclosure  Act. 
A  special  committee  of  the  Senate  under  the  chairmanship  of  Senator 
McClellan  of  Arkansas  had  for  two  years  conducted  an  investigation  of 
the  practices  that  had  grown  up  in  the  labor  field.  As  a  result  of  these 
exposures,  the  new  legislation  sought  to  assure  certain  rights  to  union 
members  and  to  place  controls  upon  the  use  of  union  funds.  It  also 
amended  sections  of  the  Taft-Hartley  Act  to  impose  restrictions  on  the 
extent  to  which  unions  could  make  use  of  boycotting  and  picketing.  In 
the  main,  the  bill  sought  to  afford  protection  to  employees  against  abuses 
that  had  grown  up  in  certain  segments  of  the  labor  union  movement  and 
to  protect  the  public  against  abuses  of  power,  while  at  the  same  time  con- 
tinuing the  protection  given  by  the  earlier  laws  to  the  rights  to  organize 
and  bargain  collectively. 

The  National  Labor  Relations  Board  has  dealt  with  many,  many 
thousands  of  cases  involving  union  right  of  representation  of  employees 
and  charges  of  violation  of  the  rights  of  employees  and  employers  alike. 
A  very  substantial  body  of  precedent  has  been  built  up  which  gives 
guidance  and  which  is  available  to  the  legal  profession  in  advising  their 
clients  as  to  their  rights  and  obligations.  Many  of  these  litigations  before 
the  Board  have  resulted  in  appeals  to  the  courts,  where  important  prece- 
dents have  been  established. 


THE  INFLUENCE  OF  GOVERNMENT  ON  TOP  MANAGEMENT  DECISIONS  1095 

The  principle  which  is  fundamental  in  these  labor  laws  is  that  em- 
ployees are  given  complete  protection  against  any  interference  by  an 
employer  with  their  right  to  organize.  When  organized,  the  employer  is 
required  upon  request  to  bargain  collectively  with  the  union  for  all 
employees  within  the  unit  that  the  union  represents. 

The  actual  practice  of  this  broad  fundamental  has  presented  a  great 
variety  of  challenging  questions,  many  of  which  are  still  the  subject  of 
keen  contention  within  the  halls  of  Congress  and  within  the  ranks  of 
industry  and  labor. 

For  example,  employees  are  assured  protection  against  any  interference 
by  an  employer  with  their  right  to  organize  freely  and  to  select  an  appro- 
priate union  as  their  means  of  collective  bargaining.  But  although  the 
employer  is  forbidden  to  interfere,  employees  have  found  themselves 
subjected  to  all  manner  of  pressure,  even  including  violence  from  fellow 
employees  and  from  outsiders  in  an  effort  to  force  them  into  a  union. 

The  Taft-Hartley  Act  contains  a  prohibition  against  a  collective-bar- 
gaining agreement  for  a  closed  shop.  It  gives  to  the  states  the  right  to 
prohibit  a  union  shop.  Pursuant  to  this  provision  of  Taft-Hartley,  many 
states  enacted  "right  to  work"  statutes  outlawing  the  union  shop  (which 
makes  union  membership  compulsory  as  a  condition  of  continued  employ- 
ment). Protection  of  the  right  of  freedom  to  join  a  union  is  not  accom- 
panied by  protection  of  the  right  to  elect  not  to  join,  except  in  these 
states. 

Freedom  of  speech  is  considered  to  be  an  elemental  right  of  the  citizen 
and  is  protected  by  our  Constitution.  The  union  organizer  exercises  his 
freedom  of  speech  subject  only  to  general  laws  such  as  those  applicable 
to  slander  or  incitement  to  riot,  and  his  freedom  has  seldom  been  con- 
tested. But  many  an  employer  has  had  to  travel  through  the  courts  to 
obtain  freedom  to  speak  to  his  employees  on  matters  affecting  unions  or 
organization,  for  there  is  always  the  danger  that  his  words  may  be  re- 
garded as  undue  pressure  or  influence  in  violation  of  the  right  of  the 
union  and  of  the  employees  to  be  free  from  coercion. 

The  right  of  collective  bargaining  appeared  to  be  one  that  hardly 
required  definition  until  questions  began  to  arise  as  to  whether  employers 
were  required  to  bargain  on  such  matters  as  insurance,  health  and  benefit 
plans,  and  retirement  plans  and  until  some  employers  took  refuge  in  a 
claim  of  financial  inability  to  meet  demands,  only  to  find  to  their  surprise 
that  the  union  was  perhaps  entitled  to  detailed  financial  information 
which  otherwise  would  hardly  have  been  available  to  it.  Many  who  have 
engaged  in  bargaining  on  both  sides  of  the  table  have  indicated  their 
belief  that  the  obligation  of  bargaining  involved  an  obligation  to  either 
yield  or  compromise.  It  has  been  held,  however,  that  the  obligation  is  to 
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"bargain  in  good  faith,"  leaving  wide  open  the  tests  which  a  labor  board 
or  court  might  apply  in  order  to  determine  whether  hard  and  unyielding 
bargaining  was  or  was  not  carried  on  "in  good  faith." 

When  it  comes  to  disciplinary  matters  within  a  plant,  it  is  well  under- 
stood that  it  is  illegal  to  discharge  an  employee  because  of  his  member- 
ship or  activity  in  a  union.  But  if  such  an  employee  is  discharged  for 
improper  or  unsatisfactory  conduct  not  relating  to  his  union  activity, 
the  foreman,  department  manager,  or  other  member  of  management 
responsible  for  the  discharge  may  well  be  confronted  by  the  necessity  of 
proving  that  such  misconduct  was  the  cause  of  the  discharge  and  that 
union  activity  had  nothing  to  do  with  it. 

These  are  only  a  few  illustrations  of  the  many  fields  of  labor  relations 
in  which  neither  the  language  of  the  law  nor  the  multitude  of  litigation 
under  the  law  has  marked  out  sharp  and  precise  lines  defining  the 
rights  of  individual  employees  or  of  employees  organized  in  unions  or  of 
management  seeking  to  operate  a  business  and  dependent  upon  good 
labor  relations  while  at  the  same  time  under  the  necessity  of  operating  at 
a  cost  which  permits  competition  in  the  market  place. 

More  and  more,  management  has  sought  to  improve  its  communication 
with  employees.  Many  union  leaders,  for  reasons  of  their  own,  have  con- 
sistently sought  to  teach  their  fellow  employees  that  management  is  always 
wrong,  always  greedy,  and  always  looking  for  an  opportunity  to  cut  down 
the  rights,  privileges,  and  earning  power  of  its  employees.  To  combat 
this  and  to  state  the  truth  in  a  manner  which  ^vill  overcome  the  anti- 
management  feeling  that  such  union  leaders  have  built  up  is  indeed  a 
difficult  and  discouraging  task,  but  one  which  management  is  undertaking 
more  and  more  and  with  a  greater  or  lesser  degree  of  success. 

A  fundamental  of  such  communications  is  that  they  must  be  simple, 
easy  to  comprehend,  and  absolutely  truthful.  The  slightest  error,  inten- 
tional or  otherwise,  only  feeds  the  fire  of  antimanagement  critics.  Manage- 
ment's communication  must  not  be  of  a  union-busting  character.  Irre- 
spective of  whether  union-busting  propaganda  would  be  considered  as 
an  unfair  labor  practice  and  illegal,  it  should  be  condemned  as  unwise 
and  self-defeating.  The  day  has  long  passed  when  the  right  to  organize 
is  questioned.  The  effort  of  management  in  its  communication  with  em- 
ployees should  be  for  the  improvement  of  employer-employee  relations 
and  not  for  the  purpose  of  dictating  the  form  of  representation  ^vhich 
employees  may  freely  choose  for  bargaining  as  to  conditions  of  employ- 
ment. 

The  influence  of  government  in  labor  relations  reaches  even  beyond  the 
field  of  unions,  their  rights,  and  control  of  them  when  they  have  mis- 
used their  power  and  beyond  the  question  of  what  rights  an  employer 
may  have  in  his  relation  to  unions.  Statutes  such  as  social  security  laws, 
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unemployment  compensation,  wage  and  hour  laws,  fair-employment  prac- 
tices and  antidiscrimination  laws,  laws  affecting  liability  for  injuries, 
health  and  sanitation  laws,  and  many  other  statutes  enacted  primarily  for 
the  protection  and  benefit  of  employees  extend  the  influence  of  govern- 
ment deep  into  all  aspects  of  employment.  They  have  carried  our  social 
concepts  of  the  rights  and  liabilities  growing  out  of  the  employer-employee 
relationship  far  beyond  the  simple  concepts  of  the  nineteenth  century. 


CONCLUSION 

Within  the  limits  of  a  chapter,  it  is  probably  impossible  to  touch  upon 
all  the  aspects  in  which  government  now  exercises  influence  upon  the 
decisions  of  top  management  of  any  business.  In  the  few  examples  of  such 
influence  which  have  been  mentioned  in  these  pages,  almost  no  reference 
has  been  made  to  the  infinity  of  regulation  by  state  or  local  governments, 
partly  because  the  limitations  of  space  would  not  permit,  but  also  because 
such  state  and  local  regulations,  to  a  very  large  extent,  parallel  the  type 
of  regulations  which  the  Federal  government  exercises  within  the  limits 
of  jurisdiction  given  to  it  by  our  Federal  Constitution. 

There  are  many  laws  on  our  Federal  statute  books  governing  industry 
and  agriculture,  and  the  list  seems  to  grow  with  every  succeeding  session 
of  Congress.  Many  of  these  legislative  acts  have  created  agencies,  bureaus, 
commissions,  and  special  departments  charged  with  administering  the 
laws  and  with  formulating  "regulations"  which  serve  to  interpret  and, 
in  some  cases,  amplify  the  law.  Although  not  every  business  will  be 
affected  by  all  these  laws,  and  perhaps  the  individual  business  will  be 
measurably  affected  by  only  a  small  number,  it  is  becoming  more  and 
more  true  that  top  management  can  no  longer  concern  itself  solely  with 
the  problems  of  manufacture,  sales,  and  distribution  of  established  prod- 
ucts and  of  research  and  development  of  new  products.  Corporate  leader- 
ship must  have  not  only  the  training  and  knowledge  required  by  these 
factors,  but  must  also  have  some  understanding  of  the  ways  in  which  gov- 
ernment has  stepped  in  to  direct,  control,  and  limit  the  actions  of  the 
management  of  any  business. 

Perhaps  it  is  this  factor  which  has  caused  more  and  more  corporations 
to  draw  into  their  management  those  who  have  been  trained  in  law. 
However,  reliance  upon  the  legal  views  of  someone  who  has  been  engaged 
in  the  practice  of  the  law  in  his  younger  years  and  has  forsaken  his 
chosen  profession  to  enter  the  ranks  of  business  would  often  be  leaning 
upon  advice  that  had  not  been  kept  fresh  by  daily  contact  with  the 
progress  and  development  of  the  law.  The  ancient  maxim  that  a  Httle 
knowledge  is  a  dangerous  thing  applies  very  much  to  the  corporate  execu- 
tive in  this  respect.  More  and  more,  management  is  constantly  relying 
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upon  the  ablest  legal  advice  that  it  can  find,  either  that  of  house  coun- 
sel or  that  of  outside  attorneys. 

In  this  respect,  it  has  been  noted  by  observers  that  the  house  counsel, 
because  of  his  intimate  knowledge  of  the  corporate  affairs,  may  well  be 
in  a  preferred  position  to  give  sound  advice,  but  on  the  other  hand  he 
may  be  so  close  to  the  problem  under  consideration  that  he  does  not 
view  it  with  the  same  detachment  and  broad  knowledge  that  can  be 
brought  to  bear  by  expert  counsel  outside  the  company. 

There  is  no  royal  road  to  finding  legal  advice  which  can  be  unquestion- 
ingly  followed,  but  the  corporate  manager  who  fails  to  seek  such  advice 
is  today  taking  a  long  chance  of  running  afoul  of  the  law,  even  though 
his  intentions  and  ethics  may  be  unquestioned. 

The  influence  of  government  on  the  decisions  of  management  lies  in 
the  existence  of  a  vast  body  of  law  applicable  to  corporate  and  business 
actions.  The  corporate  manager  who  would  succeed  in  the  performance 
of  his  duties  not  only  must  have  sound  business  judgment  and  a  capacity 
for  obtaining  loyal  support  and  cooperation  of  his  organization,  but 
must  be  constantly  alert  to  know  what  action  the  government  has  taken 
in  the  enactment  or  administration  of  law  which  should  influence  his 
decision.  Then  he  should  be  guided  by  his  own  instinct  as  to  what  is 
right  and  his  counsel's  advice  as  to  what  is  legal. 


Arthur  B.  Langlie 

PRESIDENT 

MCCALL  CORPORATION 

NEW  YORK,  NEW  YORK 


It  is  very  difficult  to  write  a  short  biography  of  Arthur  B.  Langlie  be- 
cause of  his  unusually  diversified  background.  And  because  of  his 
outstanding  success  in  not  one,  but  three  distinct  fields  of  endea-oor. 
it  is  equally  hard  to  refrain  from  an  excessive  use  of  superlatives. 

Arthur  Langlie,  one  of  three  sons  of  immigrant  parents,  luas  horn 
in  Lanesboro,  Minnesota,  on  July  2^,  ipoo.  His  farnily  moved  to 
Bremerton,  Washington,  where  he  completed  high  school,  and  in  iprc), 
he  entered  the  University  of  Washington.  His  accomplishments  ivhile 
in  college  gave  notice  of  the  success  he  was  to  achieve  in  later  life. 
He  earned  B.A.  and  LL.B.  degrees  and  throughout  his  scholastic  life 
was  active  in  debating,  dramatics,  and  sports.  He  captained  the  uni- 
versity's baseball  and  tennis  tea?ns  and  was  a  member  of  Phi  Alpha 
Delta,  honorary  law  fraternity,  and  Phi  Kappa  Sigma. 

Mr.  Langlie  was  admitted  to  the  Washington  State  Bar  in  i()26  and 
joined  the  Seattle  law  firm  of  Shank,  Belt,  and  Rode.  Nine  years  later, 
in  193^,  he  entered  the  field  of  politics  arid  was  elected  as  a  reform 
city  councillor  in  Seattle.  He  was  elected  mayor  of  Seattle  in  1938— 
when  he  was  only  thirty-eight  years  old— and  again  in  1940.  In  the 
same  year,  after  being  drafted  as  his  party's  nominee,  he  was  elected 
governor  of  the  state  of  Washington. 

Following  his  first  term  as  governor,  Mr.  Langlie  went  on  active 
duty  with  the  United  States  Navy.  He  served  with  the  Atlantic  Fleet 
at  Norfolk,  Virginia,  and  later  in  the  Pacific.  At  the  war's  end  he  re- 
turned to  legal  practice  as  a  senior  member  of  the  firm  of  Langlie, 
Todd,  and  Nickell. 

But  Mr.  Langlie's  political  career  was  far  from  over.  He  luas  elected 
governor  of  the  state  of  Washington  for  a  second  time  in  194S  and  for 
an  unprecedented  third  term  in  19^2.  In  19^^,  he  was  chosen  by  his 
fellow  governors  as  chairman  of  the  Governors'  Conference  and  zvas 
keynote  speaker  at  the  19^6  Republican  National  Convention. 
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In  1934,  he  was  appointed  by  President  Eisenhower  as  one  of  the 
two  United  States  delegates  to  the  International  Labor  Organization 
meeting  in  Geneva.  Mr.  Langlie  has  been  decorated  by  the  Govern- 
ment of  Norway  and  by  the  Italian  Government. 

After  an  outstandingly  successful  career  in  the  field  of  politics  and 
as  a  lawyer,  Mr.  Langlie  took  over  the  reins  of  one  of  America's  largest 
publishing  firms.  In  January,  1937,  he  was  elected  president  of  the 
McCall  Corporation,  and,  as  would  be  expected,  the  company  has 
grown  steadily  each  year  under  his  guidance. 

Mr.  Langlie  married  the  former  Evelyn  P.  Baker  in  1928.  The 
Langlies  have  two  children,  Arthur  Sheridan  and  Carrie  Ellen. 

April,  i960 


CHAPTER    53 

Top  Management's  Responsibility 
for  Good  Government 

Our  nation  is  built  upon  a  foundation  of  free  institutions.  These  insti- 
tutions are  our  schools,  our  places  of  worship,  the  free  press,  and  the  labor 
unions.  Also,  and  obviously,  American  business.  It  is  through  these 
institutions  that  we  grow  in  spiritual  as  well  as  in  material  well-being. 

From  the  outset,  it  was  intended  that  the  government  drags'  constantlv 
upon  these  various  institutions  for  renewed  strength.  Together  with  other 
contemporary  institutions,  the  American  business  communitv  has  a  special 
responsibility  to  examine  the  policies  of  our  nation's  government  con- 
tinuously, to  declare  itself  on  matters  of  public  policy,  and  to  contribute 
ideas  and  men  when  the  government  requires  them.  The  managers  of 
United  States  business  therefore  have  a  particular  responsibilitv  to  keep 
informed  and  to  understand  what  is  happening  in  our  American  society 
beyond  the  confines  of  the  world  of  business. 

As  never  before  in  the  United  States,  the  fortunes  of  business  and  gov- 
ernment are  inextricably  interwoven;  thus  the  obligation  of  businessmen 
to  serve  in  government  has  taken  on  a  new  urgency.  The  United  States 
business  community  attracts  the  largest  number  of  our  ablest  citizens. 
They  are  drawn  by  its  challenges,  its  rewards,  and  its  opportunities  for 
service.  They  are  trained  in  every  discipline  from  economics  to  human 
relations.  More  than  ever  before  such  citizens  are  needed  in  government 
today.  If  they  shut  themselves  out,  the  country  suffers. 

1100 
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THE  GROWING  RELATIONSHIP  BETWEEN  BUSINESS  AND  POLITICS 

In  September,  1958,  the  Gulf  Oil  Corporation  announced  that  it  would 
begin  to  take  a  more  active  role  in  politics,  that  it  intended  to  examine 
the  records  of  various  candidates  and  would  report  its  findings  to  its 
thousands  of  stockholders,  dealers,  and  employees.  Explaining  its  decision, 
Gulf's  senior  vice  president,  Archie  D.  Gray,  spoke  realistically:  "Whether 
we  want  to  be  there  or  not,  Gulf,  and  every  other  American  corporation, 
is  in  politics  up  to  its  ears,  and  we  must  either  start  swimming,  or 
drown.  .  .  ." 

The  government  looms  constantly  larger  in  the  affairs  of  business.  As 
private  citizens  and  as  businessmen,  we  tend  increasingly  to  look  to  Wash- 
ington for  assistance  in  solving  personal  and  corporate  financial  problems. 
Demands  for  new  and  expanded  public  services  are  multiplying,  even 
though  Federal  spending  and  Federal  debt  stand  at  an  all-time  high. 

Growing  numbers  of  Americans  expect  the  government  to  protect  them 
from  the  adversities  of  life.  They  look  to  Washington  increasingly  to 
relieve  their  family  groups  of  the  responsibility  for  providing  for  their 
young,  their  afflicted,  and  their  aged.  They  demand— and  dark  is  the 
future  of  the  political  official  who  ignores  the  demand— that  the  govern- 
ment spend  more  on  Federal  care  for  the  needy  and  the  veterans  and  that 
it  allocate  ever  more  to  subsidize  local  construction  of  houses,  schools, 
and  airports. 

Businessmen  often  contend  that  much  of  this  Federal  outlay  could  be 
handled  by  family  groups  or  local  government.  These  identical  business- 
men often  reverse  themselves  and  call  for  the  Federal  government  to  spend 
more  money  to  ease  their  own  business  problems— to  buy  up  their  indus- 
trial and  agricultural  surpluses  (and  wedge  them  into  stockpiles  that  are 
already  bursting  the  warehouses),  to  protect  their  markets  with  tariffs, 
or  to  grant  them  special  tax  benefits. 

It  is  obvious  that  we  are  permitting,  even  urging,  government  to  assume 
more  and  more  of  the  functions  that  our  forebears  handled  for  themselves. 
These  functions  have  not  been  stolen  from  us  by  political  pirates.  We 
have  surrendered  them  voluntarily.  In  our  democracy,  we  get  what  ^ve 
want,  or  at  least  what  the  minority  that  bothers  to  vote  wants.  The  com- 
munity as  a  whole  gets  the  kinds  of  laws  it  deserves.  In  particular,  the 
business  community  usually  gets  the  kinds  of  laws  that  it  deserves. 

By  choice,  we  have  encouraged  government  to  assinue  many  of  our 
private  responsibilities.  In  so  doing,  ^ve  may  very  well  have  forfeited  many 
of  our  freedoms.  Certainly  we  have  sacrificed  much  of  our  freedom  of  the 
pocketbook.  Look  at  the  picture: 

From  1930  to  1959,  United  States  nondefense  spending  increased  from 


1102  OTHER  ASPECTS  OF  TOP  MANAGEMENT 

$2.6  billion  to  I28.1  billion,  or  over  1,000  per  cent.  At  the  same  time, 
Federal  nondefense  spending  per  family  rose  from  S86  to  S548,  or  more 
than  500  per  cent.  All  taxes  took  13  per  cent  of  the  national  product  in 
1930;  29  per  cent  in  1958.  The  national  debt  grew  from  S530  per  family 
in  1930  to  $5,500  in  1959.  The  number  of  Federal  employees  rose  from 
644,000  in  1930  to  2,100,000  in  1959— no^  counting  the  armed  forces!  In 
1959,  more  than  40  million  Americans— Federal  employees,  servicemen, 
pensioners,  contractors— received  direct  payments  from  the  Federal  treas- 
ury. 

The  situation  was  summed  up  succinctly  by  the  former  Budget  Bureau 
director  Roland  R.  Hughes.  He  said  that  our  government  is  "among  other 
things,  the  largest  electric  power  producer  in  the  country,  the  largest 
insurer,  the  largest  lender  and  the  largest  borrower,  the  largest  landlord 
and  the  largest  tenant,  the  largest  holder  of  grazing  land  and  the  largest 
holder  of  timberland,  the  largest  owner  of  grain,  the  largest  warehouse 
operator,  the  largest  shipowner,  and  the  largest  truck-fleet  operator." 

TALK — BUT  LITTLE  ACTION 

It  is  becoming  at  least  slightly  popular  in  the  business  world  to  urge 
that  top  managers  take  a  more  vigorous  role  in  contributing  to  the 
formulation  of  government  policies.  Actually,  businessmen  ahsays  have 
played  some  part  in  the  operation  of  government.  Our  original  legislators 
were  businessmen  of  sorts;  they  managed  great  landed  estates  and  laid 
the  foundation  for  our  foreign  trade.  Businessmen  often  have  been  promi- 
nent among  the  lobbyists  in  the  corridors  of  legislatures,  and  they  have 
been  a  major  influence  in  nomination  halls.  More  recently,  businessmen 
are  changing,  albeit  slowly,  from  influencers  of  political  action  to  active 
participants. 

The  business  community  nevertheless  could  contribute  more  in  terms 
of  total  activity.  In  1959,  the  Harvard  Business  Revieiv  polled  2,700  top 
executives  on  the  scope  and  extent  of  their  individual  political  activity. 
It  learned  that  only  one-fourth  of  those  polled  had  worked  personally  in 
the  important  election  campaign  of  1958.  Only  54  per  cent  of  them  con- 
tributed money  to  either  party's  campaign. 

Of  the  executives  polled,  only  5  per  cent  permit  elected  officials  to 
address  employee  groups  in  their  companies.  Only  16  per  cent  urge  em- 
ployees to  serve  as  elected  officials;  only  21  per  cent  encourage  employees 
to  participate  in  election  campaigns;  and  only  21  per  cent  take  stands  on 
business-related  issues. 

Top  management  itself  was  openly  critical  of  this  showing.  A  full  90 
per  cent  of  those  polled  thought  business  should  be  more  active  in  poli- 
tics. Answers  to  other  questions,  however,  indicated  that  the  respondents 
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themselves  are  as  yet  not  ready  to  initiate  a  program  of  vigorous  corporate 
political  action. 


A  PROGRAM  FOR  ACTION 

Assuming  we  agree  that  business  should  be  more  active  in  politics,  let 
us  consider  how  this  may  be  accomplished.  As  a  first  step  toward  effective 
political  action,  an  enlightened  corporation  can  arrange  informal  meet- 
ings with  its  managers  and  government  representatives.  Such  personal 
contact  will  enable  a  corporation's  managers  to  understand  better  the 
motives  and  procedures  of  their  elected  officials,  and  in  turn  will  give  the 
government  representatives  an  opportunity  to  hear  the  views  and  view- 
points of  business.  This  will  produce  immediate  beneficial  effects.  Such 
meetings  may  not  alter  any  basic  convictions,  but  an  exchange  of  opinions 
usually  helps  clear  the  air.  Conducted  with  tact  and  good  will,  meetings 
with  political  representatives  can  produce  benefits  for  all.  Stephen  A. 
Mitchell,  former  chairman  of  the  Democratic  National  Committee,  in  his 
book  Elm  Street  Politics,^  said,  "I  see  nothing  wrong  with  inviting  candi- 
dates into  the  plant  to  meet  employees.  Similarly,  setting  up  meetings 
for  executives  and  legislators  for  exchange  of  views  appears  to  me  to  be 
eminently  desirable." 

Disseminate  Information 

Another  positive  move  by  which  a  business  entity  can  demonstrate  its 
attitude  toward  political  activity  is  to  set  up  and  foster  "information 
programs"  that  will  teach  more  and  more  people  everything  possible 
about  their  government,  about  their  own  civic  responsibilities,  about  labor 
organizations,  and  about  our  private  enterprise  economy,  what  it  stands 
for,  how  it  functions,  and  who  benefits  from  it. 

Ignorance  on  some  of  these  matters  is  astonishing.  In  polHng  a  cross 
section  of  the  American  people,  the  Edison  Electric  Institute  asked: 

What  is  the  average  profit  that  U.S.  industry  makes  on  sales?  The 
average  answer:  25  per  cent. 

"What  is  a  fair  profit?"  The  average  answer  was  10  per  cent. 

On  the  basis  of  this  poll,  the  average  citizen  is  under  the  impression 
that  United  States  industry  earns  214  times  the  "fair"  amount  of  profit. 
Actually,  United  States  industry  makes  about  4  per  cent  on  s^\e?>—less 
than  half  of  what  Mr.  Citizen  tJiinks  is  "fair"!  Furthermore,  those  ques- 
tioned thought  that  of  the  money  distributed  75  per  cent  went  to  o-^vners 
and  top  management,  only  25  per  cent  to  the  workers.  The  true  situation 

^  Oceana  Publications,  New  York;  1959. 
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is  that  only  13  per  cent  goes  to  the  owners  and  managers,  87  per  cent 
to  the  workers! 

One  reason  for  such  misinformation  on  basic  facts  pertaining  to  our 
economy  and  how  it  functions  is  that  schools  alone  cannot  begin  to  tell 
the  story.  The  private  enterprise  story  must  also  be  told  by  businessmen, 
by  men  who  have  a  deep-seated  yet  practical  understanding  of  the  values 
of  our  system,  its  weaknesses,  and  its  strengths.  They  have  a  stirring  story 
to  tell.  They  should  tell  it  to  their  workers,  their  stockholders,  their 
dealers,  their  union  leaders,  and,  on  occasion,  to  members  of  the  com- 
munities in  which  they  are  located. 

Express  Corporate  Opinion  on  Public  Issues 

As  part  of  its  program  for  political  action,  sometimes  the  enlightened 
corporation  may  express  itself  on  public  issues  to  its  own  employees,  to 
the  community,  and  to  state  and  Federal  government.  Such  action  always 
must  be  predicated  on  excellent  judgment  and  a  broad,  unselfish  objective 
as  far  as  company  interests  are  concerned.  To  express  itself  effectivelv,  a 
company  must  have  earned  the  confidence  of  its  own  people  and  of  the 
community  itself  for  fairness  and  objectivity. 

It  may  be  difficult  to  understand  how  a  corporation,  which  is  basicallv 
a  conglomerate  of  independently  minded  persons,  can  be  wholeheartedlv 
in  support  of  any  issue.  The  answer  is  that  thinking  men  can  agree  on 
many  aspects  of  many  issues.  When  the  issue  concerns  governmental 
regulation  of  business— taxes,  foreign-trade  policy,  or  the  like— key  execu- 
tives often  can  achieve  a  meeting  of  minds  and  agree  on  a  common  stand. 
On  many  important  issues,  top  managers  can  see  eye  to  eye  not  onlv 
among  themselves  but  with  labor  leaders  as  well.  For  example,  thev  often 
can  agree  on  a  program  for  urban  renewal  in  their  own  communities,  for 
improving  the  neighborhoods  in  which  customers  and  employees  live,  for 
creating  more  efficient  roads  and  parking  reserves.  They  can  find  common 
ground  on  such  issues  as  law  enforcement,  education,  selvage  disposal, 
and  even  tax  rates.  It  is  in  the  vital  self-interest  of  the  corporation  to 
concern  itself  with  these  issues.  And  all  of  them,  let  us  not  forget,  are 
political  issues. 

If  agreement  can  be  reached  among  top  managers— and  it  usuallv  can- 
then,  depending  upon  conditions  in  a  community,  the  corporation  can. 
if  it  sees  fit,  express  itself  forthrightly  to  the  public.  It  then  has  the  re- 
sponsibility to  provide  readable,  interesting  material  which  ^vill  help  the 
public  form  educated  opinions  on  public  issues. 

Encourage  Employee  Participation  in  Politics 

As  another  step,  perhaps  the  most  important  one,  the  enlightened 
corporation  can  encourage  its  executives  and  employees  to  run  for  elective 
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office  and  to  accept  appointive  office.  As  Stephen  A.  Mitcliell  lias  stated, 
"Tlie  real  key  to  effective  participation  is  ttie  effort  made  by  a  company  to 
permit  and  encourage  its  employees  to  participate  in  local  partisan  polit- 
ical organizations— and  I  mean  join  with  more  to  offer  than  just  dollars." 
What  is  needed  in  the  corporation  is  a  sense  of  personal  involvement  in 
the  political  arena.  Too  often  businessmen  brush  politics  aside  as  "that 
dirty  business."  Clarence  Randall  has  a  rebuttal:  "Nothing  could  be  more 
unfair  than  the  current  tendency  of  businessmen  to  decry  the  low  level 
of  talent  found  in  Congress  and  the  executive  branch,  and  then  put  bar- 
riers in  the  way  of  men  of  great  ability  who  want  to  take  on  Government 
service.  Yet  very  few  companies  make  it  possible  for  their  better  people 
to  participate  in  politics." 

A  corporation  can  create  an  atmosphere  and  make  known  that  it  looks 
with  favor  upon  employees  who  choose  to  become  personally  involved 
with  political  work,  for  either  party.  This  must  work  from  the  top  down. 
Unless  the  chief  executive  believes  in  such  a  program,  there  is  little  point 
trying  to  institute  a  program  for  effective  citizen  action;  for  too  often 
employees  are  afraid  to  act,  fearing  that  management  would  not  look 
with  favor  upon  their  work  in  the  political  sphere  or  their  active  partici- 
pation in  the  processes  of  government. 

At  the  very  least,  the  corporation  must  take  great  pains  not  to  dis- 
courage political  activity.  Unfortunately,  many  a  company  still— uncon- 
sciously, perhaps— discourages  employees  from  performing  the  minimum 
tasks  of  good  citizenship.  Articulate  critics  such  as  Cornell  University's 
Professor  Andrew  Hacker,  author  of  Politics  and  the  Corporation,  say 
that  the  United  States  corporation  has  eliminated  a  large  part  of  the 
population  from  meaningful  participation  in  government.  Hacker  writes 
that  the  corporation  is  removing  the  middle  class  from  its  traditional 
function  as  a  "prime  participant"  in  American  politics  and,  indeed,  is 
causing  its  "renunciation  of  politics." 

As  Hacker  sees  it,  "The  corporation  has  certainly  not  set  out  to  weaken 
the  foundations  of  democratic  politics,  but  its  growth  as  the  characteristic 
institution  of  our  time  is  having  this  consequence."  Corporate  employees 
avoid  political  involvement,  he  states,  "because  they  want  to  remain  re- 
spectable and  avoid  controversy,  because  they  have  no  real  interest  in  the 
outcome  of  the  conflict."  Furthermore,  he  sees  corporate  employees  acquir- 
ing "the  idea  of  corporate  citizenship,"  which  has  its  dangers  because  "the 
corporation  community  is  not  internally  democratic."  His  conclusion 
should  cause  businessmen  to  do  some  deep  thinking  when  he  says,  "There 
are  signs  that  a  new  form  of  corporate  citizenship  is  arising  to  replace 
local  regional  citizenship.  Whether  democracy,  which  was  built  on  the 
idea  of  local  loyalties,  can  survive  the  shift  to  corporate  loyalties  is  a 
question  to  which  we  will  soon  have  to  find  an  answer." 
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In  searching  for  an  answer,  the  General  Electric  Company's  official 
statement  of  policy  on  this  matter  is  noteworthy: 

The  General  Electric  Company  believes  that  its  employees  should  be  en- 
couraged to  accept  the  personal  responsibilities  of  good  citizens  and  civic  leaders. 
This  responsibility  involves  active  participation  according  to  the  interest  and 
ability  of  the  individual  in  civic,  eleemosynary,  educational  and  political  organi- 
zations and  offices  in  his  community  and  state.  Management  should  encourage 
such  participation  by  employees  during  their  leisure  time  and  allo^v  them  time 
off  for  those  activities  w^ithin  reasonable  limits. 

The  aim  of  management  should  be  to  encourage  every  citizen  to  realize 
that  he  must  participate  in  the  processes  of  government.  The  fact  that  in 
the  United  States  there  is  such  a  small  degree  of  political  activity  in  everv 
segment  of  the  population  provides  all  the  more  reason  for  the  business 
community  to  help  educate  its  personnel  in  the  responsibilities  of  citizen- 
ship and  to  spur  them  to  political  consciousness.  It  increases  also  the 
personal  responsibility  of  the  trained  businessman  to  play  the  most  active 
role  himself,  because,  by  instinct,  education,  and  experience,  he  is  kno^vl- 
edgeable  in  the  skills  necessary  for  intelligent  political  action.  The 
tendency  for  most  individuals  has  been  to  evade  personal  responsibilitv 
for  political  affairs.  This  is  a  trend  dangerous  to  our  system  of  free  govern- 
ment. Such  a  trend  corrupts  the  civic  morale  and  erodes  the  feeling  of 
personal  accountability  among  public  officials.  J.  S.  Parker,  vice  presi- 
dent of  the  General  Electric  Company,  comments  wisely  on  this  subject: 
"All  too  little  regard  for  public  affairs  is  shown  in  this  countrv.  All  too 
many  people  see  politics  as  a  phenomenon  remote  from  their  influence  or 
interest.  The  business  community  can  help  break  down  this  unwillingness 
to  join  up  by  means  of  a  variety  of  non-partisan  programs  which  motivate 
people  and  aid  them  in  their  efforts." 

BUT  WILL  IT  HURT  BUSINESS? 

Many  businessmen  say  that  it  is  bad  business  to  get  into  the  political 
rough-and-tumble,  that  by  doing  so  they  may  offend  and  alienate  cus- 
tomers who  hold  different  political  points  of  view.  Yet  those  businessmen 
who  have  become  active  political  partisans  have  not  lost  sales,  and  manv 
of  them  have  gained  tremendously  in  prestige.  Fred  Lazarus,  Jr.,  chair- 
man of  the  Federated  Department  Stores,  has  said  this: 

A  few  decades  ago  a  merchant  was  supposed  to  be  a  political  cipher.  He  had 
Democratic  and  Republican  customers.  Therefore  he  took  an  oath  of  political 
abstinence  lest  he  offend  either  group.  However,  I  suspect  that  people  come  to 
our  stores  not  to  buy  political  opinions,  but  because  of  the  merchandise  assort- 
ments and  services  they  find  there.  In  any  event,  I  am  not  suggesting  that  a 
store  adopt  a  party  line.  On  the  contrary,  I  do  urge  that  individuals  in  a  store 
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become  active  in  whichever  party  they  choose.  My  own  family  embraces  active 
Republicans  and  lively  Democrats,  and  a  store  can,  too.  What  is  important  in 
this  dynamic  and  fluid  period  is  that  we  actively  help  to  build  the  kind  of 
communities  in  which  we  want  to  live  and  do  business.  We  work  at  being  good 
merchants.  We  always  have  tried  to  be  good  citizens  in  civic  ways.  No^v,  I 
suggest  we  should  become  effective  political  citizens,  too. 

It  was  during  the  time  of  his  political  activity  that  Mr.  Lazarus's  Feder- 
ated Department  Stores  forged  ahead  to  become  one  of  the  leading  depart- 
ment-store chains  in  the  nation. 


THE  FEAR  OF  FAILURE 

It  is  many  a  business  manager's  fear  that  he  would  not  make  a  good 
politician.  He  argues  that  he  has  no  training  for  the  job.  But  how  many 
of  our  top  government  executives  have  been  formally  trained  for  politics? 
President  Eisenhower  spent  most  of  his  life  as  a  military  man,  which  his 
critics  charged  is  a  particularly  poor  background  for  a  political  executive. 
Most  of  the  members  of  his  Cabinet  were  drawn  from  the  business  world. 
Several  of  the  best  held  no  political  ofhce  whatsoever  in  the  past.  Among 
our  United  States  senators,  a  large  number  have  been  trained,  not  as 
political  scientists  or  even  as  lawyers,  but  as  newspapermen.  This,  of 
course,  is  good,  common-sense  training,  but  certainly  no  better  than  the 
world  of  business. 

Success  or  failure  in  politics  is  difficult  to  gauge.  It  is  not  the  same  as  in 
business  where  it  is  measured  mainly  by  the  balance  sheet.  Does  losing 
an  election  constitute  failure  in  politics?  Certainly  not;  one  of  the  short- 
comings of  our  democracy  is  that  not  always  the  best  man  wins.  Does 
excoriation  by  the  press,  a  searing  by  a  legislative  committee,  or  rejection 
by  the  legislature  itself  constitute  failure?  History  shows  that  our  greatest 
political  warriors  have  been  tried  by  headline  and  branded  by  their 
political  opponents.  But  they  were  not  failures. 

It  is  difficult  for  the  politician  himself  to  measure  the  extent  of  his 
personal  success  or  failure.  Our  political  life  is  becoming  so  complex  that 
no  man— however  politically  experienced— can  be  absolutely  certain  that 
his  course  is  the  right  one.  He  can  only  study  situations  with  all  his  skill 
and  energy,  and  then  arrive  at  that  decision  which  he  believes  is  the  best 
one  under  the  circumstances. 

To  the  world  of  politics,  the  businessman  can  bring  many  finely  honed 
skills:  administration,  personnel  management,  salesmanship,  accounting, 
public  relations,  public  speaking. 

There  is  no  question  that  a  businessman  who  has  participated  actively 
in  local  government  is  then  better  qualified  to  cope  with  the  more  im- 
portant posts  on  a  state  or  national  political  level. 
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THE  HEADACHES  OF  HOLDING  PUBLIC  OFFICE 

Although  the  business  world  is  an  excellent  training  ground  for  political 
activity,  many  businessmen  who  enter  politics  or  government  service  will 
find  the  track  slippery  and  the  going  rough.  Every  instinct  of  the  business- 
man will  be  to  run  his  political  office  like  a  business.  But  any  business  that 
would  be  run  as  we  run  our  government  would  soon  experience  grave 
difficulties.  And  conversely,  if  we  attempted  to  run  our  government  as  if 
it  were  a  business,  we  would  quickly  encounter  major  problems.  In  busi- 
ness, we  concentrate  authority.  The  top  manager  has  the  power  to  move 
rapidly.  He  can  make  an  important  decision  quickly  and  carry  it  out  with 
dispatch.  In  government,  we  are  careful  not  to  concentrate  authoritv.  AVe 
deliberately  surround  a  political  executive  with  tremendous  limitations- 
including  the  indispensable  opposition  party-that  render  it  difficult  for 
him  to  act  too  quickly  or  without  consultation  and  reflection.  ^Ve  have 
an  ingeniously  plotted  system  of  checks  and  balances,  which  we  guard 
jealously  to  protect  ourselves  against  hasty  or  short-range  decisions  made 
by  one  man.  Government  is  concerned  with  the  long-range  welfare  and 
goals  of  a  people.  Wisely,  those  who  founded  our  government  foresaw  that 
the  least  governed  are  the  best  governed. 

Robert  F.  Bradford,  a  former  Republican  governor  of  Massachusetts, 
commented  on  this  point.  "When  a  businessman  makes  a  decision,"  he 
said,  "it  is  already  clothed  with  authority.  And  in  nine  cases  out  of  ten, 
that  decision  will  stick.  But  when  a  politician  makes  a  decision,  it  is  a 
sporting  proposition  whether  those  who  favor  the  stand  he  has  taken  will 
sufficiently  outnumber  and  outvocalize  those  who  oppose  it  to  make  the 
decision  binding.  Even  then  the  decision  still  has  to  run  the  gauntlet 
of  pubHc  opinion  before  it  has  any  authority." 

The  man  who  leaves  management  for  political  office  will  find  that  much 
of  what  he  does  has  to  be  authorized  by  some  committee  or  some  legisla- 
ture or  some  court-or  all  of  them.  Every  political  act  is  inscribed  in  the 
public  record.  This  record  is  constantly  studied  by  the  press,  by  the 
politician's  colleagues,  and  certainly  by  his  opponents.  Rarely  does  the 
business  executive  have  to  explain  to  an  irate  group  of  stockholders  at 
an  annual  meeting  why  he  voted  in  a  certain  fashion  at  a  directors'  meet- 
ing four  years  in  the  past.  But  if  the  political  executive  makes  one 
political  misstep,  his  critics  can  see  that  it  haunts  him  for  a  long  time. 


Loss  of  Privacy 

Further,  the  government  not  only  commandeers  the  brains  and  business 
acumen  of  the  people  in  its  service,  but  frequently  commandeers  their 
private  lives  as  well.  In  business,  the  top  manager  can  enjoy  the  luxury 
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of  anonymity.  The  top  man  in  the  biggest  corporation  in  the  world 
travels  to  work  every  morning  on  a  Long  Island  Railroad  commuter  train 
and  on  a  New  York  City  subway  car— unknown  and  unrecognized  by 
probably  95  per  cent  of  his  co-riders.  When  he  returns  home  at  night  and 
closes  his  door,  his  life  is  his  own.  Not  so  the  executive  in  government.  A 
top-ranking  man  in  government  often  has  a  minimum  of  fifteen  uncan- 
celable  banquets,  meetings,  caucuses,  and  social  functions  in  every  thirty 
nights.  He  has  little  personal  life.  If  he  slips  on  the  ice  or  goes  dancing  at 
the  club;  if  he  makes  an  improvident  remark;  if  his  daughter  flunks 
Spanish  or  his  son  takes  a  summer  job  in  his  office— the  press  is  always 
there,  and  the  wide  world  is  informed  about  it,  often  critically,  on  the 
following  day.  As  former  Governor  Bradford  humorously  pointed  out  in 
the  Harvard  Business  Review:  "To  live  long  in  politics,  you  must  possess 
the  hide  of  a  rhinoceros,  the  memory  of  an  elephant,  the  persistence  of  a 
beaver,  the  native  friendliness  of  a  mongrel  pup.  You  need  the  heart  of 
a  lion  and  the  stomach  of  an  ostrich  .  .  .  the  humor  and  ubiquity  of  a 
crow.  But  .  ,  .  when  it  comes  to  matters  of  principle  you  must  also  have 
the  ornery  stubbornness  of  an  Army  mule." 

Obviously,  a  system  demanding  such  considerable  personal  sacrifice 
without  commensurate  financial  rewards  has  its  drawbacks.  There  is  no 
doubt  a  more  efficient  political  system  could  be  secured,  but  it  would  have 
to  be  based  on  absolute  political  power.  A  dictator  can  concentrate  men, 
training,  education,  and  materials  for  any  project  and  distribute  rewards 
as  he  pleases.  But  the  dictatorship  is  an  efficient  form  only  so  long  as  the 
dictator  is  omniscient  and  noble.  Few  are  noble  to  begin  with;  none 
remain  noble  for  long;  and  omniscience  is  a  rare  virtue.  It  has  been  truly 
said  that  power  corrupts  and  absolute  power  corrupts  absolutely.  Our 
Founding  Fathers,  with  inspired  wisdom,  recognized  these  human  weak- 
nesses, and  therefore  they  devised  a  system  of  government  that  has  served 
us  well  for  generations.  However,  it  does  demand  support  and  at  times 
some  personal  sacrifices  from  individual  citizens. 


THE  REWARDS  OF  HOLDING  PUBLIC  OFFICE 

For  all  the  vicissitudes  and  unpleasant  aspects,  political  activity  for 
businessmen  is  vital  and  can  be  desirable.  Fear  of  the  problems  described 
above  keeps  good  men  out  of  politics  and  permits  too  many  incompetents 
and  self-seekers  to  assume  control  in  government.  It  is  a  fear  that  needs 
to  be  conquered,  for  the  good  of  all  of  us. 

It  is  good  to  know  that  in  government  as  in  business,  executives  rise 
or  fall  by  their  ability  to  think,  to  decide,  to  give  administrative  leader- 
ship. Also,  in  politics  as  in  business,  the  executive  is  challenged  to  find 
competent  people  to  accept  and  hold  positions  of  responsibility  under 
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him.  AVith  solid,  intelligent  coworkers,  he  can  often  overcome  even  the 
highest  hurdles  interposed  by  outdated  administrative  systems. 

Increasingly  there  is  serious  discussion  of  new  ways-such  as  those  sug- 
gested by  the  Hoover  Commission-to  make  our  government  operate  in  a 
more  effective,  businesslike  manner,  without  sacrificing  any  of  our  per- 
sonal freedoms.  To  explore  these  new  methods,  the  government  needs 
the  talent  of  the  business  executive.  By  exploring  them,  the  executive  him- 
self is  deeply  challenged,  and  he  finds  gratifications  for  his  desire  to  serve 
the  community.  As  seldom  before,  government  service  todav  also  offers 
meaningful  rewards  to  the  spirit,  a  kind  of  psychic  income.  It  appears 
that  for  some  time  to  come  our  nation  will  be  engaged  in  a  historic  strug- 
gle between  its  own  free  enterprise  system  and  a  dictatorship  based  on 
the  regimentation  of  the  spirit  and  the  body  of  man.  Xaturallv,  the  busi- 
ness community  has  a  lead  role  in  this  struggle.  In  the  end,  the  battle 
will  hinge  upon  the  effective  action  pursued  by  our  government.  To  be 
a  part  of  the  government  at  this  time-or  to  help  elevate  the  qualitv  of 
men  who  will  be  in  the  government-would  be  to  fulfill  high  and  gratify- 
ing opportunities  for  service. 

HOW  TO  GET  STARTED 

How  can  the  manager  get  started  in  politics?  Often  he  must  roll  up  his 
sleeves  and  get  to  work  at  the  precinct  and  ward  levels.  It  is  there  that 
real  political  decisions  are  arrived  at  and  officeholders  frequentlv  chosen. 
It  is  good  to  generate  one's  own  initiative  and  start  at  the  bottom;  there 
is  much  power  at  the  bottom.  As  former  Democratic  National  Chairman 
Paul  Butler  says,  ''Elections  are  not  won  in  AVashington  in  the  national 
headquarters  of  our  parties.  They're  not  even  won  in  the  countv  chair- 
man's office.  They  are  won  and  lost  in  the  precincts." 

Mr.  Butler  has  laid  down  a  practical  plan  of  action  for  the  businessman 
who  would  serve  his  government  via  politics.  "^Vhat  you  ought  to  do 
first,"  he  has  said,  "is  to  become  acquainted  with  your  precinct  com- 
mitteeman and  say  'I  want  you  to  call  on  me.  All  you  have  to  do  is  give 
me  a  ring-whether  it  be  a  menial  service  or  a  very  important  assignment." 
Be  a  collector  of  funds,  be  a  door  knocker,  be  a  person  who's  interested 
in  getting  other  people  registered,  get  them  out  to  vote  after  thev  have 
been  registered.  There  is  no  more  important  business  for  all  Americans 

than  politics." 

Senator  Thruston  Morton,  chairman  of  the  Republican  National  Com- 
mittee, also  offers  good  reason  why  the  businessman  must  aggressivelv 
volunteer:  "There  may  be  a  reticence  on  the  part  of  the  politician  at  the 
precinct  or  ward  level  to  ask  people  to  come  in.  He  has  a  position,  he 
thinks,  of  some  power,  and  he  feels  that  if  he  can  control  it  rather  than 
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asking  others  to  come  in,  so  much  the  better."  Often  a  local  precinct  or 
ward  chairman  has  been  in  office  for  long  years,  exercising  power  and 
patronage  through  a  few  time-trusted  subordinates.  His  welcome  to  an 
"outsider"  from  the  world  of  business  may  be  less  than  enthusiastic. 

But  however  low  he  begins,  the  talented  and  enterprising  manager  can 
go  far  and  fast  in  local  politics.  This  is  particularly  true  in  our  newer 
suburbs,  where  so  many  young  executives  live.  These  suburbs  begin  as 
political  vacuums.  They  soon  grow  to  political  import  as  large  reservoirs 
of  youthful,  articulate,  influential  people.  Top  executives  would  be  wise 
to  encourage  their  "on-the-way-up"  young  managers  to  get  in  on  the 
ground  floor  of  these  suburban  pohtical  districts,  where  the  know-how  of 
the  businessman  is  needed.  Here  again,  I  refer  to  former  Governor  Brad- 
ford: 

Politicians  generally  are  unused  to  the  techniques  of  market  research  and 
media  analysis.  They  tend  to  operate  by  hunch,  which  may  or  may  not  be 
accurate.  [There  are]  a  host  of  technical  questions  requiring  careful  thinking 
well  in  advance  of  use.  Probably  even  more  important  is  the  matter  of  general 
campaign  management.  Vast  sums  of  money  are  lost  or  strayed,  if  not  stolen. 
There  is  very  little  formal  planning,  control,  organization,  and  accounting. 
There  is  always  a  dire  shortage  of  real  administrative  talent.  Effort,  time,  and 
money  are  wasted  in  a  hectic,  semi-panicky  abandon.  This  situation  is  made  to 
order  for  the  experienced  executive.  Seeing  to  it  that  business  know-how  is 
enlisted  and  put  to  work  or,  even  better,  by  offering  his  own  services,  he  becomes 
an  important  factor  in  the  campaign-and,  thus,  ultimately,  in  the  strengthening 
and  clarifying  of  his  party's  policies. 

Almost  every  precinct  in  the  land  lacks  sufficient  qualified  workers.  As 
we  have  noted  earlier,  one  reason  is  that  the  American  public  is  apathetic 
toward  practical  politics.  Thus  a  small  number  of  people  can  wield  a 
weighty  influence.  All  too  often  this  influence  has  been  used  by  persons 
who  were  selfish  or  incompetent,  or  both.  If  only  a  few  qualified  and 
dedicated  persons  were  to  volunteer  for  activity  in  every  political  district, 
they  could  have  a  profound  effect  on  the  make-up  of  Congress-and  the 
course  of  the  nation— for  years  to  come. 

SUMMARY  AND  CONCLUSION 

The  key  to  success  in  corporate  political  activity  is  sincere  nonpartisan- 
ship.  The  corporation  must  encourage  its  individual  members  to  voice 
their  partisan  opinions  on  public  issues  and  to  identify  themselves  with 
political  parties.  The  corporation  must  never,  however,  identifv  itself 
with  a  given  party  or  with  individual  politicians.  The  corporation  can 
educate,  but  it  must  not  try  to  manipulate  its  workers.  Any  attempt  at 
manipulation  will  bring  about  the  loss  of  both  loyalty  and  respect. 
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Sometimes  the  corporation  enters  politics  by  feigning  objectivity,  when 
actually  all  it  intends  to  do  is  battle  against  unions.  Its  self-proclaimed 
"objectivity"  is  a  veneer  over  its  intention  to  promote  a  party  or  a  cause. 
Actually,  it  is  folly  for  a  corporation  to  attempt  an  antilabor  crusade 
under  the  guise  of  socially  minded  political  activity.  In  this  case,  the 
corporation  not  only  acts  dishonestly,  it  fools  nobody.  Everybody  soon 
finds  out  where  such  a  corporation  stands.  Result:  nobody  in  politics  will 
take  the  corporation  seriously.  Also  the  corporation's  employees  may  re- 
fuse to  become  politically  active,  lest  some  political  stand  taken  by  an 
employee  might  alienate  his  superiors  back  at  the  plant. 

On  the  other  hand,  if  the  corporation  acts  with  honest  nonpartisanship, 
it  can  make  significant  accomplishments.  As  one  leading  party  executive 
says,  "My  own  feeling  is  that  [top  managers]  will  be  surprised  bv  the 
results  of  a  socially  responsible  and  bipartisan  approach;  they  will  find 
that  urging  all  their  employees  to  work  actively  for  the  party  of  their 
choice  will  bring  forth  a  very  strong  group  of  moderates  in  each  partv 
who  will  upgrade  politics  and  improve  the  general  business  climate  at  the 

same  time." 

Some  businessmen  think  that  they  have  fulfilled  their  obligations  to 
our  country  when  they  have  been  successful  in  business,  when  thev  have 
delivered  to  the  public  a  better  item  at  lower  cost,  when  they  have  created 
jobs  for  their  workers  and  made  profits  for  their  stockholders.  This  is  a 
fine  service  to  perform.  But  it  is  not  enough.  Unless  leaders  in  commerce 
and  industry  can  market  the  concepts  of  free  enterprise  and  our  political 
way  of  life  to  all  the  people,  some  of  the  people  are  going  to  begin  shop- 
ping around  for  other  systems.  In  this  political  sales  job,  corporate  man- 
agement must  be  just  as  wise  and  enterprising  as  it  is  when  it  markets  the 
products  and  services  of  its  business.  Too  many  businessmen  feel  thev 
can  discharge  their  duties  as  citizens  merely  by  contributing  funds  during 
political  campaigns.  They  cannot. 

Active  Participation  Essential 

By  making  a  political  contribution,  the  manager  employs  the  power  of 
the  pocketbook.  This  is  nothing  compared  with  the  power  of  the  vote. 
It  is  votes,  not  dollars,  that  decide  how  our  government  is  to  be  run  and 
who  should  run  it.  Officials  elected  to  public  office  pay  heed  to  those 
persons  who  represent  large  segments  of  voters.  There  is,  of  course, 
nothing  wrong  with  such  a  situation,  for  our  democratic  society  is  so 
constituted  that  the  voters  have  the  last  word.  Or,  better,  the  last  letter- 
the  X  on  the  ballot! 

The  manager  who  has  strong  personal  feelings  about  the  runnnig  of 
our  government  would  be  well  advised  to  go  out  and  recruit  some  voter 
support.  With  a  relatively  small  amount  of  voter  strength,  he  can  exercise 
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considerable  power.  In  most  elections,  so  few  people  vote— and  the  votes 
are  so  sharply  divided— that  a  small  number  of  votes  decides  who  is  to 
hold  office  for  the  next  two,  four,  or  six  years.  If  some  political  supporter 
came  to  me  and  offered  either  to  contribute  a  certain  number  of  dollars 
to  one  of  my  campaigns  or  to  ring  the  same  number  of  doorbells  on  my 
behalf,  I'd  take  doorbells  to  dollars  any  day. 

As  General  Electric's  J.  S.  Parker  wrote  to  GE  executives: 

If  a  representative  government  is  to  survive,  not  only  must  party  funds  but 
likewise  must  personal  thought,  time,  and  effort  be  supplied  to  party  work  by 
the  many  alerted  and  interested  citizens  at  all  levels  rather  than  by  just  some 
few.  It  is  genuinely  hoped  that  now,  between  elections,  each  of  our  country's 
political  parties  will  get  the  continuing  personal  and  financial  support  of  the 
thousands  of  General  Electric  employees  who  prefer  that  particular  party  and 
who  will  seek  out  the  party  leaders  to  whom  cooperation  can  be  volunteered 
General  Electric  has  neither  the  opportunity  nor  the  desire  to  pressure  any  em- 
ployee into  political  activity  against  his  will  or  even  beyond  his  natural  or 
acquired  interest.  But  the  company  does  encourage  all  its  employees  to  partici- 
pate in  both  the  partisan  and  nonpartisan  kind  of  political  activity  to  the 
extent  of  their  interest.  „ 

Being  a  good  citizen  is  not  a  passive  function.  It  is  the  obligation  of  the 
good  citizen  to  educate  himself  to  the  highest  degree  possible  about  the 
intricacies  of  our  form  of  government  and  our  political  situation.  Then 
it  is  his  obligation  to  influence  and  educate  the  people  around  him  in 
the  demanding  requirements  of  good  citizenship.  He  cannot  fight  to 
preserve  our  free  institutions  unless  he  is  willing  to  fight  the  corruption 
and  lethargy  of  some  men  who  hold  office  today— fight  them  by  way  of 
his  pocketbook  and  his  vote  and  fight  them  on  the  stump.  He  cannot 
claim  to  be  making  a  contribution  unless  he  is  willing  to  accept  public 
office  when  the  call  comes. 

Our  free  form  of  government  has  established  a  climate  in  which  the 
United  States  business  community  has  achieved  the  highest  level  of  de- 
velopment known  to  man.  The  very  least  that  our  business  community 
can  do  to  perpetuate  and  sustain  that  favorable  climate  is  to  work  mean- 
ingfully to  strengthen  our  government  and  to  foster  its  development  and 
improvement.  In  attempting  to  achieve  this  objective,  business  manage- 
ment cannot  do  anything  more  important  than  to  allow,  encourage,  and 
aid  its  key  executives  and  employees  to  particij^ate  in  public  life  and  hold 
public  office. 


Thomas  Roy  Jones 

PRESIDENT 

DAYSTROM,   INCORPORATED 

MURRAY  HILL,  NEW  JERSEY 


As  president  of  a  major  company  for  almost  thirty  years,  Thomas  Roy 
Jones  has  become  one  of  America's  best-known  chief  executives. 

He  graduated  from  the  University  of  Kansas  (his  home  state)  in 
igi^  -with  a  Bachelor  of  Science  degree,  and  then  attended  Harvard 
Business  School.  He  served  in  the  U.S.  Army  during  World  War  I, 
retiring  as  a  major. 

Mr.  Jones  began  his  distinguished  business  career  as  a  civil  and 
mechanical  engineer.  He  was  works  manager  of  the  Motor  Works  of 
Moline  Plow  Company  in  Rock  Island,  Illinois,  and  then  became 
assistant  general  manager  of  Cincinnati  Milling  Machine  Company 
in  Cincinnati,  Ohio.  He  served  as  vice  president  and  general  manager 
of  Harris,  Seybold,  Potter  Company  in  Cleveland.  Ohio,  before  being 
named  president  and  a  director  of  American  Type  Founders,  Incor- 
porated, in  Elizabeth,  New  Jersey,  in  1932.  The  co?npany  name  was 
changed  to  Daystrom,  Incorporated,  in  19^1. 

Daystrom,  Incorporated,  is  the  parent  company  for  some  ten  manu- 
facturing subsidiaries.  Its  diversified  product  line  includes  electronic 
products,  automation  systems,  hi-fidelity  equipment  and  amateur  radio 
products,  metal  furniture,  electrical  and  nonelectrical  indicating  instru- 
ments, and  servomotors  and  allied  equipment. 

Mr.  Jones's  accomplishments  in  a  host  of  civic  and  public  affairs 
activities  and  management  associations  are  no  less  outstanding  than  his 
business  career.  Space  does  not  permit  a  complete  listing  of  the  many 
organizations  in  which  he  has  played  a  leading  role.  Representative 
of  Mr.  Jones's  extrabusiness  activities,  however,  are  the  folloiving: 
director  and  member  of  a  number  of  committees  of  the  National  Asso- 
ciation of  Manufacturers;  former  president  and  at  present  director  and 
member  of  the  executive  committee  of  the  New  Jersey  State  Chamber 
of  Commerce;  first  president  of  the  New  Jersey  State  Safety  Council 
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and  now  a  director  and  member  of  the  executive  committee;  former 
director  and  chairman  of  the  executive  committee  of  the  American 
Management  Association;  national  associate  of  Boys'  Club  of  America; 
former  president  and  trustee  of  Elizabeth  General  Hospital  and  pres- 
ently a  member  of  the  advisory  board;  life  trustee  of  Lafayette  Col- 
lege; and  chairman  of  the  board  of  trustees  of  Union  Junior  College. 

His  important  contributions  to  business  and  the  community  have 
earned  Mr.  Jones  an  impressive  number  of  awards.  He  was  the  ip^i 
recipient  of  the  Henry  Laurence  Gantt  Medal,  which  is  awarded 
annually  by  the  American  Society  for  Mechanical  Engineers  and  the 
Ajnerican  Management  Association.  In  ip^2,  he  was  given  an  honorary 
LL.D.  by  Lafayette  College  and  was  chosen  as  Outstanding  Citizen  of 
New  Jersey  by  the  Advertising  Club  of  New  Jersey.  The  following  year 
he  luas  named  Business  Statesman  of  the  Year  by  the  Executives  Club 
of  Northern  New  Jersey  and,  in  ig^6,  was  given  a  Citation  for  Dis- 
tinguished Service  by  his  alma  mater,  the  University  of  Kansas.  He  is 
also  an  honorary  tnember  of  Beta  Omicron  chapter  of  Delta  Sigma  Pi 
fraternity  and  of  the  Alpha  of  New  Jersey  chapter  of  Beta  Gamma 
Sigma,  National  Honorary  Society  of  Accredited  Schools  of  Business. 

Mr.  Jones  resides  in  Westfield,  New  Jersey,  is  married,  and  is  the 
father  of  three  children. 

April,  i960 


CHAPTER    54 


Top  Management's  Responsibility 
to  the  Community 


I  live  in  a  very  small  house, 

but  my  windows  look  out  upon  a  very  large  world.  .  ,  . 

The  old  Chinese  philosopher  who  wrote  these  words  could  not  have 
better  described  the  conditions  under  which  today's  manager  conducts  his 
business  operations.  He  does,  indeed,  live  in  a  small  house,  but  his  win- 
dows look  out  upon  a  very  large  world.  He  has  come  to  realize  that  it  is 
a  world  in  which  he  must  take  an  active  role  or  bear  the  responsibilitv 
for  contributing  to  the  decay  and  destruction  of  the  freedoms  upon  which 
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our  American  life  was  founded.  These  are  the  same  freedoms  which  have 
not  only  allowed  us  to  become  the  richest,  most  productive  nation  in  the 
world,  but  have  brought  us  a  moral  leadership. 

It  was  not  always  thus.  Indeed,  for  many  years,  business  and  the  com- 
munity lived  side  by  side,  knowing  very  little  about  each  other.  It  is  only 
in  the  past  half  century  that  corporate  thinking  on  its  responsibility 
toward  the  community  has  done  its  complete  turnaround. 

"The  public  be  damned"  has  now  become  "The  pubhc  be  served,"  and, 
in  the  words  of  a  famous  American,  the  businessman  is  helping  to  create 
a  new  nobility  for  the  common  welfare. 

CONDITIONS  IN  THE  NINETEENTH  CENTURY 

To  understand  and  assess  the  transition  through  which  wt  have  passed 
and  the  strides  we  are  making  toward  developing  our  own  mid-twentieth- 
century  socioeconomic  consciousness,  w^e  must  examine  the  conditions 
which  created  business's  earlier  behavior  and  then  contrast  them  with  the 
conditions  which  now  exist. 

At  the  turn  of  the  century,  the  businessman  lived  in  the  heady  atmos- 
phere of  a  guarantee  of  freedom  to  do  almost  anything  he  wished-as  long 
as  he  made  money.  To  read  the  history  of  the  period  is  a  shocking  revela- 
tion. Yet  we  must  read  it  and  study  it  if  we  are  to  understand  and  fulfill 
our  responsibilities  in  our  present  world. 

"Business  is  business"  exemplified  the  thinking  of  the  late-nineteenth- 
century  business  pioneers.  It  was  during  that  period  the  terms  "factorv 
towns"  and  "robber  barons"  first  became  integral  and  descriptive  parts 
of  our  English  language.  This  was  the  era  of  rough  and  tough  individual- 
ism, where  the  end  justified  the  means  and  where  there  was,  in  most 
quarters,  a  general  acceptance  of  the  philosophy  that  the  role  of  the 
entrepreneur  was  to  make  a  profit-with  little  regard  to  the  human  factors 
involved. 

Until  about  1880,  the  typical  industrialist  owned  a  single-unit  plant. 
His  working  force  ranged  from  twelve  to  no  more  than  three  or  four 
hundred  employees.  Only  a  few  corporations,  such  as  the  railroads,  had 
grown  large  enough  to  have  a  thousand  or  more  persons  on  their  pav- 
rolls.  Children  and  women  made  up  a  large  part  of  the  factory  work  force. 
Many  of  the  youngsters  were  less  than  ten  years  old,  yet  corporal  punish- 
ment for  failure  to  live  up  to  the  assigned  work  load  or  for  infraction 
of  rules  was  an  accepted  practice.  As  late  as  1889,  children  were  working 
in  the  Lowell  mills  from  4:15  a.m.  to  7:45  p.m.  Steelworkers  toiled  a  ten- 
or twelve-hour  day,  seven  days  a  week,  and  wages  were  low.  Such  condi- 
tions were  not  only  tolerated,  they  were  condoned.  In  the  face  of  them,  it 
is  not  difficult  to  understand  the  reason  a  leading  businessman  of  the  time 
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felt  he  was  fully  justified  in  roaring,  "Law,  what  do  I  care  about  the  law? 
Hain't  I  got  the  power?" 

Our  American  government  of  the  same  period  was,  unfortunately,  not 
much  better.  With  the  consent  of  the  people,  the  national  treasury  was 
frequently  turned  into  what  almost  amounted  to  a  free  gift  shop,  and 
occasionally  it  was  in  real  danger  of  going  out  of  business. 

In  our  modern  society,  it  is  difficult  to  believe  that  such  a  state  of  affairs 
ever  existed.  At  the  earlier  date,  no  one  thought  the  conditions  unusual 
or  out  of  order.  As  a  matter  of  fact,  some  of  the  shenanigans  only  inten- 
sified our  characteristic  American  sense  of  humor— or  perhaps  it  was 
only  the  same  sense  of  humor  which  saved  us.  When,  in  1901,  J.  Pierpont 
Morgan  announced  plans  to  organize  the  United  States  Steel  Company, 
a  gigantic  concern  which  would  embrace  under  a  single  management 
roughly  three-fifths  of  the  steel  business  of  the  entire  country,  Finley 
Peter  Dunne's  "Mr.  Dooley"  put  into  the  mouth  of  an  Irish  saloonkeeper 
the  sentiments  of  the  day.  '  .  .     f 

Pierpont  Morgan  calls  in  wan  iv  his  office  boys,  th'  prisidint  iv  a  national  bank, 
an'  says  he,  "James,"  he  says,  "take  some  change  out  iv  th'  damper  an'  r-run  out 
an'  buy  Europe  f'r  me,"  he  says.  "I  intind  to  re-organize  it  an'  put  it  on  a  paying 
basis,"  he  says.  "Call  up  the  Czar  an'  th'  Pope  an'  th'  Sultan  an'  th'  Impror 
Willum,  an'  tell  thim  we  on't  need  their  savices  afther  nex'  week,"  he  says. 
"Giv  thim  a  year's  salary  in  advance.  An'  James,"  he  says,  "ye  bether  put  that 
r-red  headed  bookkeeper  near  th'  dure  in  charge  iv  th'  continent.  He  doesn't 
seem  to  be  doing  much,"  he  says. 

There  are  few  of  us  who  find  cause  to  regret  that  the  flagrant  disregard 
of  the  employee  and  the  community  at  large  which  marked  the  last  cen- 
tury has  long  since  vanished;  and  that  from  the  old  system,  with  its 
emphasis  on  production  of  material  goods  in  vast  amoiuits,  the  amassing 
of  huge  personal  fortunes,  and  the  concentration  of  unlimited  social  and 
economic  powers  in  the  hands  of  a  very  few,  has  emerged  a  new  and  vivid 
social  consciousness. 


THE  UNITED  STATES  BECOMES  A  MOBILE  NATION 

What  kind  of  nation  were  we  that  such  conditions  could  cxier  have 
existed?  We  were  primarily  an  agrarian  population  geared  to  a  farm 
economy.  Life  might  well  be  difficult  for  those  who  worked  in  factories 
or  operated  industrial  machinery,  but  such  people  were  relatively  few  in 
number.  Until  World  War  I,  ^vell  over  half  of  our  iello\v  countrymen 
lived  in  rural  areas,  small  to^vns,  or  hamlets  which  bear  little  resembhnice 
to  our  present-day  communities.  The  earlier  commiuies  were  complete 
entities  unto  themselves,  almost  self-supporting  units  in  which  a  niniiber 
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of  people  were  born,  wePxt  to  school,  grew  up,  secured  jobs,  and  got 
married.  Wage  earner  Joe  selected  his  occupation  on  the  basis  of  what 
was  available  locally.  He  walked  to  work  and  perhaps  walked  home  for 
lunch.  His  son's  teacher  was  the  girl  he  grew  up  with-the  one  who  never 
had  the  luck  to  get  married.  Joe  expected  that,  in  the  natural  course  of 
events,  his  children  would  repeat  his  own  life  cycle. 

They  never  did.  By  the  end  of  World  War  I,  Central  City  and  Main 
Street  had  changed.  America  was  in  its  greatest,  up  to  then,  peacetime 
boom.  Technological  progress  and  its  attendant  system  of  mass  production 
were  bringing  America  the  highest  standard  of  living  the  world  had  ever 
known.  It  provided  us  (and  it  still  continues  to  provide  us)  with  the 
means  to  such  an  abundance  of  material  goods  that  in  a  never-ending 
progression,  the  luxuries  of  one  year  became  the  necessities  of  the  next. 

It  also  imposed  great  change  on  our  American  way  of  life.  \Ve  had 
suddenly,  and  with  little  or  no  preparation  for  the  change,  become  a 
nation  on  wheels  and  wings-a  mobile  population.  With  the  advent  of 
automobiles,  good  roads,  scheduled  train  service,  and  later  air  travel,  tens 
of  thousands  of  American  hamlets  and  towns  became  accessible.  They 
yielded  their  places  as  independent  units  to  become  mere  segments  of 
ever-broadening  areas.  In  a  rapidly  growing  America  a  new  word  was 
added  to  our  vocabulary-the  "commuter,"  one  who,  as  the  dictionary 
describes  him,  "travels  regularly,  as  by  train,  between  a  suburb  and  his 
place  of  work  in  the  city." 

Twentieth-century  changes  also  created  a  second  new  type  of  citizen; 
indeed,  a  new  type  of  family.  It  is  one  in  which  the  wage  earner's  loyalty 
to  his  home  town  is  transcended  by  his  loyalty  to  his  employer.  Seldom 
these  days  does  the  family  breadwinner  select  his  vocation  on  the  basis 
of  where  he  lives.  Not  infrequently,  as  a  matter  of  fact,  he  packs  up  him- 
self, his  family,  his  chattels,  and  his  dog  and  (at  company  request)  moves 
thousands  of  miles  to  a  new  community.  It  is  often  a  community  of  which 
he  has  little  knowledge  and  one  in  which  he  has  no  real  interest.  He  may 
well  look  upon  it  only  as  a  place  to  hang  his  hat  until  his  next  promotion. 
The  new-type  employee,  particularly  if  he  is  a  member  of  the  upper-  or 
middle-management  echelon  in  a  corporation,  frequently  regards  his 
present  residence  as  a  mere  stopping-off  place  on  the  road  to  business 

success. 

In  many  ways,  the  individual  citizen  is  now  much  more  a  part  of  the 
whole  nation  for,  with  his  new-found  mobility,  he  has  the  possibilitv  of 
living  a  far  fuller  life  than  his  nineteenth-century  counterpart  could  ever 
have  envisioned.  His  quest  for  a  more  advantageous  economic  position  is 
bettered  by  his  ability  to  move  rapidly  from  one  place  to  another.  A  good 
job  fifty  miles  from  his  present  home  poses  no  insurmountable  problem. 
He  can  either  make  the  trip  daily  or  move  to  the  new  location.  If  he 
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selects  the  latter,  he  is  still  assured  of  frequent  contact  with  his  old  friends 
and  family. 

Better  transportation  has  enriched  his  life  in  other  ways.  It  has  brought 
big-city  cultural,  social,  educational,  and  medical  facilities  within  the 
reach  of  almost  everyone.  The  introduction  of  the  automobile  and  roads 
made  a  big  difference  to  America— it  permitted  us  to  go  where  we  wanted 
to  go  faster,  more  easily,  more  cheaply,  and  more  often.  More  important, 
it  brought  us  mass  production  and  an  economy  of  abundance. 

All  these  things  are  on  the  plus  side. 

Along  with  them,  however,  came  some  negative  factors.  In  large  meas- 
ure, the  life  of  our  communities  was  disrupted  and  thrown  into  turmoil. 
No  longer  was  the  town  a  place  where  the  people  who  lived  in  it  also 
worked  in  it  and  played  in  it,  finding  with  their  fellow  townspeople  a 
concentricity  of  interests.  The  community  was  now  a  place  in  which  only 
some  of  its  members  both  lived  and  worked,  thus  maintaining  their  earlier 
complete  social,  economic,  and  cultural  interests.  For  a  large  number  of 
others,  it  had  become  merely  a  place  to  work  from  8:30  to  4:30  or  9  to  5. 
For  still  others,  it  was  now  only  a  place  for  a  bedroom,  a  place  to  leave 
each  morning  and  return  to  each  night. 

Obviously,  all  these  groups  still  had  some  interest  in  the  town,  but  their 
concerns  were  different  and  varying  in  degree.  It  is  understandable  that 
part-time  or  impermanent  residents  have  less  time  to  give  to  their  home 
town,  and  the  community  suffered  from  this  definite  lessening  of  citizen 
interest  in  its  well-being. 

The  individual  person  also  paid  dearly  for  his  new-found  freedoms.  In 
becoming  a  mobile  citizen,  our  mid-twentieth-century  American  lost  one 
vital  element  of  his  being.  It  is  one  his  father  and  grandfather  had  in 
abundance— a  sense  of  "belonging,"  of  being  a  part  of  his  own  particular 
group  or  community. 

Through  enlightened  community  relations  activities,  corporate  leader- 
ship can  do  much  to  help  restore  this  feeling  of  continuity  and  security 
to  both  its  own  members  and  its  local  communities. 


GROWING  INTEREST  IN  COMMUNITY  RELATIONS 

Interestingly  enough,  industry  has  been  doing  more  and  more  of  that 
very  thing.  As  the  employee  has  become  increasingly  only  a  part-time  or 
temporary  resident  of  the  town  in  which  he  lives  and  consequently  less 
and  less  a  part  of  it,  the  American  corporation  has  been  adding  to  its 
scope  of  community  responsibility. 

We  do  not  have  to  search  very  far  to  find  the  source  of  management's 
new  and  rapidly  accelerating  interest  in  the  community.  For  one  reason, 
industry  has,  in  some  instances,  become  almost  as  mobile  as  the  American 
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population.  For  the  first  time  in  histor^-.  it  too  is  on  the  move.  Better 
transportation  and  better  communications  have  relieved  it  of  the  necessit\- 
for  locating  near  railroad  facilities  or  bodies  of  navigable  ^vater.  The 
character  and  size  of  markets  and  the  availabiHt\-  and  nature  of  labor 
supplv  are  now  die  most  important  criteria  in  selecting  a  plant  site. 
Industr\-  frequentlv  faces  the  challenge  of  moving  into  a  new  community- 
and  estabUshine  itself  as  a  respected  corporate  member  of  that  group. 
The  situation  poses  a  whole  ne^s'  set  of  problems  for  management.  Manage- 
ment realizes  the  impact  that  such  a  move  has  on  local  housing,  schools, 
public  utihties.  and  other  communit^-  facihties.  and  it  is  cognizant  that 
in  such  circumstances  the  scope  of  its  responsibilities  is  manv  times  mag- 
nified. 

A  second  reason  for  management's  new-found  interest  is  the  fact  that. 
parallel  ^^ixh  the  changes  the  t^s-entieth  centur^-  was  bringing  to  the 
community-  and  the  individual,  a  multitude  of  influences  were  also  having 
their  effect  on  the  corporation.  Under  the  exigencies  of  depression  and 
war.  as  well  as  a  developing  impetus  for  self-improvement,  business  too 
was  si-o^ving  up  and  maturing.  ^Vorld  ^Var  I  had  established  business  as 
the  single  most  important  economic  factor  in  our  national  life.  In  the 
vears  immediatelv  follo^dng.  dianks  to  mass  production,  assemblv-line 
techniques,  and  the  development  of  new  industries,  .\merica  enjoved  its 
greatest  to  date  level  of  prosperitv.  The  President  of  the  United  States 
spoke  for  most  of  the  nation  when  he  said.  "The  business  of  .\merica  is 
business. ■■  TVith  its  previous  excesses  corrected,  business  found  no  reluc- 
tance in  taking  credit  for  die  prosperitv  and  in  basking  in  the  warmth  of 
a  nation's  benevolent  approval. 

Not  until  the  onslaught  of  the  great  depression  was  industn-  again  to 
find  itself  in  disrepute.  The  sociological  changes  of  the  1930s  had  a  more 
far-reaching  effect  than  the  technological  changes.  During  that  period, 
with  the  businessman  impotent,  die  government  stepped  in.  not  onh 
usurping  his  right  to  run  his  o^m  companv.  but.  for  political  reasons, 
plaving  havoc  ^vith  his  reputation.  The  alphabetical  agencies  initiated 
both  business  and  sociological  rules,  regulations,  and  activities. 

^NTien  another  war  brought  die  necessitv  for  galvanizing  .\merican 
indu^tr^-  into  one  gigantic  production  machine,  die  businessman  again 
returned  to  his  rightful  role  of  leader.  ^Vorld  ^Var  II  elevated  die  -\meri- 
can  corporation  and  its  executives  to  die  highest  plane  of  acceptance  diev 
had  vet  experienced.  It  is  this  position  business  strives,  dnough  good 
communitv  relations,  to  maintain  and  improve.  Unfortunatelv.  it  is  a 
position  which,  in  some  instances,  business  must  work  to  regain. 

It  is  difficult  to  pinpoint  the  exact  time  when  management  first  became 
aware  of  the  necessitv  for  courting  die  communitv  and  seeking  out  wavs 
to  promote  good  relationships  wi"^[h  it.  M'e  do  know  that  it  was  during 


TOP  management's  responsibility  to  the  community  1121 

World  War  II,  a  war  of  productive  capacities,  that  thousands  of  com- 
munities suddenly  discovered  that  their  local  manufacturing  plants  were 
making  a  substantial  contribution  to  the  nation.  Patriotism  served  as  a 
volatile  agent  in  generating  receptivity  among  the  American  people  for 
the  true  role  of  business  in  our  country.  It  was  then  that  they  first  realized 
and  accepted  the  fact  that  business  had  matured  to  a  new  sense  of 
responsibility;  that  it  was  eager  and  willing  to  justify  its  existence  in  terms 
of  service  to  the  nation;  and  that  it  was  willing  to  put  money  making  as 
the  secondary  objective  of  its  operation.  Much  of  this  new  understanding 
came  about  through  successful  public  relations  activities  practiced  to  make 
certain  that  the  factory  and  its  personnel  received  equal  acclaim  with  the 
battle-front  soldiers  and  sailors.  Although  many  companies  had  done 
earlier  pioneering  work  in  the  field  of  community  relations,  most  such 
activity  was  spot,  or  one-shot,  designed  to  put  out  fires,  not  prevent  them. 
World  War  II  witnessed  the  birth  of  the  first  really  planned  community 
relations  program. 

Let  us  define  the  term  "community  relations."  It  is  all  those  acts,  de- 
cisions, or  expressions  of  attitude  which  impinge  on  the  public  conscious- 
ness. It  is  the  summation  of  all  those  things  which  tell  the  community 
where  and  how  we  stand;  which  form  the  opinions  that  the  community 
holds  regarding  us;  which  make  the  local  townspeople  friendly  and 
receptive  to  our  ideas;  or  which  make  them  regard  us  as  disinterested, 
high-handed,  and/or  arbitrary. 

Importance  of  Good  Community  Relations  . 

In  the  past  two  decades,  enlightened  industry  has  come  to  realize  that 
good  community  relations  are  desirable  and  important.  Most  of  us  have 
now  also  come  to  realize  that  in  conducting  a  profitable  business  opera- 
tion, good  community  relations  are  no  longer  just  desirable  and  im- 
portant; they  are  vital.  The  reasons  are  four: 

First,  we  must  have  good  community  relations  to  keep  our  free  enter- 
prise society  alive.  Ours  is  an  industrial  society.  As  businessmen,  we  must 
provide  a  proper  share  of  leadership  for  it.  We  cannot  just  sit  in  judg- 
ment or  adopt  a  "let  George  do  it"  attitude.  The  failure  of  good  people 
to  provide  leadership  creates  a  vacuum  that  false  leaders  quickly  fill. 

Second,  we  must  have  good  community  relations  because  our  business 
survival  depends  upon  it.  We  know  from  experience  that  the  attitude  of 
the  local  community  has  much  to  do  with  the  profitability  of  our  business 
operations.  Feelings  expressed  through  the  rulings  of  local  governmental 
agencies  exert  an  iminediate  and  definite  influence.  Additionally,  in  recent 
years,  we  have  become  aware  of  something  the  politicians  knew  years 
ago:  national  and  state  legislation  starts  on  the  local  level,  and  it  affects 
both  our  business  and  personal  lives. 
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Third,  we  must  have  good  community  relations  because  the  welfare  of 
our  own  individual  business  operations  depends  upon  it.  The  efficiency 
and  morale  of  our  workers,  and  hence  their  productivity,  are  definitely 
influenced  by  the  favorable  (or  conversely,  the  unfavorable)  light  in  which 
the  local  townspeople  hold  us. 

Fourth,  we  must  have  good  community  relations  to  satisfy  our  personal 
basic  human  instincts  for  contributing  something  to  society  which  is 
bigger  and  more  important  and  lasting  than  our  mere  productive  skills. 
There  is,  in  all  of  us,  the  urge  to  contribute,  to  leave  an  imprint  on  the 
book  of  time,  to  strike  a  balance  between  selfish  pleasures  and  unselfish 
gratifications.  Service  to  the  community  helps  each  of  us  to  fulfill  this  need. 
At  first  glance,  all  these  reasons  may  not  appear  to  have  a  real  relation- 
ship to  the  profit  and  loss  sheet.  As  a  practical-minded  chief  executive, 
I  submit  they  do.  They  are  all  so  interlocked  as  to  be  inseparable.  The 
one-way  street  on  which  the  American  corporation  formerly  lived  has  now 
become  a  two-way  thoroughfare.  Few,  if  any,  business  operations  could 
exist  without  the  community,  nor,  under  today's  socioeconomic  laws, 
could  most  communities  long  exist  without  the  American  corporation. 

Undoubtedly,  some  of  industry's  new  and  accelerated  interest  is  the 
result  of  its  attempt  to  strike  a  balance  with  the  growing  strength  and 
influence  of  organized  labor.  We  were  not  very  far  into  this  century  when 
such  groups  began  to  function  effectively.  It  is  easy  to  understand  the 
present  great  strength  of  labor,  its  power  and  the  speed  with  which  it 
reached  its  present  position,  if  we  remember  that  the  working  conditions 
described  earlier  were  conditions  which  existed  within  the  lifetime  of  our 
own  mothers  and  fathers.  We  can  understand  it  still  better  if  we  reflect 
upon  the  depression,  a  period  in  which  the  businessman  failed  to  exercise 
leadership  and  yielded,  out  of  fear  and  impotence,  many  of  his  natural 
prerogatives.  The  voice  of  the  labor  leader  has  grown  steadily  stronger 
and  more  powerful.  Today  it  has  become  a  potent,  at  times  dominant, 
influence  in  our  national  life. 

As  both  business  and  labor  establish  new  directions  and  peripheries, 
we  who  are  responsible  for  the  conduct  of  our  companies  must  realize  that 
the  continued  existence  of  our  business  structures  can  only  be  justified  in 
terms  of  service  to  the  whole  nation.  We  must  demonstrate  convincinglv 
that  just  as  business  has  evolved  and  developed  its  mechanical  processes 
and  brought  forth  technological  advances,  so  too  has  it  evolved  and  de- 
veloped a  social  consciousness.  It  is  important  that  we  do  this,  not  in  the 
negative  sense  of  fighting  someone  or  something,  but  as  a  positive,  con- 
structive force  dedicated  to  the  building  of  a  better  America. 

Ours  is  an  industrial  society,  and  as  a  result,  industry  must  play  a  lead- 
ing role  in  the  social  as  well  as  the  economic  life  of  the  country.  We  must 
seek  out  active  ways  to  fulfill  the  mission.  That  we  are  seeking  out  these 
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ways  is  obvious.  One  could  scarcely  imagine  the  corporation  at  the  turn 
of  the  century  being  concerned  because  of  the  condition  of  the  local 
sandlot  field,  or  because  the  town  needed  funds  for  a  new  hospital  wing, 
or  because  the  local  institution  of  higher  learning  was  being  handicapped 
by  inadequate  lab  facilities.  Yet  we  now  realize  that  these  problems  are 
quite  properly  a  matter  for  discussion  and  action  when  corporate  staff 
members  meet  for  their  regularly  scheduled  community  relations  evalua- 
tions. Although  at  first  glance  these  problems  may  appear  to  be  small  and 
possibly  mere  details,  as  part  of  a  far  larger  picture  they  take  on  an  im- 
portance beyond  their  immediate  worth. 

What  for  many  years  was  management's  disinterest  in  the  community 
has  now  changed  to  active  interest,  because  it  has  been  recognized  that 
industry  does  have  relations  with  all  segments  of  society  and  that  it  has  a 
responsibility  to  each  of  these  segments.  In  the  increasing  interdependency 
between  business  and  the  community,  it  is  a  relationship  that  will  grow 
stronger,  not  weaker.  This  must  be  so  because  of  the  position  business 
holds  in  our  contemporary  society.  Let  us  not  for  a  moment  forget  that 
it  also  breeds  good  for  industry  and  for  America. 

Principles  of  Good  Community  Relations 

We  have  long  been  aware  that  as  experience  accumulates  in  any  human 
activity,  so  too  do  certain  principles  evolve  and  take  definite  form  which 
may  be  used  as  the  mariner  uses  the  sun,  moon,  and  stars  to  determine 
his  position  on  the  seas.  Likewise,  certain  techniques  evolve  which  enable 
us  to  work  more  quickly  and  accurately  toward  our  desired  objectives. 

Community  relations,  young  as  it  is  as  a  recognized  function  in  business 
operations,  has  evolved  its  own  set  of  principles  and  techniques.  Under- 
lying its  operating  principles  are  basic  principles  which  aid  in  forming 
policies  to  guide  the  conduct  of  the  operations.  Just  as  the  human  body 
would  be  no  good  without  a  skeleton  to  give  it  form  and  support,  so  the 
application  of  techniques  and  actual  deeds  are  useless  unless  they  are  tied 
in  to  basic  principles. 

The  basic  principles  which  must  underlie  any  effective  community  rela- 
tions program  are  sincerity  and  honesty  of  purpose.  Sincerity  ranks  high 
in  any  form  of  activity,  but  it  transcends  all  other  factors  when  human 
contacts  and  relations  are  involved.  One  might  reasonably  suppose  that 
the  mere  willingness  of  a  company  to  instigate  a  community  relations 
program  would  assure  us  of  the  sincerity  of  the  act.  Let  me  assure  you 
that  this  is  frequently  not  the  case.  Many  times  such  activity  is  generated 
not  by  the  positive  but  by  the  negative-fear,  and  the  desire  to  resolve 
an  immediate  and  pressing  unpleasant  situation.  Sometimes  industry  gets 
its  religion  just  because  a  strike  is  right  around  the  corner.  Such  faith, 
unfortunately,  does  not  last  very  long.  A  community  relations  program 
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must  be  honestly  conceived  or  not  started  at  all.  It  must  be  entered  into 
with  the  conviction  that  it  will  be  a  positive  force  for  the  good  of  all  or 
it  will  be  doomed  to  failure.  Worse,  it  may  boomerang  and  result  in  deep 
and  lasting  resentment. 

Organizing  for  a  Community  Relations  Program 

The  primary  community  relations  man  in  any  company  is,  of  course, 
the  chief  executive.  As  the  company's  most  prominent  representative,  his 
words  and  his  deeds  reflect  the  corporation's  aims  and  aspirations  to  the 
rest  of  the  community.  Unless  he  has  the  calling  and  the  feel  for  the  task, 
no  truly  effective  relationship  can  be  established  between  the  companv 
and  the  community  in  which  it  operates.  In  a  multiplant  organization, 
this  responsibility  falls  on  the  shoulders  of  the  local  manager.  At  am  plant 
location,  the  local  manager  should  be  the  company  spokesman  for  that 
particular  operation. 

Top  management's  biggest  task  is  that  of  impressing  upon  the  vounger, 
less  seasoned  members  of  the  organization  the  fact  that  the  changing 
character  of  American  business  imposes  ever-increasing  and  more  complex 
social  responsibilities  on  those  who  are  responsible  for  its  conduct.  Carry- 
ing, as  they  do,  heavy  job  and  family  responsibilities,  it  is  sometimes  diffi- 
cult for  these  young  people  to  understand  why  they  should  give  of  their 
few  free  hours  to  a  host  of  community  activities-^vork  to  ^vhich  no  glorv 
is  attached  and  from  which  they  should  expect  none.  Somehow  or  other 
we  must  make  them  realize  that,  more  than  the  natural  resources  of  our 
country,  more  than  our  industrial  capacity,  the  thing  that  has  made 
America  great  is  the  individual  participation  and  contribution  of  its 
citizens  and  that  they  have  a  responsibility  for  doing  their  share. 

A  second  task  that  rests  on  top  management's  shoulders  is  seeing  that 
the  corporate  community  relations  program  is  properly  administered.  In 
the  press  of  other  duties,  top  management  must,  of  course,  delegate  the 
constant  and  continuing  day-to-day  job  of  community  relations  to  some- 
one else.  That  someone  should  have  the  knowledge,  experience,  aptitudes, 
and  training  for  the  job.  The  more  difficult  and  delicate  the  task,  the 
better  the  man  necessary  to  do  it.  Community  relations,  concentrated  as 
it  is  upon  dealings  with  human  beings,  is  a  very  complex  job.  It  is  un- 
fortunate there  are  still  many  companies  who  have  no  truly  competent 
person  designated  to  handle  it  or  that  the  man  to  whom  the  job  is  as- 
signed is  often  so  far  down  the  line  that  he  has  little  or  no  contact  with 
the  top  man  who  must  serve  as  the  fountainhead  of  inspiration. 

It  is  apparent  that  in  a  small  company  this  man  does  not  necessarily 
have  to  be  a  full-time  man.  Indeed,  the  economics  of  the  situation  will 
undoubtedly  preclude  such  a  possibility.  It  does  not,  ho^vever,  preclude 
the  possibility  and  advisability  either  of  assigning  the  task  as  a  part-tnne 
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function  or  of  joining  with  other  local  small   businesses   to  have  one 
trained  person  handle  and  coordinate  the  activities  of  the  entire  group. 

Regardless  of  whether  the  community  relations  man  is  a  full-time,  part- 
time,  or  association  employee,  he  should  have  his  responsibilities  clearly 
defined  so  that  none  of  them  will  be  overlooked.  Consequently,  he  must: 

1.  Have  assigned  to  him  definitely  the  function  of  community  relations 

2.  Realize  his  responsibilities  and  what  they  entail 

3.  Take  the  time  and  effort  necessary  to  ground  himself  in  the  funda- 
mentals of  the  job 

4.  Keep  abreast  of  what  is  going  on  in  the  company,  the  community, 
the  state,  the  nation,  and  the  world 

5.  Spend  a  definite  amount  of  his  time  each  week  at  the  job  of  com- 
munity relations  and  not  treat  it  as  something  he  can  do  when  and  if  he 
has  the  time  to  spare  from  other  activities 

In  my  own  company,  we  decided  some  years  ago  that  the  responsibilities 
of  community  relations  were  so  interlocked  with  those  of  stockholder  and 
employee  relations  that  the  entire  responsibility  should  be  centered  in  a 
single  executive.  To  do  this,  we  created  the  position  of  director  of  human 
relations.  In  recent  years,  as  we  witnessed  the  ever-increasing  importance 
human  relationships  exert  on  the  entire  operation  of  a  company,  we  have 
raised  the  position  to  the  vice-presidential  level.  The  executive  elected  to 
this  position  sits  in  on  all  our  top  management  meetings.  He  is  a  part 
of  our  plans  before  they  are  made-ready  to  advise  and  assist  production, 
sales,  and  finance  on  the  human  aspects  of  the  steps  they  are  taking  or 
want  to  take.  The  biggest  value  this  man  has  for  us,  of  course,  is  that  he 
enables  us  to  substitute  prevention  for  cure.  It  is  his  responsibility  to  see 
that  our  community  relations  responsibility  is  fulfilled,  not  just  ade-  . 
quately  but  well,  and  that  it  obtains  not  only  greater  public  understand- 
ing of  our  own  company,  but  of  enlightened  capitalism  as  well. 

industry's  responsibility  to  the  community 

As  we  in  Daystrom  see  it,  industry  has  a  four-part  responsibility  to  the 
community: 

1.  Living  right  and  being  a  good  neighbor 

2.  Providing  support-moral,  personal,  and  financial-to  those  institu- 
tions and  causes  which: 

a.   Make  ours  a  better  town  in  which  to  live  and  work 
h.  Are  traditionally  bound  to  our  American  way  of  life  and  which 
are  thus  a  means  of  preserving  it 

3.  Communicating,  in  a  manner  which  not  only  will  explain  and  sell 
our  own  company,  but  will  serve  as  a  convincing  and  powerful  voice 
raised  in  behalf  of  the  entire  free  enterprise  system 
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4.  Providing  leadership,  for  our  corporate  citizens  and  for  our  com- 

We"l"ew"eLh  of  these  responsibilities  as  separate  and  distinct  entities^ 
We  beUeve  that  each  calls  for  its  own  planned  program  and  individual 
Tpproach,  yet  we  also  believe  that  each  approach  must  be  so  interwoven 
with  the  other  three  as  to  form  a  complete  pattern. 

Let  us  consider  each  of  the  four  responsibilities  in  turn. 

Live  Right  and  Be  a  Good  Neighbor 

To  understand  our  responsibilities  in  this  area,  we  must  first  appreciate 
the  fact  that  industry  is  no  longer  something  apart  from  ^e  rest^o  he 
society  in  which  we  live.  It  is  an  integral  part  of  that  world.  The  American 
consolation  has  developed,  at  one  and  the  same  time,  --  --— 
within  itself  and  an  extension  of  the  local  community  m  which  ■  operates. 
It  has  in  effect,  become  a  crossroads,  or  agora-a  meeting  place  from 
which  many  of  our  current  political,  educational,  and  social  strengths 

'Trcommunity  within  itself,  the  corporation  also  has  various  groups 
and  subgroups.  Among  these  are: 
Executives  and  employees 
Retirees 

Sales  and  dealer  organizations 
Stockholders 
Suppliers 
Customers 

Because  of  its  relationship  to  the  corporation,  each  of  these  groups  views 
the  company  in  a  different  light.  The  sum  total  of  their  attitudes  .in 
turn,  projected  into  the  community,  for  each  group  has  its  o^^n  politi  a 
ocial    and  financial  impact.  Once  this  relationship  is  understood    it  1 
obvious  that,  like  charity,  good  community  relations  must  begin  at  honK 
and  that  our  first  line  of  approach  to  the  community  is  through  out  o^ul 

"irouTemployee  relations  policy  is  outdated,  if  our  customer  relations 
still  operate  under  the  wartime  attitude  of  "You're  lucky  we  let  you  a  e 
t,"  if  we  are  penny-wise  and  pound-foolish  in  dealing  -"'-"' rSjin 
and  if  when  it  comes  to  stockholders,  we  "treat  'em  rough  and  te  1  em 
nothingT'  there  is  no  community  relations  program,  howe^.r  well  con- 
ceived and  executed,  which  will  make  the  general  public  like  us.  Foitu- 
nately  there  are  few  major  companies  which  now  operate  under  such 
Tho     ight  d  policies,  ind  ed,  in  the  past,  two  of  these  corporate  citizen 
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groups  have  been  singled  out  for  some  very  special  and  concentrated 
attention.  They  are  the  stockholder  and  the  employee. 

Stockholder  Relations.  For  a  considerable  number  of  years  the  stockholder 
has  received  special  treatment,  over  and  above  that  prescribed  by  law. 
This  extra  effort  is  probably  only  natural  because  the  stockholder  is,  after 
all,  management's  boss.  Regardless  of  the  reason,  a  stockholder  relations 
program  is  in  progress  in  most  publicly  owned  corporations,  and  every 
effort  is  made  to  maintain  the  interest  and  confidence  of  the  owners  of 
the  business  and  to  make  them  informed  spokesmen  for  the  company. 
Annual  reports,  annual  meetings,  dividend-enclosure  messages,  and  mail- 
ings of  special  interest  are  but  a  few  of  the  methods  utilized  to  do  the  job. 
Each  year,  progressive  American  management  uncovers  new  ways  of  im- 
plementing and  increasing  the  scope  of  its  stockholder  relations  program. 
Our  own  program  in  this  field  is  very  simple,  yet  for  us  it  has  been  most 
effective.  We  are  among  the  considerable  and  growing  number  of  com- 
panies who  believe  in  taking  pen  in  hand  to  make  good  use  of  the  second 
oldest  form  of  human  communication.  Each  new  stockholder  receives  a 
personal  letter  from  me,  as  chief  executive,  when  he  first  becomes  an 
owner  of  the  company.  This  letter  solicits  his  active  interest  and  support 
and  assures  him  of  the  accessibility  of  any  member  of  management  to 
discuss  or  explain  such  phases  of  the  operation  as  may  be  of  particular 
interest  or  concern.  Throughout  the  year,  the  stockholder  is  kept  informed 
of  the  company's  progress.  This  is  done  by  means  of  personal   letters 
enclosed  with  the  company's  dividend  checks.  They  are  written  in  a  direct, 
friendly,  and  informal  vein  and  deal  with  all  aspects  of  the  business.  If 
a  communications  program  is  to  be  effective,  it  must  deal  honestly  and 
boldly  with  both  sides  of  the  scale  so  there  are  never  any  punches  pulled. 
If  the  news  is  good,  the  stockholder  is  told.  If  it  is  not  good,  he  is  told  just 
as  promptly  and  just  as  clearly. 

Although  many  companies  use  a  printed  leaflet  to  do  this  job  of  stock- 
holder communications,  it  is  my  personal  conviction  that  the  letter  gets 
better  readership  and  acceptance.  Because  of  the  speed  with  which  it  can 
be  produced,  it  is  always  timely.  It  also  is  informal  and  thus  establishes 
a  personal  relationship.  It  is  inexpensive  and  thus  free  from  a  common 
stockholder  complaint,  that  of  wastefulness.  All  these  factors  make  it  an 
ideal  method,  short  of  personal  contact,  for  maintaining  good  stockholder 
relations. 

The  subject  of  stockholder  relations  is  dealt  with  elsewhere  in  this 
Handbook.  I  shall  not  go  further  into  it  here  except  for  one  aspect,  which 
I  mention  because  it  has  a  distinct  bearing  on  community  relations.  It 
is  that  of  holding  annual  stockholders'  meetings  at  plant  locations.  This 
is  a  most  rewarding  experience  and  one  I  recommend  to  any  organization. 
Its  benefits  are  twofold:   (i)  the  stockholder  receives  an  actual  sense  of 
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audience,  and  a  direct  line  of  communication-for  telhng  our  stor, 
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ning  to  come  m  for  ^P--;  ---^^  p  ten\  ^f ^^^^^^^^^^^^^      for  telling  the 
recognize  at  an  -''l-;  ^^'^^^^  ^d',P°  '"bv  the  nature  of  their  work. 


TOP  management's  responsibility  to  the  community  1129 

effective  spokesmen.  If  we  can  convince  the  American  salesman  to  sell  the 
way  we  produce  as  much  as  what  we  produce,  we  shall  have  won  a  major 
part  of  the  battle. 

Employee  Relations.  While  the  stockholder,  the  supplier,  and  the  sales- 
man are  all  important  members  of  our  corporate  community,  it  has  long 
been  evident  that  the  single  most  important  member  is  the  employee. 
Regardless  of  his  rank  in  the  organization,  the  employee  is  a  corporate 
citizen  with  all  the  privileges  of  casting  his  opinion  either  for  or  against 
the  company.  Surveys  substantiate  that  the  employee  is  the  biggest  single 
factor  in  molding  community  thinking.  In  town  after  town,  it  is  the 
employee  who  sets  the  tone  for  the  community's  attitude  toward  the 
company.  Because  of  his  association,  he  is  considered  the  best  possible 
source  of  information  on  company  plans,  policies,  aims,  and  objectives. 
It  is  estimated  that  at  least  fifty  people  in  each  community  are  directly 
influenced  by  what  he  says  and  how  he  interprets  the  company's  position. 
These  fifty  people  include  his  doctor,  dentist,  lawyer,  clergyman,  barber, 
bartender,  gas  attendant,  and  the  man  who  sells  him  his  daily  paper.  They 
also  include  the  salespeople  in  the  retail  stores  where  he  shops,  the  men 
with  whom  he  bowls,  and  the  group  with  whom  he  plays  cards. 

The  employee  is  additionally  important  because  he  has  a  family,  some 
members  of  which  circulate  in  an  entirely  different  group.  Because  of  their 
relationship,  they  too  are  considered  as  being  "close"  to  the  company  and 
possessing  a  direct  pipeline  to  and  from  it.  Consequently,  they  too  spread 
information  and  knowledge  about  the  organization.  In  view  of  this,  it  is 
important  that  we  recognize  good  industrial  relations  as  the  foundation 
of  our  community  relations  program. 

Our  task  of  making  the  employee  a  good  corporate  citizen  and  spokes- 
man is  considerably  eased  by  the  fact  that  it  is  a  rare  employee  who  is 
not— or  at  least  does  not  want  to  be— proud  of  the  place  in  which  he  works 
and  the  community  in  which  he  lives.  He  is  happiest,  and  at  his  most 
productive  level,  when  the  company  which  employs  him  and  the  com- 
munity in  which  he  lives  have  a  correlation  of  interests.  He  can  be  a 
powerful  force  in  helping  to  create  such  harmony. 

In  this  era  of  mass  communication  and  easy  transportation,  the  em- 
ployee has  also  developed  to  a  high  degree  the  capacity  for  comparison, 
for  evaluating  how  his  company  measures  up  against  others.  He  is  also, 
like  other  Americans,  by  nature  a  joiner.  If  his  family  has  young  children 
in  it,  he  or  his  wife  is  almost  sure  to  be  a  member  of  the  PTA  or  Better 
School  Groups.  Business,  professional,  entertainment,  and/or  social- 
cultural  associations  interest  him.  Understandably,  the  church  of  his  re- 
ligious belief  receives  his  intensive  support.  Increasingly,  political  activity 
has  come  to  be  of  serious  concern;  many  employees  engage  in  part-time 
politics  as  candidates  or  government  officeholders. 
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In  all  these  local  activities,  the  employee  is  a  potent  force  for  or  against 
the  company.  Relying  on  information,  lack  of  information,  or  misinfor- 
mation, he  is  constantly  forming  his  own  opinions  and  influencing 
countless  other  members  of  the  community  to  form  their  opinions;  thus, 
in  his  position  as  a  disseminator  of  company  news  and  views,  he  can  either 
sell  the  organization  or  give  it  a  bad  name.  Fortunately,  given  a  fair 
break,  he  would  rather  do  the  former,  for  he  identifies  himself  with  the 
company  for  which  he  works  and  carries  this  association  over  into  his 
personal  life.  He  can  derive  great  personal  satisfaction  from  being  a  mem- 
ber of  a  company  that  is  well  thought  of  in  the  community.  If  his  com- 
pany is  known  as  a  leader,  he  will,  quite  naturally,  take  even  more  pride 
in  his  relationship  with  it. 

First  and  foremost,  then,  our  responsibility  as  members  of  management 
is  to  sell  our  own  corporate  citizens  on  the  virtues  of  our  organization 
and  what  it  is  we  represent.  We  must  recognize  that  the  corporate  citizen, 
be  he  employee,  stockholder,  supplier,  or  salesman,  constitutes  the  first 
line  of  our  community  relations  offensive.  It  is  he  who  sells  our  reputation 
to  the  world,  being,  in  effect,  a  small  broadcasting  station  constantly 
transmitting  to  his  family,  friends,  and  associates  his  opinion  of  the 
corporate  way  of  life.  It  is  important  that  we  give  our  corporate  citizen 
something  of  which  to  be  proud  and  that  we  make  him  feel  a  part  of 
the  team  responsible  for  broadcasting  our  corporate  story. 

The  Company  in  the  Community.  What  about  our  relationship  with  the 
outside  community?  What  is  our  proper  role  in  its  life?  ^Vhere  do  we  fit 
in?  Most  companies  have  come  to  regard  themselves  as  "corporate  citizens" 
of  the  communities  in  which  they  operate.  And  that  is  just  what  our  re- 
sponsibility is-to  be  a  good  citizen,  a  good  neighbor.  AVe  can  be  nothing 
more.  We  must  be  nothing  less. 

As  should  each  of  its  citizens,  we  must  constantly  strive  to  make  a  real 
contribution  to  the  town's  welfare  and  growth.  To  do  this: 

We  will,  first,  conduct  our  own  business  on  a  sound  and  profitable  basis. 
Financially,  morally,  and  socially,  we  will  keep  ourselves  on  a  high 
level. 

To  the  best  of  our  ability,  we  will  provide  a  steady  level  of  employ- 
ment and  good  working  conditions. 

We  will,  as  much  as  possible,  buy  our  supplies  locally  so  that  the  com- 
munity benefits  from  the  circulation  of  this  money. 

If  the  community  has  a  problem,  we  will  consider  it  also  our  problem 
and  do  our  part  to  help  solve  it. 

We  will  encourage  our  corporate  citizens  to  take  part  in  local  activities, 
local  government,  and  civic-benefit  programs. 
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We  will  keep  our  manufacturing  and  other  facilities  as  attractive  as 
possible,  just  as  any  good  citizen  keeps  his  house  painted  and  his  front 
yard  neat. 

And  just  as  the  local  citizen  is  expected  to  contribute  to  his  community 
chest  and  other  local  charitable  organizations,  so  too  will  we  be  a  con- 
tributor. 

At  all  times,  our  creed  will  be  that  we  will  do  our  best  to  be  a  mannerly 
neighbor,  eager  and  willing  to  be  a  good  corporate  citizen.  We  should 
also,  however,  make  it  very  clear  that  this  is  a  matter  of  give  and  take  and 
that  we  expect  our  neighbors  to  be  equally  considerate  and  cooperative. 

We  must  make  it  clear  to  our  community  neighbors  that  we  cannot  be 
the  town  Santa  Claus,  who  pays  for  everything,  or  the  town  whipping 
boy,  apologetic  and  ever  on  the  defensive  just  because  we  happen  to  be  a 
business  organization.  If  our  new  manufacturing  process  unexpectedly 
creates  a  smoke  problem,  we  will  correct  the  situation.  We  will  expect, 
though,  and  have  every  right  to  do  so,  that  once  we  explain  our  desire  to 
be  cooperative,  we  will  be  given  adequate  time  to  do  the  job.  We  do  not 
expect  the  town  fathers  to  pass  a  city  ordnance  closing  down  our  plant  in 
the  interim.  This  is  the  attitude  that  we  must  constantly  strive  to  impress 
upon  our  local  communities— that  we  are  cooperative  and  eager  to  do  our 
share  and  that  we  are  hopeful  that  these  qualities  in  us  will  beget  the 
same  qualities  from  the  communities  in  which  we  live. 

Support  Basic  American  Institutions 

Corporate  support  for  many  of  our  social  institutions  must  be  financial 
as  well  as  moral.  Many  of  them  are,  by  their  very  nature,  not  self-support- 
ing, yet  so  traditionally  are  they  bound  to  our  ideals  of  freedom  and 
equality  of  opportunity  that  their  continued  existence  must  be  assured.  In 
the  past,  much  of  the  support  of  these  worthy  causes  came  from  private 
wealth  in  a  continuation  of  the  deeply  rooted  European  tradition  that 
the  lord  of  the  manor  was  responsible  for  the  welfare  of  his  serfs,  later 
his  tenants.  In  America,  an  inequitable  tax  structure  has  made  the  amass- 
ing of  such  wealth  a  thing  of  the  past.  It  is  unlikely  that  we  shall,  in  the 
future,  produce  many  Carnegies— men  who,  from  their  own  pockets,  can 
put  a  public  library  into  every  major  city  in  the  country. 

If  this  source  of  revenue  is  shut  off,  as  indeed  it  appears  to  be,  where 
then  can  our  institutions  turn  for  support?  Foundations,  of  course,  supply 
one  of  the  answers,  but  we  must  also  remember  that  foundations  are 
limited  by  the  provision  of  their  charters  and  in  regard  to  the  amount 
they  are  allowed  to  contribute.  It  is  doubtful,  too,  that  many  more  will 
come  into  existence,  for  only  a  very  rich  man  can  initiate  such  a  fund,  and 
under  our  present  tax  structure,  there  are  not  many  very  rich  people  left. 
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Foundations  are,  indeed,  a  part  of  the  answer,  but  are  a  small  part  and  do 
not  solve  the  whole  problem. 

There  is,  of  course,  the  possibility  of  government  support  for  these 
institutions.  It  is  a  possibility  most  of  us  Americans  find  completely  un- 
acceptable. Such  support,  being  political  rather  than  reaHstic  in  nature, 
tends  to  be  wasteful  and  follows  assistance  with  control.  It  is  unfortu- 
nately a  fact  of  life  that  the  bigger  we  allow  our  government  to  grow,  the 
more  we  are  governed  and  the  less  freedom  we  have. 

It  is  becoming  increasingly  evident  that  the  only  possible  way  for 
many  of  our  social  institutions  to  keep  functioning  is  by  the  support  of 
the  pubHc  as  a  whole  and  of  private  industry  as  an  important  segment 
of  our  society.  Business  must  now  take  up  the  role  formerly  filled  by  in- 
dividual philanthropists,  for  although  it  has  no  right  to  give  money  away 
for  the  sheer  pleasure  or  prestige  of  giving  it,  business  does  have  the  right, 
and  the  obligation,  to  invest  some  of  its  resources  in  those  institutions 
which  will  help  preserve  our  basic  American  freedoms  and  privileges.  In 
thus  investing  some  of  its  resources,  industry  will  assure  itself  of  the 
continuing  healthy  business  climate  necessary  to  its  existence. 

Institutions  Worthy  of  Industry  Support.  Let  us  examine  some  of  the  in- 
stitutions to  which  industry  may  properly  give  support. 

First,  it  must  support  business  associations.  Business  needs  the  power 
of  combination.  It  needs  such  power  for  research,  for  legislative  action. 
for  cross  information.  The  support,  however,  must  be  selective,  for  the 
trouble  with  associations  is  that  we  seem  to  have  too  much  quantity  and 
too  little  quality.  Many  associations  seem  to  exist  primarily  for  the  per- 
petuation of  the  jobs  of  staff  members.  When  this  situation  exists,  let  us 
be  fully  cognizant  that  we  ourselves  are  to  blame.  This  condition  stems 
directly  from  a  lack  of  interest  and  leadership  on  the  part  of  business  and 
a  lack  of  supervision  by  business.  If  we  are  to  be  honest  with  ourselves,  I 
fear  we  shall  have  to  admit  that  we  have  been  guilty  of  the  crmie  of 
making  the  biggest  contribution  to  the  most  vocal  group,  or  the  one  for 
which  a  friend  approached  us,  or  the  one  which  put  on  the  most  pressure. 
At  the  same  time,  we  may  well  have  rendered  ineffective,  for  lack  of 
funds,  a  really  productive  and  needed,  but  inarticulate  association. 

Second,  we  must  support  education.  It  is  a  relatively  new  field  of  ni- 
terest  for  the  American  corporation,  yet  it  is  one  of  the  most  important. 
Each  year  our  school  population  grows  by  one  million  children,  and  we 
have  all  become  aware  of  the  problem  of  getting  these  youngsters  educated 
-not  only  in  getting  them  educated,  but  in  getting  them  educated  so  that 
they  will  be  able  to  take  their  place  in  this  world  as  responsible  American 

citizens. 

For  several  reasons,  business  has  a  very  particular  stake  m  the  educa- 
tional processes  and  facilities  of  our  country.  For  one  thing,  automation 
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is  now  well  on  its  way,  and  contrary  to  the  general  impression  abroad, 
it  will  not  displace  workers,  but  will  in  the  long  run  upgrade  them.  It  will 
thus  demand  a  new  type  of  employee,  a  man  (or  woman)  vastly  more 
skilled,  more  trained,  more  technically  attuned  to  the  times  in  which  we 
live.  Our  factories  of  the  future  will  not  be  run  by  the  unskilled  manual 
labor  which  did  the  job  in  the  past.  They  will  be  run  by  competent  men 
and  women  trained  in  the  educational  institutions  of  our  country.  If,  for 
lack  of  funds,  we  let  the  doors  to  learning  shut,  we  shall  also  close  the 
door  to  our  future  source  of  productivity. 

Another  justification  for  business  support  of  education  is  that  the 
growth  of  any  industry  can  only  be  assured  by  a  steady,  continuing  supply 
of  educated  manpower.  It  is  for  this  reason  that  management  must  not 
limit  its  support  to  the  purely  technical  or  trade  school.  We  know  from 
experience  that  even  in  industries  based  on  science  and  engineering,  man- 
agerial and  executive  posts  demand  the  broadly  cultivated  minds  of  men 
trained  in  the  liberal  arts.  Technical  training  may  give  a  man  an  ad- 
vantage for  his  first  few  years  in  business,  but  after  that  period,  other 
abilities,  those  taught  by  the  liberal  arts,  count  for  more  than  technical 
training.  The  fact  is  that  education— broad  education,  not  just  technical 
knowledge— fosters  the  ability  to  make  decisions.  This  ability  is  an  im- 
portant part  of  the  well-rounded  background  every  business  executive 
must  possess  to  be  successful. 

These  reasons,  however,  are  only  a  small  part  of  the  story.  A  far  bigger 
one  is  that  the  world  is  now  fighting  a  battle  of  ideologies.  From  both 
within  and  without  we  are  being  subjected  to  pressures  which  have  as 
their  objective  the  destruction  of  those  individual  freedoms  which  have 
made  our  nation  great.  Only  an  alert  and  educated  citizenry  will  enable 
us  to  win  this  battle,  for  only  such  a  citizenry  will  pursue  enlightened 
social,  political,  and  economic  policies,  and  thus  demonstrate  to  the  world 
that  the  free  enterprise  system  of  the  twentieth  century  comes  closer  than 
any  other  system  to  the  fulfillment  of  the  needs  and  desires  of  men  and 
women  everywhere. 

Industry  support  for  education  should  also  include  agencies  of  self- 
education,  often  the  best  means  of  individual  improvement.  These  facil- 
ities, such  as  libraries,  museums,  public  lectures,  and  adult  education 
courses,  often  provide  the  sole  practical  means  by  which  the  individual 
person  can  better  himself.  They  deserve  all  the  assistance  business  can 
give  them. 

Among  the  other  legitimate  uses  to  which  industry  may,  and  should, 
put  a  fair  share  of  its  profits,  local  community  projects  rank  high.  If  we 
want  our  town  to  be  interested  in  us,  we  had  better  be  interested  in  it. 
Intelligently  and  constructively  spent,  the  money  we  put  into  community 
projects  comes  back  to  us  many  times  over.  People  like  to  live  in  a  town 
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that  has  cukural  advantages,  where  their  children  may  attend  a  good 
school,  where  law  and  order  prevail,  where  health  standards  are  high. 
The  dollars  we  spend  in  helping  a  town  achieve  these  goals  return  to  us 
via  a  more  stable  and  higher-type  work  force  and  a  ready  supply  of  new 
help.  It  makes  a  return  trip  with  the  understanding  we  receive  when  we 
come  upon  bad  times  and  have  to  make  layoffs.  It  comes  back  to  us  in 
the  consideration  with  which  we  are  treated  when  we  meet  with  the  town 
council  on  zoning  problems.  There  is  a  real  dollars-and-cents  value  in 
having  a  business  operate  in  a  community  in  which  civic,  social,  and 
cultural  relationships  are  good. 

Determining  Corporate  Contributions.  The  most  perplexing  problem  in 
any  corporate  "design  for  giving"  program  is,  of  course,  to  ^vhich  of  manv 
worthy  agencies  to  give  and  how  much.  Many  companies  are  begmnmg 
to  find  out  that  what  Andrew  Carnegie  said  was  true.  It  is  a  lot  harder 
to  give  money  away  intelligently  than  it  is  to  make  the  money  in  the 

first  place. 

In  many  companies,  there  is  a  lamentable  tendency  on  the  part  of  man- 
agement to  let  personal  enthusiasm  be  the  guiding  factor  in  both  the  size 
and  character  of  its  financial  support.  Pet  projects  of  the  top  executive 
frequently  lap  up  a  major  portion  of  available  funds.  ^Ve  do  this  because 
we  are,  after  all,  only  human  beings  and  so  exercise  human  tendencies. 
Unfortunately,  to  show  prejudice  or  favoritism  in  the  selection  of  which 
agencies  receive  corporate  support  is  not  good  business  or  good  com- 
munity relations. 

A  practical  and  effective  corporate  giving  program  must  take  into  ac- 
count many  factors.  These  include  the  company  philosophy,  its  financial 
resources,  its  position  in  the  communities  in  which  it  operates,  its  line 
of  business  activity,  industry  practice,  and,  most  important,  employee  and 
stockholder  interests.  Once  these  factors  are  established  and  studied,  it 
becomes  relatively  simple  to  draw  up  the  written  policy  which  should 
govern  all  such  programs. 

In  my  own  company,  a  committee  composed  of  the  vice  president  for 
finance,  the  vice  president  for  human  relations,  the  manager  of  employee 
relations,  the  controller,  and  myself  pass  on  all  requests  for  financial 
assistance.  The  committee  has  the  responsibility  for  making  certain 
that  each  contribution  measures  up  to  the  basic  objectives  of  our  pro- 
gram. 

To  establish  and  maintain  good  relations  between  the  Corporation  and 
its  stockholders,  the  business  community,  its  industry  and  trade,  and  the  separate 
communities  in  which  it  operates  or  has  residence 

To  support  worthy  organizations  by  contributions  in  amounts  ^^-hlch 
are  in  keeping  with  good  corporate  citizenship  and  prudent  budgetary  con- 
siderations 


TOP  management's  responsibility  to  the  community  1135 

The  total  amount  of  all  contributions  is  determined  at  the  beginning 
of  the  fiscal  year  by  the  corporate  contributions  committee,  which  gives 
due  regard  to  the  economic  health  of  the  company  and  the  Federal  in- 
come tax  status  of  the  contribution  deduction  for  that  year. 

As  a  multiplant  corporation,  we  make  certain  that  all  division  budgets 
are  drawn  up  and  administered  by  each  division  itself  so  that  the  con- 
tribution comes  from  the  local  plant  or  division  and  so  that  the  local 
people,  rather  than  a  distantly  located  and  impersonal  "general  executive 
headquarters,"  get  the  credit.  Each  operating  unit  sets  up  its  own  internal 
procedures  for  processing  contribution  requests  and  is  allowed  to  use  its 
own  discretion  in  the  allocation  of  allotted  funds.  Well-recognized  or- 
ganizations are  given  every  consideration,  and  their  requests  weighed  in 
relation  to  the  contribution  they  make  to  the  community.  We  also  have 
a  well-established  policy  that  in  the  matter  of  refusals  no  division  manager 
is  ever  to  pass  the  buck  with  a  "general  headquarters  turned  it  down" 
excuse.  Conversely,  we  have  another  well-established  procedure  by  which 
a  special  headquarters  reserve  fund  may  be  drawn  on  for  emergency  ap- 
peals. 

Annually,  at  both  headquarters  and  division  locations,  each  contribu- 
tion list  is  reexamined  to  ensure  that: 

1.  Proper  proportion  exists  among  recipients.  , 

2.  Recipients  are  using  contributed  funds  as  represented. 

3.  Each  contribution  meets  general  community  standards  as  to  amount. 
Although  the  procedure  outlined  works  well  for  our  company,  it  may 

not,  of  course,  meet  the  needs  of  many  other  organizations.  Many  com- 
panies will  find  it  advisable  and  preferable  to  set  up  corporate  charitable 
foundations  to  stabilize  donations  despite  shifts  in  their  earnings  position. 
Whichever  way  is  selected,  two  factors  remain  consistent  and  unchanging. 
The  corporate  gift  program  must  be  planned,  and  it  must  be  tailored 
to  fit  the  organization  it  serves. 

Communicate 

Even  if  we  pursue  enlightened  and  progressive  management  policies, 
we  may  fail  to  get  credit  for  them  because  no  one  knows  of  them.  It  is 
no  longer  sufficient  just  to  live  well  and  be  a  good  neighbor.  We  must  also 
let  the  world  know  how  we  are  performing.  As  a  result,  an  important 
ancillary  segment  of  any  community  relations  program  is  making  sure 
the  community  knows  what  we  are  doing  and  why. 

I  have  often  thought  that  management  of  a  hundred  years  ago  had 
the  proper  technique  for  working  with  people.  It  did  not  utilize  the 
technique  wisely,  but  it  was  available  had  they  desired  to  do  so.  This 
technique  was  the  direct  contact  between  the  employer  and  all  those 
human  beings  with  whom  he  did  business:  his  employee,  supplier,  cus- 
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Hob 

tomer  and,  if  such  existed,  his  salesman.  Mechanical  communications 
were  unnecessary  because  business  was  small  and  markets  liinited  and 
local  Management  worked  directly  with  its  people.  Because  of  this,  the 
boss  had  an  intimate  knowledge  of  whom  he  was  doing  busmess  with  and 
what  they  were  thinking.  Although  often  ruthless  and  paternal,  earlier 
management  conducted  its  business  in  a  way  that  made  each  man  feel  a 

^""unfonunately,  personal  contact  is  no  longer  always  available  to  us, 
and  we  must  rely  on  more  formal  communications  programs  to  tell  our 
story  to  the  community.  Such  programs  should  be  carried  out  by  people 
experienced  and  trained  in  this  branch  of  the  social  sciences.  ^\  e  know 
so  much  in  so  many  fields,  it  is  a  pity  our  knowledge  is  so  extremelv 
limited  when  it  comes  to  understanding  man  himself  and  the  approaches 
to  which  he  will  respond.  In  view  of  this,  the  task  of  telling  our  storv  to 
the  community  is  one  for  the  experts. 

To  accomplish  his  task,  the  communications  practitioner  will  make  use 
of  a  number  of  communication  channels.  Management  should  have  a 
broad  general  knowledge  of  what  these  channels  are  and  a  few  of  the 
specifics  that  make  them  valuable.  . 

Vse  of  Attitude  Surveys.  The  first  step  in  establishing  an  effective  com- 
munications program  is  an  attitude  survey  to  find  out  exact  v  what  the 
community  does  know  and  think  of  our  organization.  Usually,  it  is  ^er^ 
little   It  is  a  cruel  fact  o£  life  that  often  it  is  not  what  the  facts  are  that 
determines  a  person's  conduct,  but  what  that  person  flunks  the  facts  are. 
An  experience  we  had  during  the  war  taught  me  the  value  of  a  good  sur- 
vey  One  of  our  larger  companies  was  engaged  in  vital  government  work 
and  just  could  not  seem  to  attract  a  sufficient  number  of  workers.  None 
of  us  could  determine  why  this  was  so.  The  pay  was  fair;  working  con- 
ditions were  good.  The  company  had  received  an  award  from  the  Na- 
tional Safety  Council  for  its  fine  record.  In  desperation,  ^e  decided  to 
conduct  a  community  survey  to  discover  just  what  was  wrong  W  hat  came 
out  of  the  survey  was  simply  astonishing.  It  showed  that  the  people  of 
the  community  believed  the  plant  to  be  a  dangerous  place  in  which  to 
work.  Adequate  pay  and  employee  benefits  could  not  overcome  the  belief 
that  a  man's  life  with  the  company  was  only  good  for  a  few  years.  Once  we 
knew  the  source  of  the  trouble,  we  were  able  to  correct  the  situation 
speedily   Until  we  knew  what  it  was  we  were  fighting,  however,  we  weie 
helpless  This  experience  made  me  a  strong  believer  m  surveys! 

A  good  community-attitude  survey  will  provide  you  with  information 
on  both  tangibles  and  intangibles.  It  will  turn  up  major  sore  spots  such 
as  the  one  I  mentioned  earlier.  It  will  turn  up  lesser  grievances  such  as 
a  housewife's  complaint  that  the  smoke  from  the  factory  turns  her  curtains 
gray   It  will  also,  if  properly  done  by  professionals,  unearth  a  number  of 
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vague  feelings  of  discontent  with  the  company's  community  performance. 
This  is  all  to  the  good,  because  it  is  just  these  indefinite  emotional  re- 
sponses which,  in  a  very  invidious  manner,  will  undermine  the  best  of 
programs.  Human  emotions  govern  without  regard  to  the  facts  and  must 
be  dealt  with  promptly  and  effectively. 

Requisites  of  a  Community  Relations  Program.  With  results  of  the  survey 
in  hand,  your  communication  expert  will  be  in  a  position  to  organize  and 
initiate  a  sound  and  progressive  three-point  program.  The  first  part  will 
be  aimed  at  correcting  those  situations  and  conditions  which  are  a  source 
of  annoyance  to  the  town  and  which  can  be  cleared  up.  The  second  part 
will  be  to  explain  those  situations  which  are  incorrectible.  If  possible,  it 
will  foster  a  tolerance  on  the  part  of  the  townspeople,  in  view  of  more 
important  contributions  the  company  is  making  to  the  social  and  eco- 
nomic life  of  the  community.  The  third  part  of  the  program  will  be  aimed 
at  intensifying  plus  values  which  the  town  itself  already  recognizes,  or  at 
least  of  which  it  is  aware. 

The  mechanics  of  accomplishing  these  three  objectives  are  many  and 
varied.  The  check  list  shown  in  Figure  54-1  was  prepared  by  General 
Electric  and  is  reprinted  here  with  their  permission.  It  is  the  best  such 
listing  I  have  ever  seen  and  covers  the  subject  not  just  adequately,  but 
well.  In  a  treatise  of  this  kind,  two  of  the  programs  mentioned  would 
seem  to  call  for  elaboration.  This  is  because  they  concern  areas  in  which, 
as  managers,  we  often  fail  to  recognize  and  fulfill  our  responsibilities. 

The  first  is  the  matter  of  maintaining  continuing  close  contact  with  the 
press.  Although  the  importance  of  good  relations  with  the  press,  radio, 
and  TV  is  well  accepted  by  most  executives,  we  frequently  fail  to  under- 
stand that  our  responsibility  not  only  means  that  we  must  have  someone 
available  at  all  times  to  answer  inquiries,  but  it  also  means  to  give  out 
with  the  bad  news  as  well  as  the  good.  When  we  have  a  strike  or  a  fire, 
we  must  be  just  as  willing  to  talk  with  the  reporters  and  explain  the 
circumstances  as  we  are  ready  and  willing  to  talk  to  them  about  the  big 
contribution  our  company  made  to  the  new  community  playground. 

The  other  is  the  plant  visit.  Properly  planned  and  managed,  it  is  one 
of  the  most  effective  methods  known  for  presenting  information  to  the 
community,  provided— and  this  is  an  important  provision— the  visitors 
are  given  an  educational  presentation.  Impressions  made  on  group  visitors 
to  a  plant  are  retained  for  a  surprisingly  long  time,  and  they  are  relayed 
by  the  visitors  to  many  others.  They  supplement  the  written  word  of  our 
community  advertising.  They  provide  opportunities  to  humanize  the  big 
corporation.  As  a  result,  in  planning  such  group  visits,  special  attention 
should  be  given  to  those  we  have  come  to  term  as  community  "thought 
leaders."  These  include  the  clergy  and  religious  organizations,  business 
and   professional   men's    associations,    chambers    of   commerce,    bankers. 


A  CHECK  LIST 


Does  your  Plant  Community  Relations  Program  include  the  following} 


Yes 


Xo 


Periodic  opinion  surveys  to  determine  communty 
"likes"  and  "dislikes"  and  to  serve  as  a  basis  for  plan- 
ning your  PCR  Program. 

Activities  which  will  help  you  interpret  your  plant's 
aims  and  objectives  to  the  following  specific  community 
groups:  clergy,  doctors,  dentists,  nurses,  teachers,  school 
children,  lawyers,  local  businessmen  and  other  civic 
groups. 

Community  mailing  lists  for  distribution  of  Company 
booklets,  employee  papers,  articles,  letters  and  other 
material  to  area  civic  leaders. 

A  well-planned  working  arrangement  with  area  press, 
radio,  and  television  representatives  to  insure  maximum 
coverage  on  local  and  national  issues  affecting  your 
plant. 

A  series  of  newspaper  ads  prepared  to  keep  community 
neighbors  informed  on  highlights  of  plant  activities, 
aims  and  objectives. 

Radio  and  television  sponsored  programs  to  improve 
communications  between  the  plant  and  the  community. 
Speakers  bureau  and  film  library  to  provide  information 
about  the  plant  and  its  activities  to  civic,  social,  edu- 
cational, and  service  clubs. 

Special  events  such  as  open  house  and  plant  tours  to 
show  the  community  how  the  various  products  in  the 
plant  are  made  and  to  demonstrate  the  superior  work- 
ing conditions  and  other   advantages   in   working   for 

G.  E. 

Plant  Community  Relations  Council  enabling  area 
department  representatives  to  contribute  their  ideas 
and  plans  for  participation  in  civic  affairs. 
A  planned  program  to  encourage  Company  employees 
to  participate  in  the  activities  of  civic,  educational,  in- 
dustrial, youth,  hospital,  health  and  other  similar  or- 
ganizations and  agencies. 

A  card  index  system  listing  the  names  of  all  employees 
active  in  civic  affairs  so  that  foremen  and  supervisors 
can  acknowledge  employees'  participation. 
Participation  in  the  exchange  of  Plant  Community  Re- 
lations ideas  and  techniques  by  submitting  material  for 
G.   E.  Plant  Community  Relations  Revieiv. 


Fig.  54-1.  A  community  relations  program  check  list.  {Reprinted  with   the  permission 

of  the  General  Electric  Company) 
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luncheon  groups,  educators,  women's  activity  groups  such  as  the  PTA  and 
League  of  Women  Voters,  even  barbers  and  hairdressers.  All  these  people 
are  active  and  interested  in  community  life.  They  exert  a  tremendous 
influence  on  it  because  what  they  say  carries  moral  conviction.  Whenever 
we  have  the  chance  to  host  such  groups,  we  should  make  sure  that  they 
receive  (i)  a  chance  to  see  the  plant,  its  people,  and  its  operations;  (2) 
an  opportunity  to  meet  the  executives  of  the  company  and  to  exchange 
views  with  them;  and  (3)  an  explanation  of  how  the  company  benefits 
the  local  economy.  We  should  make  very  sure  that  our  visitors  receive  no 
less  than  these  three  positive  values.  In  addition,  our  visitors  should  leave 
our  manufacturing  facility  with  a  very  clear  picture  of  our  company  as 
just  one  among  many  organizations  who  are  not  just  "thumbing  a  ride" 
along  the  American  Way,  but  are  helping  to  build  it. 

Constructive  Industry  Action.  All  our  community  relations  efforts  in- 
evitably bear  greatest  fruit  when  we  leave  our  own  four  walls  and  go  out 
into  the  town  itself  to  be  of  service.  Consider  the  interesting  ways  in 
which  some  organizations  have  increased  their  prestige  and  value  in  the 
community. 

One  company  loaned  its  public  relations  staff  to  the  town's  community 
chest  committee  for  its  annual  fund  raising  drive. 

Another  issued  an  Annual  Report  to  the  Community,  stressing  not  only 
its  own  contribution,  but  facts  and  figures  on  how  the  town  had  grown 
and  progressed  the  previous  year.  It  has  since  become  a  handy  reference 
guide  for  all  residents. 

A  trucking  company  ran  a  Saturday-morning  course  in  driver  training 
for  the  town's  teen-agers. 

Another  organization  paid  one  weekly  payroll  in  silver  dollars  so  that 
the  community  could  see  just  how  much  its  employees  contributed  to 
local  enterprises. 

Executives  of  a  rubber  company  gave  a  course  in  business  management 
for  high  school  students. 

Another  company,  forced  to  move  its  plant  location,  ran  ads  in  the 
local  newspaper  and  set  up  an  employment  office  in  town  to  help  find 
jobs  for  those  employees  who  did  not  want  to  move. 

It  will  readily  be  seen  that  none  of  these  programs  cost  very  nruch 
money;  none  were  giveaways.  Yet  all  of  them  let  the  community  know 
that  the  business  organization  involved  was  not  just  a  spectator  to  what 
was  going  on  in  the  community,  but  an  interested  participant.  All  of 
them  provided  an  avenue  of  communication  by  which  the  community 
became  better  acquainted  with  local  industry  and  its  people.  They  all 
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followed  the  modern  concept  of  putting  the  accent  on  mutual  participa- 
tion between  industry  and  the  community. 

Provide  Leadership 

Enlightened  management  has  come  to  realize  that  what  happens  -uith- 
out  its  four  walls  is  often  as  important  as  what  happens  withm  them. 
So  too,  must  modern  management  recognize  that  providmg  intelligent 
leadership  is  one  of  the  most  important  aspects  of  its  community  re- 

sponsibihty^^^^  days  of  our  country,  Americans  were  independent  and 
self-sufficient  people.  As  we  became  more  and  more  an  organized  societv, 
however,  and  more  particularly  a  society  of  highly  specialized  talents,  we 
also  tended  to  become  more  dependent  on  others.  As  a  result,  most 
Americans  feel  the  need  to  organize  with  others  who  have  common  aims. 
Management  should  be  aware  that  there  is  much  to  lose  by  allowing 
its  corporate  and  community  citizens  to  become  influenced  erroneouslv 
by  projects  or  organizations  which  have  limited  and/or  selfish  viewpoints. 
If  this  is  to  be  prevented,  management  must  supply  a  leadership  from  its 

own  ranks.  .  ,  •     i     i     ^u^ 

We  have  ample  evidence  that  the  corporate  citizen,  particularh  the 
employee,  tends  to  identify  himself  with  the  corporation  with  which  he 
is  associated.  What  is  more  natural,  then,  than  that  he  should  look  to 
the  opinions  of  his  corporate  leaders  as  a  guide  toward  the  worthiness 
of  various  community  activities  and  projects?  In  turn,  because  the  em- 
ployee is  such  an  important  part  of  the  community  in  which  he  hves  what 
is  inore  natural  than  that  other  members  of  the  same  community  should 
also  look  to  the  business  executive  for  leadership?  ,.,      u 

The   task  of  supplying  this  needed  guidance  is  one  for  which  the 
businessman  is  peculiarly  well  suited.  As  a  management  person   respon- 
sible for  the  welfare  of  his  employees  and  the  interests  of  his  stockholdeis, 
he  occupies  his  present  position  because  he  has  proved  his  abilitv  to 
organize,  to  make  important  decisions,  to  get  things  done.  We  all  kno^s 
that  the  worth  of  a  manager  is  in  direct  proportion  to  the  amount  of  ^vork 
he  can  get  others  to  produce.  We  know,  too,  that  he  has  intelligence, 
that  he  knows  how  to  get  results,  that  he  is  educated   Equally  .ve  1   we 
know  that  if  he  is  really  a  manager,  he  has  an  outlook  bigger  than  that 
of  his  own  personal  ego.  There  is  no  member  of  any  other  group  in 
American  society  who  can  outpoint  the  business  manager  on  the  reqture- 
ments  of  leadership.  He  should  exercise  these  same  qualities  on  behalf 
of  the  entire  community,  for  the  work  he  does  in  providing  leadership 
for  various  aspects  of  community  life  is  a  stone  of  the  foundation  on 
which  a  better  national  life  will  be  built. 
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It  has  become  very  evident  in  recent  years  that  if  management  does  not 
contribute  its  full  share  of  such  needed  leadership,  others-less  capable 
and  objective  in  their  thinking— will.  Local  government,  planning  and 
financing,  the  very  basic  problems  of  sewage  disposal,  highways,  traffic, 
the  need  for  parking  facilities— these  are  basic  problems  to  both  the  com- 
munity and  its  citizens.  It  is  in  just  this  area  of  local  government  and 
local  life  that  the  management  man  can  not  only  effectively  sell  his 
company's  name  and  reputation,  but  can  also  exert  a  definite  influence 
in  helping  all  members  of  the  community  to  understand  the  economic 
facts  of  life. 

If  the  manager  is  above  this  kind  of  local  leadership  or  too  busy  to 
exercise  it,  he  may  some  day  find  himself  with  no  influence  to  exert. 
Equally  important,  he  must  help  to  develop  the  same  qualities  in  others. 
The  preservation  of  democracy  requires  more  than  just  courage;  it  re- 
quires the  development  of  men  and  women  who  can  stand  on  their  own 
two  feet  without  the  emotional  need  for  having  someone  else  tell  them 
what  to  do  and  think.  We  shall  not  long  be  able  to  avail  ourselves  of  the 
advantages  of  our  free  society  if  we  are  not  also  willing  to  accept  the 
disciplines  and  demands  it  places  upon  us. 

SUMMARY 

We  live  in  an  age  of  astounding  scientific  and  technical  discovery  and 
development.  We  have  the  highest  material  standard  of  living  ever 
achieved  in  the  history  of  man.  In  the  space  of  a  few  decades,  we  have 
transformed  this  nation  from  a  simple  society  of  farms,  small  towns,  and 
individual  independence  to  a  complicated  society  centered  in  huge  towns 
with  hundreds  of  smaller  towns  tightly  clustered  around  them,  with  the 
consequent  concept  of  people  in  the  mass  replacing  the  feeling  of  in- 
dividual personalities.  In  all  this  amazing  and  rapid  development  which 
we  call  progress,  we  have  failed  dismally  to  develop  the  most  important 
qualities  of  all:  the  moral  integrity  and  sense  of  values  necessary  to  cope 
with  and  control  the  social  and  economic  forces  which  we  are  creating. 

Thus  it  is  that,  as  we  concentrate  our  attention  on  the  many  immediate 
problems  facing  us  in  the  field  of  community  relations,  we  should  not 
lose  sight  of  exactly  what  it  is  we  are  trying  to  defend  and  promote. 

Underlying  all  our  approaches  to  community  relations  must  be  those 
broad  principles  on  which  we,  as  Americans,  all  agree. 

We  believe  in  freedom  of  speech— that  every  man  has  a  right  to  his  say. 

We  believe  that  we  have  the  right  to  live  better  and  more  secure  lives, 
generation  by  generation. 
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We  believe  that  no  man's  hands  should  be  tied  in  his  attempt  to  make 
a  better  life  for  himself,  provided  he  does  not  impinge  on  or  violate  the 
rights  of  others. 

We  believe  that  no  man  should  be  cheated  or  hampered  or  exploited. 

We  believe  in  solving  our  problems  on  a  basis  which  recognizes  no 
inherent  classes,  with  justice  toward  all  and  malice  toward  none. 

We  recognize  only  those  social  classes  which  are  based  upon  the  ac- 
complishment of  the  individual. 

There  is  yet  another  belief  we  have.  It  is  that  the  maximum  strength 
of  the  individual  and  the  nation  can  be  had  only  by  encouraging  the 
strong  and  making  the  weak  stronger,  not  by  making  both  weaker  or  bv 
supporting  the  weak  at  the  expense  of  the  strong. 

These  are  the  basic  beliefs  and,  in  America,  the  rights  which  give 
meaning  to  our  lives  as  free  and  independent  men.  They  are  also  the 
rights  which  have  allowed  our  free  economic  system  to  prosper  and  grow. 
In  all  our  national  history,  there  has  never  been  a  time  when  we  were 
unwilling  to  take  up  arms  to  defend  them.  Surely  in  peacetime,  when 
we  have  a  far  less  hazardous  and  costly  manner  of  helping  to  protect 
them,  we  should  be  willing  to  settle  for  no  less  than  our  best  efforts.  For 
industry,  there  is  one  effective  way  in  which  it  may  exercise  its  voice 
and  power  in  behalf  of  these  sacred  principles:  that  is  the  Avenue  of 
Community  Relations.  How  we  proceed  down  this  avenue  in  our  dav-to- 
day  contacts  will  determine  the  measure  of  business's  social  consciousness 
and  its  social  achievement,  in  other  words,  the  measure  of  its  meeting  its 
responsibilities.  The  assumption  of  this  responsibility  augurs  well  for  the 
corporation.  It  will  help  guarantee  the  rights  and  freedoms  which  protect 
our  business  lives.  And  it  will  make  possible  the  opportunities  for  a 
corporation  to  exist  outside  itself-as  a  community  force  as  well  as  a 
maker  of  goods. 

In  turn,  it  can  be  expected  that  by  assuming  community  responsibilities, 
the  corporation  will  grow  in  stature  and  in  applicable  strength  and  that 
this  will  have  its  effect  on  organizations  that  oppose  proper  capitalistic 
growth.  It  can  even  be  hoped  that  greater  corporate  interest  in  the  com- 
munity will  help  create  a  genuine  community  of  interest  in  which  all 
members  work  together  toward  the  common  ends  and  goals. 

Modern  business  philosophy  will  not  permit  any  corporation  to  be  an 
island,  untouched  by  the  problems  of  its  neighbors.  This  is  an  era  of 
mutual  responsibility,  a  responsibility  not  only  to  stockholders  and  em- 
ployees, but  to  entire  communities  as  well.  As  a  result,  the  corporation 
can  expect  to  share  in  the  community's  progress.  The  community  ^vill, 
in  turn,  be  benefited  by  corporate  progress. 
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The  deeply  rooted  rights  of  the  United  States  and  its  competitive 
society  will  be  guaranteed  and  protected  only  if  corporate  management 
realizes  that  the  community  is  now  a  responsibility  which  must  be  met. 
The  very  factors  which  made  possible  the  growth  of  the  corporation  must 
now  be  protected  by  that  corporation.  By  the  very  nature  of  its  existence, 
the  corporation  has  helped  to  create  new  communities  and  has  exerted 
a  powerful  force  in  the  shaping  of  community  segments.  The  community 
must  look,  in  part,  to  its  progenitor  for  protection  and  existence.  The 
corporation  must  meet  this  need  and  accept  its  responsibility. 


^W!!^'«^'-f^''^ 


Charles  Kendrick 

CHAIRMAN,  BOARD  OF  DIRECTORS 
SCHLAGE  LOCK  COMPANY 
SAN  FRANCISCO,  CALIFORNIA 


Charles  Kendrick  was  born  and  resides  in  San  Francisco.  He  is  nation- 
ally known  for  his  wide  business  experience  as  well  as  his  civic  and 
philanthropic  activities. 

At  twenty-six  he  became  a  lawyer.  But  lacking  the  means  to  open 
a  law  office  and  wait  for  a  practice  to  develop,  he  decided  temporarily 
to  go  into  real  estate.  He  continued  in  this  business  up  to  the  begin- 
ning of  World  War  I. 

In  ipi'j  Charles  Kendrick  entered  the  Army  and  served  with  the 
American  Expeditionary  Forces  in  France,  where  he  was  cited  for 
gallantry  in  action  and  was  decorated  with  the  Silver  Star  and  the 
Purple  Heart  by  the  United  States  and  the  Legion  of  Honor  by  France. 
He  was  discharged  from  service  in  February,  1919,  with  the  rank  of 
Major. 

In  1920,  with  three  others,  he  organized  a  corporation  to  manufac- 
ture steel  wool  and  steel-wool  products,  including  the  popular  kitchen 
cleanser  called  S.O.S.  Mr.  Kendrick  was  president  of  the  S.O.S.  Com- 
pany up  to  19^ J,  when  he  arranged  for  its  merger  with  General  Foods. 

In  192^  he  purchased  an  interest  in  the  Schlage  Lock  Company  and 
became  its  president  in  March,  192^.  With  his  usual  business  acumen 
and  keen  discernment,  he  developed  the  Schlage  Lock  Company  into 
a  world-wide  organization.  In  19^0  he  voluntarily  resigned  as  president 
and  became  chairman  of  the  board  of  that  company. 

In  October,  1944,  Charles  Kendrick  and  five  other  men  were  ap- 
pointed by  the  U.S.  War  Department  to  make  a  swvey  of  the  Euro- 
pean theater  of  war.  During  World  War  II  he  seiued  as  a  member  of 
an  advisory  committee  to  the  War  Production  Board. 

For  several  years  he  was  chairman  of  the  board  of  trustees  of  Mills 
College  and  is  now  an  honorary  trustee.  In  19^9  he' was  elected  chair- 
man of  the  advisory  board  of  the  University  of  San  Francisco. 

Photo  by  Maulin  Studios,  San  Francisco 
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Mr.  Kendrick  has  always  been  an  ardent  student  of  economics  and 
social  -welfare. 

March,  i960 


CHAPTER    55 

Business  Ethics 


A  free  economy  cannot  prosper  without  good  business  ethics.  That  is  why 
American  businessmen  should  give  thoughtful  consideration  to  the  vari- 
ous ethical  problems  they  face  in  their  daily  operations.  To  do  so  would 
be  in  accord  with  enlightened  self-interest.  Businessmen  generally  have  a 
normal  desire  to  do  right  for  the  satisfaction  of  their  own  conscience. 
As  a  rule,  they  are  intelligent  men  who  fully  appreciate  their  duty  as 
citizens  to  do  everything  within  their  power  to  preserve  the  system  of  free 
enterprise  through  which  they  and  the  nation  prosper. 

It  is  axiomatic  that  anyone,  anywhere,  who  fails  to  behave  himself  is 
inviting  control  by  some  stronger  authority.  Therefore  it  naturally  follows 
that  any  shortcoming  in  ethical  conduct  by  businessmen  is  more  than 
likely  to  bring  new  laws  designed  to  correct  the  situation. 

Vital  factors,  such  as  the  pressure  of  a  growing  population  and  an  ex- 
panding economy,  often  encourage  the  enactment  of  hampering  controls 
restricting  individual  freedom.  These  controls  tend  to  bewilder  the 
businessman,  who,  as  he  tries  to  cope  with  them,  soon  learns  that  although 
more  people  mean  bigger  markets,  they  also  mean  more  government 
control  of  business.  In  his  dilemma,  he  quickly  finds  that  his  only  safety 
lies  in  conducting  himself  ethically,  and  while  this  may  not  offer  a  com- 
plete solution,  it  is  the  right  way  to  behave  and  holds  for  him  a  maximum 
of  salvation. 

All  this  sums  up  to  the  fact  that  there  should  be  no  essential  difference 
in  ethical  outlook  between  business  and  the  individual.  Both  should 
voluntarily  strive  to  live  by  the  Golden  Rule— a  truly  universal  principle, 
though  differing  slightly  in  interpretation  in  some  countries.  For  example, 
the  Chinese  say,  "Don't  do  to  others  what  you  would  not  have  them  do 
to  you."  We  in  the  Western  world  put  the  principle  more  positively, 
which  is  in  agreement  with  our  dynamic  temperament.  Our  free  economy 
comes  out  of  positive  thinking  and  ethical  action  expressed  over  a 
broad  field. 
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In  the  following  analysis,  it  is  proposed  to  discuss  various  activities  in 
this  broad  field  wherein  the  businessman  is  likely  to  manifest  either  sound 
ethics  or  an  alarming  lack  of  it.  These  activities  will  be  limited  to  his 
relations  with  his  customers,  his  employees,  his  shareholders,  the  com- 
panies with  which  he  does  business,  and  the  community  within  which  he 
operates. 

ETHICAL  RELATIONS  WITH  CUSTOMERS 

In  earlier,  simpler  days,  the  rule  of  caveat  emptor  generally  appHed 
and  buyers  were  expected  to  be  able  to  take  care  of  themselves.  As  a  rule, 
both  buyer  and  seller  were  well  versed  in  agriculture  and  the  limited 
manufactured  products  of  the  day.  Even  such  tricky  things  as  horse  trad- 
ing were  felt  to  have  their  sporting  side  and  were  considered  largelv  a 
matter  of  matching  wits. 

Today  there  is  a  tremendous  diversification  of  products,  and  the  busi- 
ness structure  is  greatly  expanded.  Although  lawmakers  seem  always  ready 
to  put  forward  rules  to  govern  manufacture  and  sale,  it  would  be  a  sad 
thing  for  all  concerned  if  customers  had  no  protection  but  the  law. 

Only  through  dynamic  expression  of  ethical  principle  has  it  been  pos- 
sible to  build  vast  businesses  which  forged  ahead,  not  only  because  of 
novel  basic  ideas,  but  mainly  because  customers  had  confidence  in  them. 
Manufacturers  grow  great  when  the  public  depends  on  them  for  sound 
products  in  the  first  instance  and  for  protection  beyond  the  strict  terms 
of  written  guarantees  where  there  appears  good  cause  for  complamt. 

On  the  reasonable  theory  that  caveat  emptor  has  limits  in  an  advanced 
society,  quite  a  body  of  business  law  has  grown  up  to  protect  the  cus- 
tomer. 

The  following  judicial  decisions  will  serve  to  illustrate  the  great  change 
in  legal  opinion  regarding  the  responsibility  of  the  seller  to  the  buyer 
that  has  taken  place  in  the  past  hundred  years. 

Probably  the  clearest  statement  of  the  old  law  on  buying  and  selling  is 
to  be  found  in  an  interpretation  of  the  Merchandise  Marks  Acts  of  1862 
in  the  case  of  Jones  v.  Just.^  The  decision  of  the  court  was  made  as  fol- 
lows: 

First,  where  goods  are  in  esse  (actual  existence)  and  may  be  inspected  bv  the 
buyer,  and  there  is  no  fraud  on  the  part  of  the  seller,  the  maximum  caveat 
emptor  applies,  even  though  the  defect  which  exists  in  them  is  latent  and  not 
discoverable  on  examination,  at  least  where  the  seller  is  neither  the  grower  nor 
the  manufacturer.  The  buyer  in  such  case  has  the  opportunity  of  exercising  judg- 
ment upon  the  matter,  and  if  the  result  of  the  inspection  be  unsatisfactory,  or  it 
he  distrusts  his  own  judgment,  he  may  if  he  chooses  require  a  warranty.  In  such 
1  Law  Reports  3,  Queen's  Bench  197. 


BUSINESS  ETHICS  1147 

a  case  it  is  not  an  implied  term  of  the  contract  of  the  sale  that  the  goods  are  of 
any  particular  quality  or  are  merchantable.  So  in  the  case  of  the  sale  in  a  market 
of  meat  which  the  buyer  had  inspected,  but  which  was  in  fact  diseased  and  unfit 
for  food,  although  the  fact  was  not  apparent  on  examination  and  the  seller  was 
not  aware  of  it,  it  was  held  that  there  was  no  implied  warranty  that  it  was  fit 
for  food,  and  the  maximum  caveat  emptor  applied. 

Secondly,  where  there  is  a  sale  of  a  definite  existing  chattel  specifically  de- 
scribed, the  actual  condition  of  which  is  capable  of  being  ascertained  by  either 
party,  there  is  no  implied  warranty. 

Thirdly,  where  a  known  described  and  defined  article  is  ordered  of  a  manu- 
facturer, although  it  is  stated  to  be  required  by  the  purchaser  for  a  particular 
purpose,  still  if  the  known  described  and  defined  thing  be  actually  supplied 
there  is  no  warranty  that  it  shall  answer  for  the  particular  purpose  intended  by 
the  buyer. 

Fourthly,  where  a  manufacturer  or  dealer  contracts  to  supply  an  article  which 
he  manufactures  or  produces,  or  in  which  he  deals  to  be  applied  to  a  particular 
purpose,  so  that  the  buyer  necessarily  trusts  to  the  judgment  or  skill  of  the 
manufacturer  or  dealer,  there  is  in  that  case  an  implied  warranty  that  it  shall 
be  reasonably  fit  for  the  purpose  to  which  it  is  to  be  applied. 

Fifthly,  when  a  manufacturer  undertakes  to  supply  goods  manufactured  by 
himself  or  in  which  he  deals,  but  which  the  vender  has  not  had  the  opportunity 
of  inspecting,  it  is  an  implied  term  in  the  contract  that  he  shall  supply  a 
merchantable  article.  And  this  doctrine  has  been  held  to  apply  to  the  sale  of 
an  existing  barge  by  the  dealer  which  was  afloat  but  not  completely  rigged  and 
furnished;  there,  inasmuch  as  the  buyer  had  only  seen  it  when  built  and  not 
during  the  course  of  the  building,  he  was  considered  as  having  relied  on  the 
judgment  and  skill  of  the  builder  that  the  barge  was  reasonably  fit  for  use. 

Basically,  this  framework  of  legal  justice  still  prevails,  though  greatly 
modified  by  subsequent  court  decisions  and  statutes.  For  instance,  v^e  have 
the  decision  of  the  Supreme  Court  of  Washington  in  a  case  decided  in 
1932,  where  the  Court  held  a  manufacturer  of  a  car  liable  to  a  person 
who  purchased  from  a  dealer.  The  purchaser  was  blinded  in  one  eye  when 
the  windshield  shattered  upon  being  struck  by  a  pebble  thrown  by  a  pass- 
ing car.  The  manufacturer  had  advertised  that  the  windshield  was  shatter- 
proof. Under  the  old  law,  the  manufacturer  would  not  have  been  liable; 
it  had  no  contract  with  the  purchaser.  The  court,  in  deciding  against  the 
manufacturer,  gave  the  following  reasons: 

Since  the  rule  of  caveat  emptor  was  first  formulated,  vast  changes  have  taken 
place  in  the  economic  structures  of  the  English  speaking  peoples.  Methods  of 
doing  business  have  undergone  a  great  transition.  Radio,  billboards,  and  the 
products  of  the  printing  press  have  become  the  means  of  creating  a  large  part  of 
the  demand  that  causes  goods  to  depart  from  factories  to  the  ultimate  consumer. 
It  would  be  unjust  to  recognize  a  rule  that  would  permit  manufacturers  of  goods 
to  create  a  demand  for  their  products  by  representing  that  they  possess  qualities 
which  they,  in  fact,  do  not  possess,  and  then,  because   there  is  no  privity  of 
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contract  existing  between  the  consumer  and  the  manufacturer,  deny  the  con- 
sumer the  right  to  recover  if  damages  result  from  the  absence  of  those  qualities, 
when  such  absence  is  not  readily  noticeable. 

Similar  reasoning  was  used  by  the  Supreme  Court  of  Louisiana  in  a 
case  in  which  the  plaintiff  became  ill  after  drinking  a  beverage  from  a 
bottle  in  which  there  was  a  decomposed  fly.  There  the  Court  said: 

It  is  to  be  borne  in  mind  in  these  cases  that  the  defendant  company  is  engaged 
in  the  business  of  distributing  its  beverages  to  the  public  in  sealed  containers 
or  capped  bottles  and  that,  by  the  very  nature  of  its  enterprise,  it  represents, 
we  think,  by  advertisements  extolling  the  quality  of  its  products,  that  it  is  fit 
for  human  consumption  and  free  from  deleterious  matter.  And,  while  there  is 
not  a  direct  contract  to  this  effect  between  the  consuming  public  and  the  manu- 
facturer (as  it  distributes  to  retailers  or  middlemen  who  in  turn  sell  to  the  con- 
sumer), it  is  fair  to  imply  that,  since  the  manufacturer,  in  marketing  its  products 
in  capped  bottles,  intends  them  to  reach  the  consumer  in  the  same  condition 
in  which  they  leave  the  factory,  a  warranty  of  wholesomeness  exists  between  it 
and  the  consumer. 

These  results  have  been  achieved  by  the  courts  by  expanding  the  old 
warranties  of  fitness  and  merchantability  to  meet  current  needs  and  bv 
raising  presumptions  that  merchandise  which  is  so  defective  as  to  cause 
harm  to  the  user  was  negligently  manufactured. 

Nor  are  the  courts  any  longer  favorably  disposed,  as  they  once  were, 
toward  written  disclaimers  of  warranty  or  of  liability  by  manufacturers  or 
dealers.  They  construe  them  narrowly,  so  as  to  avoid  their  effect  whenever 
possible. 

In  the  case  of  the  automobile  manufacturer  previously  mentioned,  the 
dealer's  contract  with  the  purchaser  had  printed  on  the  back  of  it  the 
manufacturer's  warranty,  which  purported  to  limit  the  liability  of  the 
manufacturer.  This  was  held  ineffective  as  between  the  manufacturer  and 
the  purchaser. 

In  another  case,  a  label  was  placed  by  a  manufacturer  on  a  drum  of 
insecticide,  listing  the  ingredients,  and  saying:  "Seller  makes  no  warranty 
of  any  kind,  express  or  implied,  concerning  the  use  of  this  product.  Buver 
assumes  all  risk  in  use  or  handling,  whether  in  accordance  ^vith  directions 
or  not."  It  turned  out  that  the  insecticide  contained  a  weed  killer  which 
ruined  the  plaintiff's  cotton  crop.  The  court  held  the  manufacturer  liable 
for  breach  of  an  implied  warranty  of  merchantable  quality  in  spite  of  the 

label. 

To  assist  the  purchaser  to  buy  according  to  standards,  there  has  grown 
up  the  practice  of  written  warranty  of  performance  for  many  mechanical 
articles  ranging  from  household  appliances  to  motorcars.  Added  to  this 
has  been  a  voluntary  adoption  of  certain  standards  of  manufacture,  both 
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through  voluntary  associations  of  businessmen  and  through  the  aid  of 
the  government.  These  standards  are  normally  indicated  by  label  desig- 
nations and  are  proclaimed  through  advertising. 

Ethics  enter  into  both  these  fields.  Although  written  guarantees  are 
usually  restricted  to  a  stated  period  ranging  from  thirty  days  to  a  year, 
or  sometimes  expressed  in  mileage  as  on  motorcars,  manufacturers  of  top 
rank  often  find  it  good  for  their  reputations  not  to  hold  narrowly  to  the 
letter  of  the  guarantee,  preferring  sometimes  to  make  good  a  defective 
article  whenever  its  defect  becomes  apparent. 

Similarly,  business  ethics  often  enter  into  a  producer's  use  of  govern- 
ment agencies  to  establish  voluntary  standards.  The  National  Bureau 
of  Standards  provides  such  a  service  to  producers  who  wish  to  avail  them- 
selves of  it.  The  Department  of  Agriculture  provides  not  only  a  grading 
and  inspection  service  for  canned  foods  and  milks,  but  also  a  grade-in- 
spection system  for  meats.  Usually  the  producer  pays  for  whatever  govern- 
mental services  are  rendered.  In  many  instances,  these  government  stand- 
ards are  regarded  as  minimum  for  his  products.  Extra  benefit  to  the 
customer  is  often  given,  and  the  ethical  obligation  to  produce  top-grade 
products  is  widely  recognized  and  accepted. 


ETHICAL  RELATIONS  WITH  EMPLOYEES 

Two  things  have  deeply  affected  the  very  existence  of  an  ethical  ap- 
proach to  employer-employee  relationships  during  recent  years:  (i)  The 
tremendous  power  which  has  been  achieved  by  labor  unions,  this  power 
frequently  including  a  preferential  status  under  law.  (2)  As  a  result  of 
this  power  the  emotional  content  with  which  many  employer-employee 
relations  have  become  freighted. 

Neither  of  these  things  absolves  the  businessman  or  the  employee  from 
the  obligation  to  follow  ethical  as  well  as  legal  courses,  but  human  nature 
being  what  it  is,  there  must  at  times  be  a  temptation  to  do  the  best  one 
can  for  oneself,  especially  when  confronted  by  sheer  power  tactics  from 
the  other  side.  Nonetheless,  the  fact  remains  that  businessmen  are  still 
obligated  to  keep  ethical  standards  before  them  in  dealing  with  labor. 

In  labor  negotiations,  the  businessman  often  has  a  tendency  to  confuse 
ethics  with  strategy.  For  when  the  going  gets  tough,  he  is  likely  to  find 
himself  caught  in  a  sort  of  military  campaign  with  by  no  means  the 
biggest  guns  on  his  side.  Yet  it  is  safe  to  say  that  no  businessman  can  for 
long  succeed  without  reliance  upon  sound  moral  principles  in  his  relations 
with  his  own  employees. 

There  was  a  time,  a  generation  or  more  ago,  when  the  employer  usually 
represented  a  unified  force  in  contrast  to  a  diffuse,  and  therefore  weaker, 
bargaining  power  on  the  part  of  his  employees.  As  a  result  of  this,  it  was 
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but  natural  and  reasonable  that  unions  should  grow  in  strength  until 
they  were  able  to  deal  on  a  basis  of  equality  with  employers. 

But  inevitably  the  balance  of  power  by  its  own  momentum  can  swing 
too  far,  and  now  we  see  the  former  advantage  of  the  employer  giving  way 
to  a  situation  not  of  equality,  but  of  disadvantage.  Neither  extreme  is 
desirable,  and  every  thoughtful  person  on  either  side  should  be  willing 
to  contribute  toward  a  balancing  process.  Unfortunately,  in  human  re- 
lations that  is  an  ideal  difficult  to  accomplish,  because  on  either  side  are 
always  some  so  biased  that  they  find  it  impossible  to  be  fair  to  others. 
Certainly  the  employer  cannot  escape  the  obligation  of  ethical  thought 
and  action  in  this  tremendously  important  area.  He  must  realize  that 
times  have  changed  and  that  he  does  not  have  the  same  freedom  in 
dealing  with  his  employees  that  he  once  had.  It  is  true  that  some  em- 
ployers used  this  greater  freedom  to  provide  for  their  employees  in 
generous  and  progressive  ways,  but  others  abused  their  power,  which 
is  the  fact  most  frequently  remembered  by  today's  unions.  Therefore, 
emotionalism  must  be  put  aside  by  the  businessman,  and  he  should  deal 
with  today's  events  in  terms  of  today's  facts. 

The  ethical  employer  should  be  aware  of  the  fact  that  his  fairness 
may  be  misconstrued  as  weakness.  Certain  businesses  have  suffered  severely 
in  this  particular,  and  it  is  a  point  that  should  be  kept  prudently  in  mind. 
Yet,  in  the  final  analysis,  the  businessman  has  no  alternative  to  an  upright 
attitude  in  dealing  with  his  employees,  nor  should  he  seek  one.  The  risk 
must  be  taken,  just  as  in  making  a  good  product  a  manufacturer  faces 
the  risk  that  less  ethical  competitors  may  make  a  cheaper  but  poorer 
product  and  in  so  doing  win  away  many  of  his  customers. 

Businessmen  Have  a  Duty  to  Support  Needed  Legislation.  Some  business- 
men have  the  mistaken  idea  that  labor  unions  can  remain  irresponsible 
and  free  of  the  restrictions  imposed  by  the  ethical  concepts  of  the  society 
in  which  they  exist.  History  shows,  however,  that  the  general  public  will 
not  permit  any  group  to  possess  uncontrolled  power  indefinitely.  ^Vhen 
the  feeling  grows  that  controls  must  be  imposed  on  labor  as  well  as 
business,  orderly  changes  will  be  made  for  the  benefit  of  society  as  a 

whole. 

Therefore  if  business  feels  that  certain  controls  are  desirable,  it  should 
not  be  backward  about  urging  them.  Labor  has  been  remarkably  success- 
ful in  building  its  political  strength.  This  is  a  direct  challenge  to  business 
to  do  likewise.  This  does  not  mean  that  business  should  forget  its  ethical 
obligations  to  employees;  rather  it  indicates  that  the  political  arena  is 
clearly  the  field  to  implement  right  policies  which  otherwise  may  perish 
or  be  unduly  delayed. 

In  recent  elections  businessmen  have  shown  a  great  reluctance  to  enter 
into  political  action  on  state  or  local  levels.  A  specific  example  is  the 
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lukewarm  support  given  "right-to-work"  legislation  which  appeared  on 
the  ballots  in  a  number  of  states  in  the  1958  elections.  Most  employers 
are  opposed  to  either  a  "closed"  or  a  "union  shop."  When  an  employer 
is  compelled  to  accept  a  "closed  shop"  contract,  he  is  not  permitted  to 
hire  a  worker  who  does  not  belong  to  the  union.  If  he  accepts  a  "union 
shop"  he  must  discharge  any  worker  who  fails  to  join  the  union  within 
a  certain  limited  time.  In  either  case,  the  freedom  of  the  worker  is 
clearly  abridged.  The  employer  is  also  restricted  in  his  effort  to  find 
men  best  suited  to  the  job  he  has  to  fill.  Many  states  have  enacted  so- 
called  "right-to-work"  laws.  Proponents  of  these  laws  believe  they  are 
completely  ethical  in  concept  and  in  no  way  hamper  the  principle  of 
collective  bargaining.  They  protect  the  right  of  the  worker  to  stay  out 
of,  or  withdraw  from,  a  union  without  loss  of  his  livelihood. 

If  businessmen  believe  such  laws  are  necessary  or  desirable  for  the 
American  economy,'  they  should  fearlessly  and  actively  support  them 
when  they  are  before  the  electorate.  Many  employers  candidly  confess 
they  do  not  do  so  because  of  fear  of  union  retaliation.  This  cowardice 
leads  to  unfortunate  consequences.  It  makes  retaliation  against  the 
courageous  few  that  much  simpler.  It  also  discourages  independent  union 
members  from  asserting  themselves  lest  they  suffer  personal  punishment. 
It  enables  union  leaders  to  stigmatize  all  "right-to-work"  legislation  as 
a  manifestation  of  "big  business"  at  its  worst,  organized  and  sponsored 
exclusively  by  a  few  union-hating  businessmen.  Indeed,  in  the  matter 
of  ethics,  the  few  courageous  union  members  who  boldly  speak  their 
minds  put  to  shame  those  who  timidly  remain  silent  in  fear  of  the  effect 
on  their  business. 

Collective  Bargaining  Does  Not  Preclude  Ethical  Conduct.  Collective-bar- 
gaining procedures  bear  heavily  upon  both  employer  and  employees, 
breaking  up  the  close  personal  contacts  of  older  days  and  tending  to 
mechanize  employment  along  with  actual  production.  In  spite  of  this,  the 
wise  businessman  will  try  to  keep  open  the  channels  of  communication 
with  his  employees.  House  organs  sometimes  provide  a  reasonable  sub- 
stitute for  the  face-to-face  contact  of  other  times.  It  must  be  kept  in  mind 
that  workers  are  entitled  to  certain  specific  things  important  to  their  peace 
of  mind,  such  as  an  opporunity  to  complain  if  necessary  without  fear  of 
retaliation  and  a  full  understanding  of  company  policies  in  regard  to 
employment. 

Regardless  of  whether  the  employer  is  required  to  work  through  a 
union  or  not,  he  has  an  ethical  responsibility  to  his  employees.  The  collec- 
tive-bargaining procedure  may  alter  the  form,  but  it  can  never  change  the 
substance,  of  the  obligation. 

Employer-employee  relations  are  personal  relations.  The  interposition 
of  personnel  departments,  instead  of  face-to-face  relations,  is  merely  a 
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function  of  size.  The  substance  of  the  relationship  must  remain  the  same. 
Within  this  framework  must  be  an  acceptance  by  both  employee  and 
employer  of  the  ethical  responsibilities  essential  to  good  personal  relations. 
It  must  ever  be  kept  in  mind  that  a  business  is  a  group  of  people.  Some 
are  employees,  some  are  management,  others  are  owners  or  stockholders. 
If  each  is  to  carry  out  his  responsibilities  to  the  others,  there  must  be  a 
communication  system  adequate  enough  to  enable  each  to  perform  his 
function  in  the  group. 

ETHICAL  RELATIONS  WITH  SHAREHOLDERS 

It  is  said  the  clearest  definition  of  a  corporation  is  contained  in  Chief 
Justice  Marshall's  statement  in  the  Dartmouth  College  v.  Woodward  case, 
rendered  February  2,  1819.  In  the  court's  decision,  Marshall  declares: 

A  corporation  is  an  artificial  being,  invisible,  intangible,  and  existing  only  in  a 
contemplation  of  the  law.  Being  the  mere  creature  of  law,  it  possesses  only  those 
properties  which  the  charter  of  its  creation  confers  upon  it,  either  expressly,  or 
as  incidental  to  its  very  existence.  These  are  such  as  are  supposed  best  calculated 
to  effect  the  object  for  which  it  was  created.  Among  the  most  important  are 
immortality,  and,  if  the  expression  may  be  allowed,  individuality;  properties  bv 
which  a  perpetual  succession  of  many  persons  are  considered  as  the  same  and 
may  act  as  a  single  individual.  They  enable  a  corporation  to  manage  its  own 
affairs,  and  to  hold  property,  without  the  perplexing  intricacies,  the  hazardous 
and  endless  necessity,  of  perpetual  conveyances  for  the  purpose  of  transmitting 
it  from  hand  to  hand.  It  is  chiefly  for  the  purpose  of  clothing  bodies  of  men.  in 
succession,  with  these  qualities  and  capacities,  that  corporations  were  invented 
and  are  in  use. 

The  American  Law  Institute,  in  the  second  edition  of  its  authoritative 
Restatement  of  the  Law  of  Agency,  defines  the  relations  of  the  board  of 
directors  to  the  shareholders  of  a  corporation  thus:  - 

The  government  of  a  business  corporation  is  ordinarily  divided  between  the 
board  of  directors  and  the  stockholders  in  general  meeting,  and  neither  body 
has  a  right  to  control  the  other  in  the  exercise  of  their  powers.  Under  modern 
corporation  statutes,  all  powers  of  management,  except  those  expressly  reserved 
to  the  stockholders  in  general  meeting,  are  vested  in  the  board  of  directors,  who 
have  power  to  appoint  officers  of  the  corporation  who  act  subject  to  the  super- 
vision of  the  board.  Members  of  the  board  resemble  agents  in  that  they  act  on 
behalf  of  others  and  are  fiduciaries  owing  duties  of  loyalty  and  care.  However, 
these  duties  are  owed  to  the  corporation  itself  rather  dian  to  the  shareholders 
individually  or  collectively,  and  normally  they  can  be  enforced  only  by  an  action 
in  the  name  of  the  corporation,  as  by  a  derivative  suit  brought  by  one  or  more 
stockholders  acting  in  a  representative  capacity. 

2  Restatement,  Agency,  2d,  Sec.  14C. 
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A  board  of  directors  differs  from  an  agent  in  that  it  is  not  subject  to  another's 
control  except  with  regard  to  the  appointment  and  removal  of  its  members. 
Directors  are  elected  by  the  stockholders,  who  can  refuse  to  re-elect  them  at  the 
end  of  their  terms  of  office  and,  in  certain  circumstances,  can  remove  them 
prior  thereto.  But  the  stockholders  cannot  otherwise  interfere,  and  within  this 
general  framework  the  board  of  directors  is  entitled  to  use  its  own  business  judg- 
ment in  managing  the  affairs  of  the  corporation. 

As  long  ago  as  1892,  the  U.S.  Supreme  Court  defined  the  responsibility 
of  directors  to  a  corporation  in  the  following  terms: 

No  principle  of  law  is  better  settled  than  that  any  arrangement  by  which 
directors  of  a  corporation  become  interested  adversely  to  such  corporation  in 
contracts  with  it,  or  organize  or  take  stock  in  companies  or  associations  for  the 
purpose  of  entering  into  contracts  with  the  corporation,  or  become  parties  to 
any  undertaking  to  secure  to  themselves  a  share  in  the  profits  of  any  transactions 
to  which  the  corporation  is  also  a  party,  will  be  looked  upon  with  suspicion. 

It  follows  that  management  owes  a  legal  duty  to  the  company,  and 
through  it  to  the  shareholders,  not  to  profit  at  the  corporation's  expense. 
Nor  will  managers  or  directors  necessarily  be  protected  by  obtaining  the 
consent  o£  shareholders  to  what  they  do. 

The  corporation  has  the  right  to  call  them  to  account,  not  only  for  all  the 
property  intrusted  to  their  care,  but  also  for  all  moneys  furtively  made  by  them 
at  its  expense. 

From  the  foregoing  it  would  appear  that,  in  the  contemplation  of  the 
law,  a  corporation  and  its  officers  are  expected  roughly  to  conform  to  the 
same  standards  of  conduct  that  are  normally  expected  of  individuals. 
This  concept  produces  a  vast  realm  for  specific  regulation  of  corporations, 
but  leaves  open  to  ethical  discretion  still  broader  areas  of  action. 

It  is  obvious  that  in  a  well-run  business,  policies  should  be  kept  as 
stable  as  possible,  representing  the  best  thought  concerning  company 
problems.  Impulse  and  emotion  should  not  dominate  in  their  formula- 
tion. The  ethical  considerations  that  are  best  for  individuals  will  apply 
equally  to  a  corporation,  which,  after  all,  is  a  thoroughly  human  institu- 
tion, built  upon  human  beings,  who  finally  are  responsible  for  its  success 
or  failure. 

To  a  certain  degree  there  is  an  overlap  between  a  businessman's  ethical 
obligations  to  his  employees  and  to  his  shareholders.  Each  plays  an 
important  part  in  the  company  operations,  and  each  has  a  right  to  con- 
siderable knowledge  of  "what  goes  on,"  with  a  chance  to  do  something 
about  it.  Conflict  with  either  group  can  be  highly  injurious  to  an  enter- 
prise. 

Although  from  a  legal  point  of  view,  the  head  of  a  business  has  con- 
siderable discretion  in  how  he  works  with  shareholders,  he  must  never 
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forget  that  he  and  other  executives  are  in  a  very  real  sense  trustees  for 
these  same  shareholders. 

It  is  incumbent  on  management  to  make  all  meetings  of  stockholders 
conveniently  accessible.  By  law  it  is  usually  the  rule  that  holders  of 
common  stock  have  the  right  to  attend  all  stockholders'  meetings  and  to 
vote  for  board  members  and  on  questions  submitted  to  them.  The  owner 
of  such  stock  has  the  right  to  know  of  his  company's  condition,  in  so  tar 
as  this  may  be  given  out  without  harm  to  the  interest  of  the  enterprise. 
Clearly,  it  cannot  be  made  possible  for  competitors  to  learn  everything 
about  a  company  merely  by  a  small  purchase  of  its  common  stock. 

The  law  is  specific  about  such  matters  as  disposal  of  stock,  sharing  o 
profits,  and  distribution  of  assets  after  liquidation  of  a  busmess  Ethical 
problems  seldom  arise,  save  perhaps  with  regard  to  the  extent  of  outpay- 
ment  of  earnings  or,  alternatively,  their  retention  for  various  purposes, 
which  may  or  may  not  seem  justified  in  the  eyes  of  shareholders  hungry 
for  dividends.  There  is  room  for  divergent  interpretation  as  to  the  dut^ 
of  management  in  given  situations,  and  at  times  the  law  has  been  invoked 
by  shareholders.  This  may  not  be  because  of  a  breakdown  m  ethical 
deportment  on  the  part  of  management,  but  it  surely  suggests  that 
communications  have  been  poorly  handled. 

There  is  a  responsibility  resting  upon  both  management  and  share- 
holder to  keep  mutually  informed,  but  it  is  management  .vhich  must 
develop  communications  to  keep  the  owners  of  stock  advised  about 
policies,  products,  and  procedures.  When  all  goes  well  with  a  companv, 
shareholders  are  not  apt  to  be  inquisitive.  When  times  gro.v  hard  how- 
ever, management  is  well  advised  to  have  good  communications  alreadv 
working  so  that  problems  may  be  understood  and  suspicion  and  hostihtv 

avoided.  .       ,  . 

Informed  stockholder  participation  should  result  in  the  maintenance 
of  responsible  and  able  boards  of  directors  employing  competent  manage- 


ment. 


It  'is  the  ethical  responsibility  of  both  shareholders  and  boards  of 
directors  to  refrain  from  interference  with  management  save  on  the  policy 
level. 

ETHICAL  RELA'nONS  WITH  THE  COMMUNITY 

Both  the  businessmen  who  comprise  company  management  and  the 
boards  of  directors  who  employ  managers  and  formulate  policies  should 
give  constant  thought  to  a  corporation's  role  of  citizenship  within  its  com- 

""wkhin  recent  years  there  has  been  a  tremendous  gro,rth  in  the  area 
wherein  government  must  deal  with  companies  not  only  in  such  things 
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as  social  security,  pensions,  and  workmen's  compensation,  but  also  in 
zoning,  smog  abatement,  inspection  by  sanitary  experts,  and  other  matters. 

Plant  location  and  operation  assume  top  rank  among  the  things  in 
which  corporate  responsibility  on  an  ethical  plane  can  manifest  itself 
with  profit  to  all.  In  many  communities,  expert  governmental  planning 
groups  are  eager  to  cooperate  in  locating  plants  so  that  they  are  incor- 
porated in  an  over-all  scheme.  Employees  should  not  have  to  travel  long 
distances  between  home  and  place  of  employment,  nor  should  they  have 
to  house  their  families  in  unsuitable  premises. 

Among  his  many  other  responsibilities,  the  businessman  is  also  charged 
with  an  obligation  to  maintain  economic  stability  foi  the  sake  of  his 
neighbors  as  well  as  his  employees.  This  may  extend  to  the  adoption 
of  a  multiple-product  procedure  to  keep  employees  occupied  the  year 
round.  It  may  involve  scheduling  plans  designed  to  warehouse  products 
at  times  of  slack  demand,  in  anticipation  of  peak  demand  periods.  It 
certainly  involves  determination  of  market  levels  for  products  so  that  the 
impact  of  business  cycles  can  be  adjusted  to  provide  the  maximum  em- 
ployment of  company  employees.  It  may  involve  research  activities  to 
produce  new  products  readily  marketable  in  a  low  economic  period.  In 
short,  the  businessman  has  an  ethical  obligation  to  plan  so  that  his  busi- 
ness remains  on  the  evenest  keel  possible. 

Management's  Role  in  the  Political  Arena.  In  recent  times,  there  has 
developed  a  clear  moral  duty  for  the  corporation  actively  to  encourage 
participation  in  political  affairs.  Our  system  of  government  presumes  that 
each  individual  will  accept  some  responsibility  in  this  area.  The  cor- 
poration must  therefore  make  sure  that  its  employees  have  full  oppor- 
tunity for  political  participation,  regardless  of  political  belief.  Labor 
unions  have  been  aggressive  and  thorough  in  their  political  actions,  in 
behalf  of  both  candidates  and  legislative  programs.  Corporations  have  been 
slow  to  realize  their  responsibility  in  this  field.  It  is  their  duty  to  take 
political  positions  and  actively  further  political  policies  in  line  with  their 
own  principles. 

Acceptance  of  public  office  by  businessmen  is  a  thorny  subject.  To  pre- 
vent politics  from  being  a  monopoly  of  the  professional  politician  or  the 
lawyer,  business  should  be  ready  to  lend  qualified  people  for  public 
service  without  jeopardy  to  their  positions  in  the  company.  This  means 
that  corporations  with  true  ethical  sense  must  see  that  the  way  is  kept 
open  for  employees  at  every  level  to  return  to  their  jobs  after  periods 
of  public  service.  Many  situations  will  have  to  be  dealt  with  as  special 
cases,  but  it  must  be  obvious  that  business  ought  to  lend  its  best  brains 
to  the  service  of  government  as  a  matter  of  social  duty. 

Management  Must  Tell  Its  Story.  The  term  "public  relations"  should 
have  wide  meaning  in  the  affairs  of  the  far-sighted  corporation.  It  should 
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go  far  beyond  self-serving  publicity  in  such  media  as  television,  radio, 
newspapers,  and  magazines.  Executives  should  be  alert  to  see  that  their 
company  fulfills  its  obligations  in  such  fields  as  the  educational  programs 
of  the  community.  Often  company  personnel  can  help  teachers  explain 
production  methods  and  other  subjects  to  pupils.  Advantage  should  be 
taken  of  occasions  which  may  allow  business  to  demonstrate  its  contribu- 
tions to  the  lives  and  welfare  of  the  whole  social  structure. 

Active  educational  help  may  include  scholarships  directed  toward  spe- 
cial subjects.  It  certainly  should  include  some  efEort  to  prevent  the  spread 
of  gross  misinformation  about  business  itself.  Surveys  and  polls  have 
disclosed  appalling  teen-age  ignorance  of  such  basic  matters  as  industry's 
contribution  to  prosperity  and  the  need  for  maintaining  our  private  en- 
terprise system. 

Education  is  not  altogether  for  the  young.  Labor  is  increasingly  busv 
in  spreading  its  own  ideas,  not  only  to  union  members,  but  to  the  com- 
munity as  a  whole.  Businessmen  cannot  continue  to  be  timid  about  ex- 
pressing their  own  viewpoint  on  public  matters.  For  if  they  are,  it  should 
come  as  no  surprise  to  find  that  the  population  at  large  has  adopted  the 
belief  that  organized  labor  alone  is  interested  in  improving  the  standard  of 
living  of  the  average  man.  It  is  less  a  matter  of  ethics  than  of  common 
sense  and  personal  courage  that  businessmen  should  speak  out  clearlv  on 
behalf  of  principles  they  feel  have  been  responsible  for  the  dynamic  life 
of  our  free  economy. 


ETHICAL  RELATIONS  BETWEEN  COMPANIES 

The  maintenance  of  an  even  keel  in  business  is  often  far  easier  to 
achieve  if  a  number  of  companies  can  work  in  concert  for  certain  agreed 
purposes,  provided  the  principle  of  free  competition  is  strictly  observed 
and  nothing  is  done  to  obstruct  it. 

Many  companies  work  together  for  common  ends  even  though  they 
may  be  engaged  in  quite  different  lines  of  business.  They  may  share  in  a 
joint  program  such  as  building  up  their  community  by  attracting  ne^v 
business,  collecting  business  facts  of  common  interest,  promoting  the 
passage  of  constructive  laws,  and  preventing  oppressive  legislation. 

It  is  generally  recognized  that  business  has  an  ethical  obligation  to 
belong  to  one  or  more  of  the  major  national  organizations  which  speak 
for  business  with  a  collective  voice,  such  as  the  National  Association  of 
Manufacturers  or  the  National  Chamber  of  Commerce. 

When  the  executives  of  two  or  more  companies  get  together  to  discuss 
some  cooperative  effort,  they  would  do  well  to  keep  in  mind  the  inherent 
danger  that  is  ever  present  in  such  meetings,  especially  if  their  companies 
in  any  way  compete  with  each  other.  They  should  be  certain  that  the 
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discussion  does  not  touch  upon  any  plan  to  lessen  competition  among 
themselves  or  to  combine  against  others. 

Because  free  enterprise  is  based  on  free  and  unobstructed  competition, 
there  has  been  considerable  legislation  designed  to  make  sure  that  this 
principle  of  American  business  is  preserved.  The  basic  law  governing 
this  subject  is  the  Sherman  Anti-trust  Act  passed  in  1890  and  the  Clayton 
Act  passed  in  1914. 

The  Sherman  Act  declared  combinations  in  restraint  of  trade  illegal 
and  fixed  maximum  penalties  of  $5,000  fine  or  one  year's  imprisonment. 
Monopoly  was  similarly  declared  a  misdemeanor  with  identical  penalties. 

The  Clayton  Act  provided  that  it  should  be  unlawful  to  discriminate 
in  price  between  different  purchasers  where  the  effect  would  be  to  lessen 
competition  or  tend  toward  monopoly.  Discounts  or  rebates,  conditional 
on  abstaining  from  purchase  of  a  competitor's  goods,  were  similarly 
outlawed. 

Mergers  or  combinations  effected  through  stock  acquisitions  and  tend- 
ing toward  monopoly,  and  certain  types  of  interlocking  directorates,  were 
also  prohibited. 

The  Federal  Trade  Commission  Act  of  1914  prohibits  unfair  methods 
of  competition  and  sets  up  a  commission  to  enforce  the  Act. 

Since  1914,  additional  legislation  has  increased  the  penalties  for  viola- 
tions of  the  Sherman  Act  and  has  plugged  various  loopholes  in  the  older 
statutes.  The  maximum  fine  for  violation  of  the  Sherman  Act  has  been 
raised  to  $50,000. 

The  Robinson-Patman  Act  of  1936  has  broadened  the  prohibitions 
of  price  discrimination  and  other  related  practices. 

It  may  be  interesting  to  note  that  Professor  Schumpeter  of  Harvard 
compared  the  successful  operation  of  a  free  enterprise  system  to  the 
knightly  obligation  in  the  Middle  Ages  to  conduct  oneself  in  a  chivalrous 
and  adventurous  manner.  This  same  principle  applies  to  the  keen  com- 
petitor, who  should  never  forget  that  he  has  a  fixed  obligation  to  serve 
the  best  interests  of  the  customer  and  that  lasting  commercial  success  can 
rest  on  no  other  basis. 

The  wise  businessman  understands  that  a  free  economy  that  fails  to 
adapt  itself  to  social  change  cannot  long  survive.  It  has  been  said  that  "no 
man  is  an  island,"  and  it  is  equally  true  that  no  company  can  operate  as 
an  island  without  danger  to  its  own  future  and  damage  to  its  neighbors 
and  the  community  in  which  it  is  located. 

CONCLUSION 

It  is  difficult  to  avoid  being  trite  and  pedantic  in  dealing  with  the 
subject  of  business  ethics,  because  everyone  at  least  pays  lip  service  to 
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the  theory  of  moral  behavior.  Undoubtedly,  business  would  be  better  off 
if  there  were  less  general  acceptance  of  the  theory  of  ethical  conduct  and 
more  frank  discussion  of  its  various  aspects.  Almost  any  busmessman  will 
readily  subscribe  to  the  principle  that  he  ought  to  deal  ethically  with  those 
who  buy  from  him,  those  who  work  for  him,  those  who  share  m  the 
ownership  of  his  business,  his  competitors,  and  his  community.  The  catch, 
as  with  so  much  else  in  human  affairs,  comes  in  practicing  what  one 

preaches.  •     i  v      • 

No  business  can  long  exist  without  profits.  Yet  the  practical  business- 
man should  think  in  long-range  terms  on  this  point.  It  does  not  help  to 
make  a  penny  today  if  one  is  to  lose  a  dollar  tomorrow,  and  lack  ot 
ethical  practice  will  surely  bring  this  result. 

Unethical  business  conduct  is  bound  to  invite  repressive  laws.  Most 
businessmen  feel  that  there  are  too  many  laws  now  and  can  pomt  to 
numerous  instances  where  they  have  been  ineffective  and  hampering.  The 
ethical  approach  to  this  situation  is  not  blindly  to  obstruct,  but  to 
examine  all  laws  that  adversely  affect  business  and  then  to  act  coopera- 
tively and  courageously  to  secure  repeal  of  those  that  are  believed  bad. 

Enlightened  self-interest  is  not  a  bad  guide.  No  one  will  object  to  one  s 
devotion  to  a  cause  provided  all  action  is  kept  on  a  high  ethical  level. 

America's  pressing  need,  in  these  rapidly  changing  times,  is  moral 
leadership.  The  businessman  is  ideally  fitted  to  make  an  important  con- 
tribution to  this  end.  He  should  therefore  actively  participate  in  every 
worthwhile  movement  directed  toward  preserving  for  America  a  sound 
social  and  economic  structure. 

It  would  seem  fitting  to  close  this  summary  of  business  ethics  with  a 
paragraph  taken  from  the  last  article  published  by  Woodrow  ^Vilson  in 
the  Atlantic  Monthly  in  August,  1923.  He  wrote: 

The  nature  of  men  and  of  organized  society  dictates  the  maintenance  in  everv 
field  of  action  of  the  highest  and  purest  standards  of  justice  and  of  right  dealing^ 
and  it  is  essential  to  efficacious  thinking  in  this  critical  matter  that  we  should 
not  entertain  a  narrow  or  technical  conception  of  justice.  By  3-'-  *e  '-- 
generally  means  the  prompt,  fair,  and  open  application  of  impartial  lules.  bu 
we  call  ours  a  Christian  civilization,  and  a  Christian  conception  of  justice  must 
be  much  higher.  It  must  include  sympathy  and  helpfulness  and  a  willingness  to 
fore'o  self-interest  in  order  to  promote  the  welfare,  happiness,  and  contentment 
of  others  and  of  the  community  as  a  whole. 


Pierre  R.  Dupont 


"W 


YOUNG  PRESIDENTS    ORGANIZATION,  INC. 
NEW  YORK,  NEW  YORK 


Before  joining  the  Young  Presidents'  Organization,  Pierre  R.  "Pete" 
Dupont  spent  eleven  years  learning  the  intricacies  of  the  stock  broker- 
age business.  He  served,  several  of  the  largest  and  best-known  firms 
in  this  field  in  a  variety  of  positions. 

After  early  training  with  Merrill  Lynch,  Pearce,  Fenner  &  Smith, 
Mr.  Dupont  joined  the  firm  of  Scatterty  and  Jones.  At  Scatterty  and 
Jones  he  rose  to  the  p:jsition  of  manager  of  the  firm's  cotton  futures 
house.  While  serving  in  this  capacity,  the  company  merged  with  Horn- 
blower  &  Weeks.  He  remained  with  the  new  organization  for  a  year 
before  accepting  an  invitation  to  join  the  Young  Presidents'  Organiza- 
tion. 

The  YPO,  a  dynamic  and  perhaps  the  fastest-growing  management 
group  in  the  United  States,  began  as  a  mere  banding  together  of  young 
company  presidents  who  had  in  common  only  their  chief  executive's 
role  and  the  desire  to  improve  their  managerial  abilities.  Today  the 
YPO  conducts  a  great  number  of  training  programs  especially  designed 
to  meet  the  needs  of  its  unique  membership  group.  The  training 
programs  cover  virtually  every  area  of  management  activity,  including 
finance,  industrial  relations,  sales,  production,  organization,  and  per- 
sonnel. 

Mr.  Dupont  joined  the  YPO  just  as  the  group  was  embarking  on  its 
ambitious  training  venture,  and  he  has  played  an  important  role  in 
developing  and  coordinating  this  activity.  In  carrying  out  his  YPO 
duties,  Mr.  Dupont  works  closely  with  other  management  groups,  such 
as  the  American  Management  Association,  the  National  Industrial 
Conference  Board,  and  the  Council  for  Economic  Development. 

Mr.  Dupont  is  in  frequent  demand  as  a  lecturer  on  management 
subjects  and  last  year  was  one  of  the  seminar  leaders  at  the  University 
of  Miami's  Top  Management  Seminar. 

A  native  of  the  Deep  South,  Pete  Dupont  was  born  in  New  Orleans 
in  ip2i.  He  attended  the  New  Orleans  Military  Academy  and  then 
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entered  Tulane  University.  He  graduated  from  Tulane  with  a  Bacheloi 
of  Science  degree  and  shortly  thereafter  joined  the  U.S.  Xavy.  After 
attending  midshipmen  school  at  Northwestern  University,  he  was  com- 
missioned as  an  ensign. 

Mr.  Dupont  served  as  communications  officer  on  a  destroyer  escort 
assigned  to  antisubmarine  duty  in  the  Caribbean  Sea.  He  was  later 
transferred  to  the  South  Pacific,  where  he  saw  considerable  action  as 
commanding  officer  of  a  Navy  crash  boat. 

Mr.  Dupont  is  now  a  resident  of  Lloyd  Harbor,  Long  Island,  New 
York.  He  is  a  member  of  Alpha  Tau  Omega,  Kiwanis  International, 
Toastmasters  International,  the  Lloyd  Neck  Bath  Club,  the  Hunting- 
ton Winter  Club,  and  the  Crillo  Club  of  New  Orleans.  Golf  and 
sailing  are  his  favorite  recreational  activities,  but  Pete  Dupont  admits 
that    his    heavy,    nationwide    travel   schedule    affords    little    time   for 

hobbies. 
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CHAPTER    56 

Top  Management's  Participation 
in  Management  Organizations 

One  of  the  questions  which  constantly  faces  the  top  manager  who  must 
utilize  his  limited  time  as  effectively  as  possible  concerns  the  amount  ot 
time  he  can  afford  to  spend-or  not  afford  to  spend-participatmg  m  the 
activities  of  the  myriad  management  organizations  that  have  been  formed 
to  serve  his  interests.  A  manager  cannot  afford  to  devote  a  disproportion- 
ate amount  of  time  to  the  affairs  of  one  or  more  management  organiza- 
tions, worthwhile  though  their  activities  may  be,  if  m  so  doing  he  is 
forced  to  neglect  the  managing  of  the  company  for  whose  destinies  he  is 
primarily  responsible.  Neither  can  he  afford  to  refrain  entirelv  from 
participation  in  the  management  groups  that  are  established  to  help 
him  I  vividly  recall  the  president  of  a  small  company  who  prided  himself 
on  the  fact  that  he  devoted  himself  100  per  cent  to  his  own  business  and 
-wasted"  no  time  on  outside  activities.  But  this  man  became  so  out  ot 
touch  with  modern  managerial  techniques  and  with  the  trends  m  his 
own  industry  that  he  steered  his  business  along  an  increasingly  unproht- 
able  course.  In  the  end,  his  resignation  was  requested  by  the  board  ot 

directors.  ,  ^  ^  ,, 

This  chapter  will  examine  the  history,  development,  and  present  statu. 
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of  typical  management  organizations.  It  will  then  explore  how  much  the 
top  manager  should  participate  in  their  activities  and  the  extent  to  which 
he  should  encourage  others  in  his  organization  to  participate. 

EXTENT  AND  NATURE  OF  VOLUNTARY  ASSOCIATIONS 

As  a  staff  member  of  a  business  organization  comprised  entirely  of 
corporate  presidents,  I  am  constantly  aware  of  the  great  weight  of  re- 
sponsibility borne  by  top  management  in  today's  complex  economy. 
There  never  seem  to  be  enough  hours  in  each  day  to  accomplish  all  the 
things  that  must  be  done.  But  in  spite  of  grueling  schedules,  most  cor- 
porate executives  find  time  to  participate  actively  in  one  or  more  business 
associations.  To  justify  the  time,  effort,  and  expense  devoted  to  this 
participation,  the  associations  must  necessarily  make  substantial  contribu- 
ions  to  the  individual,  to  his  corporation,  or  to  both. 

The  manager's  voluntary  participation  in  business  organizations  is  quite 
logical  and  follows  the  long-established  American  penchant  for  "joining." 
Over  one  hundred  years  ago,  the  French  author  Alexis  de  Tocqueville 
wrote:  ^ 

Americans  of  all  ages,  all  conditions,  and  all  dispositions,  constantly  form 
associations.  They  not  only  have  commercial  and  manufacturing  companies,  in 
which  all  take  part,  but  associations  of  a  thousand  other  kinds-religious,  moral, 
serious,  futile,  extensive,  or  restricted,  enormous  or  diminutive.  ...  If  it  be 
proposed  to  advance  some  truth,  or  to  foster  some  feeling  by  the  encouragement 
of  a  great  example,  they  form  a  society.  ...  I  met  with  several  kinds  of  associa- 
tions in  America  of  which  I  confess  I  had  no  previous  notion;  and  I  have  often 
admired  the  extreme  skill  with  which  the  inhabitants  of  the  United  States 
succeed  in  proposing  a  common  object  to  the  exertions  of  a  great  many  men, 
and  in  getting  them  voluntarily  to  pursue  it.  .  .  .  Thus  the  most  democratic 
country  on  the  face  of  the  earth  is  that  in  which  men  have  in  our  time  carried 
to  the  highest  perfection  the  art  of  pursuing  in  common  the  object  of  their  com- 
mon desires,  and  have  applied  this  new  science  to  the  greatest  number  of 
purposes. 

And  since  de  Tocqueville's  time,  this  so-called  "science"  has  continued 
to  thrive  and  prosper  to  the  great  benefit  of  our  society.  It  was  recently 
stated  that  there  are  today  in  the  United  States  an  uncounted  number 
of  associations,  organizations,  societies,  orders,  leagues,  churches,  frater- 
nities, unions,  institutes,  guilds,  committees,  and  clubs. 

The  Council  for  International  Progress  in  Management  tells  us  that 
nearly  every  American  citizen  is  associated  directly  or  indirectly  with  at 
least  one  formally  organized  membership  group.  In  our  role  as  parents 

^  Quoted  by  Harper  Siblet,  American  Trade  Associations,  U.S.  Chamber  of  Commerce 
1936. 
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we  are  involved  in  the  PTA,  Little  League,  and  Boy  Scouts;  in  our  role 
as  ?ood  citizens,  we  contribute  time  and  money  to  the  YMCA,  Red  Cross. 
and  Community  Chest;  our  social  activities  may  center  around  the  coun- 
try club  or  yacht  club,  and  our  religious  life  around  the  church  and  its 
men's  club.  Similarly,  in  our  role  as  businessmen,  our  organizational  m- 
terests  center  around  business-oriented  groups,  such  as  trade  and  protes- 
sional  associations,  chambers  of  commerce,  and  management  education 
groups.  Collectively,  these  groups  are  variously  known  as  business  asso- 
ciations and  management  organizations,  .r     ,      • 

The  interest  a  top  manager  is  likely  to  have  in  a  specific  business- 
oriented  group  is  determined  by  how  close  the  purposes  of  the  group  ma^ 
come  to  answering  his  own  individual  business  needs  or  objectives  at  a 
particular  time.  In  exploring  top  management's  relationship  to  manage- 
ment organizations,  no  attempt  will  be  made  to  relate  specific  needs  of 
the  members  to  specific  types  of  associations.  Individual  needs  and  objec- 
tives are  often  complex  and  frequently  not  understood  e^•en  by  the  in- 
dividual himself. 

By  the  same  token,  associations  can  also  be  complex,  as  thev  often  re- 
flect the  interaction  of  the  many  personalities  involved  in  organizing  and 
managing  them.  Just  as  with  business  corporations,  all  associations  have 
"personalities,"  and  their  philosophical  approaches  to  business  problems 
differ  Few  associations  can  say  that  their  objectives  have  remained  un- 
changed through  the  years.  The  changes  may  be  due  to  the  maturing  of 
the  group,  changing  economic  or  business  conditions,  or  a  change  in  in- 
terests of  the  association  members.  These  changes  in  objectives  are  seldom 
sudden  or  radical,  but  the  effect  is  recognizable  over  a  period  of  time^ 

This  dynamic  nature  of  business  associations  has  worked  to  the  advan- 
tage of  the  business  community.  Those  which  fail  to  s";"^/  "^f  ">  f""^" 
tion  usually  disappear  from  the  scene,  while  those  which  fulfill  a  useful 
need  grow  in  stature  and  increase  their  benefits  to  an  ever-widening  area 

of  the  business  community.  •      ,i,<. 

The  "personalities"  of  associations  also  manifest  themselves  m  the 
mechanical  operation  of  the  organizations.  Again,  as  with  business  cor- 
porations, there  are  many  different  ways  in  which  a  going  association  can 
operate  successfully,  and  it  is  doubtful  that  any  two  associations  have 
adopted  identical  operational  patterns.  Thus  generalizations  -^"^- 
ciations,  their  objectives,  their  operations,  and  their  members  should  all 
be  considered  as  prefaced  with  quahfying  adverbs  or  phrases,  such  as 
"typically,"  "usually,"  and  "as  a  rule." 

Association  Activities 

Some  idea  of  the  scope  of  the  activities  engaged  in  by  associations  of  all 
types  can  be  gained  by  a  study  of  Table  54-J-  These  statistics  were  com- 
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Table  56-1.  Activities  of  Associations 


Association! 
engaged 
in  each 
activity 


ACTIVITY 


XuBber  of  assoolatlons  by  group 

1.  Aooident  Prevention  (Industry) 

2.  Aooident  Prevention  (Public) 

3.  Accounting 

4.  Advertiiing 

5*  Arbitration  (Coamerolal) 
6*  Awards  it   Contests 
7«  Business  Standards 
6.  Collection  Services 
9.  Conservation 

10.  Conventions  &  Meetings 

11.  Copyrights,  Trade-Harks,  ate* 

12.  Credit  Serrioe 

13.  Education 

14.  Employer-Baployee  Relations 

15.  Szchange  Services 

16.  Exhibits  t   Shows 

17.  Expert  Services 

18.  Films 

19.  Government  Relations 

20.  Insurance 

21.  Legal  Services 

22.  Library  Servloes 

23.  Harketlng 

24.  Publio  Servlo* 

25.  Publications 

26.  Publicity 

27.  Research 

28.  Standardisation 

29.  Statistics 

30.  Taxation 

31.  Traffic  A  Transportation 

32.  World  Trade 


Percentage  of  associations  engaged  in  each  activity 
By  income  claesifioation 


39 

48 

41 

87 

96 

89 

39 

38 

43 

71 

74 

85 

43 

50 

46 

39 

54 

41 

52 

68 

67 

96 

98 

98 

81 

88 

93 

54 

48 

50 

36 

42 

31 

72 

76 

80 

S2 

50 

35 

32 

48 

46 

22 

20 

24 
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piled  by  the  U.S.  Chamber  of  Commerce  in  1955-^  They  indicate  that 
associations  provide  a  multitude  of  services  to  their  members  .vh.ch  would 
be  impossible  or  prohibitive  in  cost  for  their  individual  members  to 
obtain  otherwise. 

HISTORY  OF  BUSINESS  ASSOCIATIONS 

The  records  of  the  Trade  and  Professional  Associations  Department  of 
the  U  S  Chamber  of  Commerce  show  that,  as  nearly  as  can  be  determmed, 
the  first  business  associations  in  the  United  States  were  trade  associations 
which  came  upon  the  American  business  scene  as  tar  back  as  the  late 
1700s.  One  of  these  early  organizations  was  the  New  York  Stock  Exchange, 
formed  in  1792.  The  Chamber  of  Commerce  notes  that  associations  of  this 
early  period  were  local  or  regional  in  scope  and  were  formed  to  meet 
specific  issues  such  as  to  protest  the  import  of  foreign  goods  or  to  procure 
favorable  freight  rates.  Most  of  them  were  formed  to  promote  or  protect 
the  industry,  trade,  or  profession  they  represented.3  ^    ,,  .   „ 

The  earliest  known  national  business  association  was  the  U.S.  lile^^els 
Association  organized  in  .862.  The  industrial  revolution  which  fol  o^^•ed 
the  Civil  War,  however,  marked  the  real  beginning  of  the  national  asso- 
ciations The  early  associations  had  remained  local  or  regional  prmcipallN 
because  poor  transportation  limited  business  and  industry  to  local  01 
regional  transactions.  As  the  postwar  era  brought  railroads,  steamships 
and  new  and  better  roads,  many  firms  began  to  do  business  on  a  national 
scale  and  trade  associations  began  to  develop  a  national  membership.  In- 
dustries were  forced  to  become  better  organized  to  meet  the  nations 
needs-  hence  many  new  associations  were  formed.  Within  the  next  fortv 
years,  to  1900,  one  hundred  national  trade  associations  were  born,  man^ 

of  which  still  exist."  .         „,,„,,^ 

Although  price  fixing  and  market  allocation  were  not  the  prime  leasons 
for  the  formation  of  these  early  trade  associations,  the  opportunity  for 
collusion  proved  too  great  a  temptation  for  some,  and  'h^"  ,=";"°"'; 
coupled  with  the  activities  of  the  big  business  monopolies,  resulted  m  e 
Sherman  Anti-trust  Act  of  1890.  It  should  be  noted,  however,  that  he 
number  of  trade  associations  accused  of  attempted  price  fixing  in  modem 
times  has  been  remarkably  small,  considering  the  intimate  conditions 
under  which  most  associations  operate.  . 

The  Sherman  Anti-trust  Act  and  the  Federal  Trade  Commission  Ac 
of  1914,  World  War  I  and  the  depression  of  the  thirties,  the  passage  of 
2U.S.  Chamber  of  Commerce,  Trade  Association  Departmer>t,  Assochtion  Activities. 


1955 


3  U.S.  Chamber  of  Commerce,  Trade  Association  Department,  Modern  Day  Trade  and 

Professional  Associations,  ig^p,-  ^    .^^^    ^u       u      ^f  r^,v.«iprrp 

^  Trade  Associations  Information  Bulletin  38,  U.S.  Chamber  of  Commerce. 
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the  National  Industrial  Recovery  Act  and  its  rejection  by  the  Supreme 
Court,  World  War  II  and  the  postwar  boom,  all  have  contributed  in 
varying  degrees  to  the  direction  and  to  the  number  of  formalized  busi- 
ness associations  existing  in  the  United  States.  The  Chamber  of  Com- 
merce in  1955  recognized  no  less  than  16,000  business  organizations  in  the 
United  States.  Of  these  4,000  were  local  chambers  of  commerce,  8,000  were 
local  trade  or  management  associations,  2,500  were  regional  or  state 
groups,  and  1,500  were  national  in  scope.  These  associations  represent 
some  2  million  firms  with  an  employment  of  45  million,  indicating  their 
far-reaching  impact  on  the  economy. 


OBJECTIVES  OF  ASSOCIATIONS 

The  early  associations  were  formed  to  meet  specific  issues.  Originally, 
the  United  States  economy  and  the  laws  governing  commerce  were  much 
less  complex  than  they  are  today,  so  the  objectives  or  goals  of  the  asso- 
ciations were  relatively  simple.  However,  in  the  transition  from  the  rela- 
tively simple  society  of  one  hundred  years  ago  to  the  complicated  condi- 
tions of  today,  the  scope  of  associations  necessarily  expanded.  Industrial 
managers  were  faced  with  new  technological  advances;  professional  men 
felt  a  need  to  set  ethical  and  proficiency  standards;  local  citizens  felt  a 
need  to  better  conditions  in  their  communities;  the  need  for  business 
statistics  and  other  data  became  urgent;  the  government  needed  the  think- 
ing of  businessmen  in  certain  legislative  matters;  and  businessmen  began 
to  feel  the  need  for  knowledge  they  did  not  have.  To  these  and  many 
other  problems,  the  solution  seemed  to  be  to  "form  an  association,"  and 
this  solution  in  many  cases  was  a  correct  one. 

At  the  present  time,  the  objectives  of  most  business  associations,  as 
they  have  developed  through  the  years,  can  be  put  into  four  broad 
classifications: 

1.  To  improve  conditions  in  a  specific  industry  or  profession 

2.  To  improve  conditions  in  a  specific  geographic  area 

3.  To  improve  the  individual  member's  business  skills  in  a  general  or 
specific  area  of  business  or  a  profession 

4.  To  render  specific  statistical  and  research  information  to  a  group  of 
businesses,  individuals,  or  the  government 

An  association  may  have  more  than  one  of  these  objectives.  The  busi- 
ness associations  concerned  w^ith  these  objectives  may  be  broadly  divided 
into  the  following  categories: 

1.  Trade  associations 

2.  Local  chambers  of  commerce  and  similar  regional  groups 

3.  Management  education  organizations 

4.  Business  research  and  information  groups 
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Trade  Associations 

A  trade  association,  as  defined  by  the  U.S.  Department  of  Commerce,, 
is  a  "nonprofit,"  voluntarily  joined  organization  of  business  competitors 
(usually  in  one  branch  of  the  manufacturing,  distributing,  or  ser^'ice 
fields)  which  has  been  formed  to  serve  its  membership  and  its  industry-  in 
dealing  with  mutual  problems.  Among  the  varied  fields  of  service  are 
government  relations  and  legislative  research,  business  promotion  and 
public  relations,  commercial  and  industrial  research,  business  ethics,  labor 
relations,  and  serving  as  the  chief  center  of  current  economic  and  statis- 
tical information  for  the  industry.^ 

Jay  Judkins,  chief,  Trade  Association  Division  of  the  U.S.  Department 
of  Commerce,  states  that  the  basic  objectives  of  the  average  trade  asso- 
ciation in  serving  its  industry  are  business  expansion,  full  employment, 
and  satisfied  customers.  In  other  words,  its  services  should  return  to  the 
industry  in  the  form  of  better  economic  conditions,  better  legislation,  and 
better  methods  or  products. 

To  succeed,  an  association  should  have  a  sound  program,  a  competent 
staff,  experienced  leadership,  and  financial  support  from  its  industrv.  A 
well-established  national  association  of  producers  is  generally  made  up  of 
firms  responsible  for  at  least  two-thirds  of  the  annual  volume  of  its  indus- 
try's business.6  Alfred  G.  Larke,  employer  relations  editor  of  Dun's  Re- 
view and  Modern  Industry,  cites  the  experience  of  one  trade  association 
member,  which  points  up  the  variety  of  services  typically  available  to 
association  members. 

The  President  of  a  Southern  retail  farm  equipment  concern  became  a  member 
of  the  National  Retail  Farm  Equipment  Association.  Through  the  Association, 
he  received  advice  on  such  matters  as  accounting,  service  shop  operation,  sales 
promotion  and  advertising,  business  management,  and  building  plans.  Coming 
cold  into  what  was  for  him  an  entirely  new  field,  he  moved  the  location  of  his 
business  on  the  basis  of  studies  reported  in  an  association  bulletin.  He  also 
attended  the  association's  business  management  courses  and  installed  a  profit 
control  system  which  helped  him  forecast  his  own  business  and  trim  expenses 
before  suffering  losses  instead  of  afterwards.  He  upped  sales  of  used  equipment 
through  a  guarantee  system  recommended  by  the  association.  In  addition,  he  ..as 
able  to  draw  on  advertising  schedules,  control  inventory,  plan  demonstrations, 
conduct  sales  meetings,  and  set  efficient  sales  quotas,  all  with  the  help  and  advice 
of  the  National  Association  and  its  affiliate,  the  Mid-Soudi  Farm  Equipment 
Association.  Declared  the  company  President,  "I  sincerely  believe  that  die  success 
5  Jay  Judkins,    Trade  Associations   in    the   United  States,   U.S.   Department   of   Com- 

"^^lyY^dkinl:  National  Associations  of  the  United  States,  U.S.  Department  of  Com- 
merce,  1949. 
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of  every  phase  of  my  present  day  business  is  directly  traceable  to  the  services 
that  became  available  to  me  when  I  became  an  association  member." 

Among  the  many  other  types  of  constructive  action  undertaken  by 
trade  associations  is  the  "standardization"  of  manufactured  items  within 
an  industry.  In  cooperation  with  the  U.S.  Bureau  of  Standards  and  the 
American  Standards  Association,  trade  associations  have  assisted  in  the 
establishment  of  standard  sizes  and  designations  in  individual  products, 
to  the  great  advantage  of  the  consumer.  A  12-gauge  Winchester  shell  will 
fit  a  12-gauge  Remington  shotgun.  A  size  "42  regular"  suit  from  Robert 
Hall  is  the  same  as  a  size  "42  regular"  suit  from  Brooks  Brothers.  We  can 
buy  a  6o-watt  light  bulb  of  any  brand  without  worrying  about  whether  it 
will  fit  our  lamp  socket,  and  Pennsylvania  freight  cars  travel  over  any 
United  States  and  Canadian  railroad  tracks.  This  principle  of  standard- 
ization is  especially  important  when  we  consider  its  implication  in  times 
of  national  emergencies. 

Chambers  of  Commerce  and  Other  Regional  Development  Groups 

Although  trade  associations  are  primarily  concerned  with  mutual  prob- 
lems related  to  a  specific  industry  or  profession,  local  chambers  of  com- 
merce and  other  regional  development  groups  are  primarily  concerned 
with  issues  of  interest  to  all  business  and  professional  men  in  a  particular 
geographic  area.  Membership  in  these  groups  consists  not  only  of  local 
businessmen,  but  other  citizens  within  the  community  who  are  interested 
in  creating  a  business  climate  that  will  attract  new  industry  to  their  area, 
increase  the  prosperity  of  existing  businesses,  and  improve  social  condi- 
tions in  the  community. 

To  accomplish  their  objectives,  these  associations  usually  work  closely 
with  local  industry,  merchants'  associations,  and  other  civic  groups.  They 
introduce  legislation  at  the  town,  county,  or  state  level,  sponsor  the  im- 
provement of  housing  and  recreation  facilities,  and  in  some  instances 
promote  financial  assistance  to  new  industry  through  tax  advantages  or 
outright  financial  aid.  In  fact,  local  chambers  of  commerce  and  regional 
development  groups  promote  and  participate  in  any  activities  which  will 
make  their  community  "the  ideal  place  to  live  and  work." 

Local  chambers  of  commerce  are  usually  active  in  all  areas  of  com- 
munity development,  while  other  regional  development  groups  concen- 
trate their  efforts  toward  specific  goals.  For  example,  the  New  England 
Council,  an  economic  development  organization  for  the  six  New  England 
states,  was  established  at  the  request  of  the  six  New  England  governors 
in  1926  and  is  supported  by  business  and  industry.  It  works  closely  with 
the  Federal  Reserve  Bank  of  Boston  in  the  field  of  economic  research  and 
by  inspiration,  stimulation,  and  education  assists  in  the  protection  and 
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growth  of  all  phases  of  agriculture,  the  extractive  industries,  manufactur- 
ing, finance,  and  research. 

The  International  House  in  New  Orleans  seeks  to  foster  trade  between 
all  nations  through  its  friendly  services,  freely  dispensed  in  the  interests 
of  mid-continent  United  States  and  Gulf  ports. 

While  operating  as  autonomous  units,  many  of  the  local  organizations 
work  closely  with  and  are  members  of  the  U.S.  Chamber  of  Commerce. 

Management  Education  Organizations 

Organizations  concerned  solely  with  the  improvement  of  general  man- 
agement skills  have  long  existed,  and  the  study  of  specific  management 
techniques  has  long  been  an  important  activity  of  some  trade  and  pro- 
fessional associations.  The  period  beginning  with  the  end  of  ^Vorld  AVar 
II,  however,  saw  an  unprecedented  increase  in  the  businessman's  thirst 
for  knowledge.  The  American  Management  Association  in  twelve  vears 
increased  its  membership  from  10,000  to  28,150.  New  associations  such 
as  the  Young  Presidents'  Organization  and  the  Committee  for  Economic 
Development  were  formed.  Universities,  with  the  cooperation  of  asso- 
ciations and  individual  business  organizations,  developed  courses  varving 
in  length  from  several  days  to  several  months  to  meet  the  need  of  business- 
men to  improve  their  abilities  in  a  variety  of  management  areas.  Lan^ 
Appley,  president  of  the  American  Management  Association,  explains  this 
phenomenon  as  follows: 

Today's  manager  is  very  definitely  a  new  type  of  individual.  We  used  to 
characterize  the  manager  as  a  pompous,  pot-bellied  capitalist  with  a  boar  tooth 
hung  from  his  vest,  a  big  cigar,  and  a  derby.  That  caricature  doesn't  fit  anvmore. 
Up  to  ten  or  twelve  years  ago,  managers  seemed  to  think  that  by  occupying  a 
certain  position  they  automatically  acquired  the  qualities  to  fill  it.  But  the 
manager  of  today  is  very  conscious  of  his  own  shortcomings.  He  is  a  student.  I 
call  him  very  definitely  a  professional. 

The  difference  between  a  professional  and  an  amateur  is  that  the  amateur 
gloats  over  his  success  and  the  professional  worries  about  his  mistakes.  The  mod- 
ern manager  is  conscious  that  his  activity  is  just  as  specific  as  medicine,  as  law.  as 
education  and  engineering.  He  doesn't  take  things  as  they  happen,  he  makes 
them  happen. 

Since  World  War  II,  many  new  management  tools  and  concepts  came 
into  being  and  it  became  necessary  for  managers  to  learn  to  apply  them. 
For  example,  automation  and  other  new  manufacturing  techniques 
^  altered  our  concepts  about  production;  tax  laws  forced  us  to  develop  new 
methods  of  executive  compensation;  electronic  equipment  opened  new 
fields  of  data  processing;  supermarkets  and  television  changed  many  ot 
our  retail-marketing  concepts;  and  rapid  expansion,  in  manv  cases,  re- 
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suited  in  a  need  for  new  equity  capital  and  more  extensive  financing.  The 
list  could  go  on  and  on. 

There  are  many  excellent  business  publications  which  accurately  report 
these  new  developments,  as  well  as  new  solutions  to  old  problems.  Indeed, 
a  common  complaint  of  managers  is  that  they  find  it  almost  impossible 
to  keep  up  with  the  reading  they  would  like  to  do.  These  publications 
are  important,  but  there  is  no  substitute  for  the  face-to-face  discussions 
and  exchange  of  ideas  with  other  men  who  share  common  management 
problems.  Discussions  confined  to  managers  within  the  same  organization, 
while  usually  quite  fruitful,  do  not  offer  the  possibility  of  fresh  ap- 
proaches which  result  from  discussions  in  which  managers  from  several 
companies  are  represented. 

Management  education  groups  provide  one  of  the  most  important 
media  through  which  professional  managers  can  discuss  mutual  problems 
to  their  mutual  benefit.  The  benefits  to  be  derived  from  seminars  on 
specific  management  topics  will  probably  never  be  known,  but  evidence 
indicates  that  the  money  and  time  saved  would  be  in  staggering  amounts. 

Perhaps  not  typical,  but  certainly  not  unusual,  was  the  member  of  the 
Young  Presidents'  Organization  who  visited  the  YPO  headquarters  office. 
He  announced  that  he  and  his  wife  were  planning  their  first  trip  abroad 
and  expected  to  be  gone  over  six  months.  He  said  the  development  which 
would  permit  him  to  take  such  a  long  leave  of  absence  from  his  business 
started  five  years  before  at  a  YPO  seminar  at  the  Harvard  Business 
School.  This  seminar  had  dealt  with  "building  a  management  team." 
Our  YPO  member  took  this  concept,  which  was  entirely  new  to  him,  and 
put  it  into  effect  in  his  own  operation.  Prior  to  the  seminar,  he  had 
found  his  business  expanding  while  he  still  acted  as  president  in  charge 
of  production,  president  in  charge  of  sales,  president  in  charge  of  finance 
and,  in  effect,  ran  a  one-man  show.  Having  started  the  business  himself, 
this  was  not  unusual.  He  knew  he  was  not  properly  delegating  responsi- 
bilities, but  he  was  at  a  loss  to  know  what  to  do  about  it.  He  faithfully 
followed  all  the  recommendations  and  ideas  developed  at  the  seminar  and 
within  five  years  had  quadrupled  his  business  and  developed  a  manage- 
ment team  in  which  he  had  such  confidence  that  he  was  leaving  the  coun- 
try for  the  better  part  of  a  year,  knowing  that  things  were  in  good  hands. 

Since  management  education  groups  are  of  interest  to  all  businessmen 
with  management  responsibilities,  it  may  be  well  to  look  briefly  at  two 
of  these  groups  to  see  how  they  operate  and  what  their  objectives  are. 

The  American  Management  Association.  The  American  Management  As- 
sociation is  the  largest  of  the  professional  management  organizations.  In 
business  since  1923,  AMA  is  a  pioneer  in  the  concept  of  management  edu- 
cation and  development  as  a  continuing  process  and  in  1959  held  some 
1,100  meetings  with  a  registration  of  6,500. 
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The  Stated  purpose  of  the  Association  is  to  help  its  members  and  other 
managers  interested  in  self-improvement  develop  and  share  together  better 
methods  of  management.  Its  formula  for  presenting  a  wide  variety  of 
management  topics  to  its  28,000  members  is  a  unique  and  effective  one^ 
There  are  ten  operating  divisions,  which  correspond  to  major  areas  of 
management   interest:    finance,   general   management,   insurance,    inter- 
national  management,   manufacturing,   marketing,   office    management, 
packaging,  personnel,  and  research  and  development.  Each  division  has  a 
full-time  division  manager  responsible  tor  organizing  the  division  s  ac- 
tivities. Guiding  each  division  is  a  vice  president,  an  executive  from  indus- 
try who  serves  without  pay.  Under  him  is  a  nonsalar.ed  plannmg  council 
of  seasoned  executives  who  work  together  in  establishing  policv  and  in- 
augurating new  activities  in  the  division. 

Lch  division  holds  a  full  program  of  conferences  and  seminars  and,  in 
some  cases,  courses.  These  meetings  bring  executives  together  to  exchange 
experience  and  management  know-how,  to  learn  basic  fundamental  of 
advanced  techniques,  and  to  pick  up  information  on  current  develop- 
ments  in  their  several  fields. 

AMA,  in  addition  to  educational  courses,  makes  available  to  its  mem- 
bers books  on  management  subjects  and  a  series  of  periodicals.  These 
periodicals  are  titled  Management  News,  Supemsory  Management.  The 
Management  Review,  and  Personnel  Each  AMA  division  ^PO^^°^ ^^^ 
agement  reports  and  research  studies  covering  management  problems  m 

its  own  particular  areas.  .       

The  Young  Presidents  OrganHation.  The  Young  Presidents  Organizanon 

is  an  excellent  example  of  how  an  association  can  be  the  vehicle  thiough 

which  the  needs  of  a  specific  group  can  be  met.  j  f„„nH 

In  1950,  a  small  number  of  young  corporate  presidents  met  and  found 

that  they  had  many  worries  in  common.  Being  young   their  business  ex- 

perence  was  necessarily  limited,  and  because  of  their  vouth.  thev  fe  t 

mo      acutely  the  loneliness  associated  with  the  top  position  ,n  a  corpm^- 

dom  As  pre  idents.  they  had  many  unique  business  problems  which  tie 

could  no^  discuss  with  subordinates  in  their  own  companies  but  .huh 

r   could  freely  discuss  with  other  presidents.  They  also   o^nd  th^t  *es 

problems  were  nearly  universal  among  young  men  who  sat  alone  in  the 

'thetunl"  members  set  down  as  the  organization's  objectives  fello.-- 
sh^exchange  of  ideas,  and  aggressive  action  to  further  the  free  enterprise 
syt'em  Ten  years  and  1,500  members  later,  the  three  basic  objectives  Id 
b^en  polished,  repolished,  and  enlarged,  but  the  underlying  aim  ^vas  the 
Lme.  YPO  e;cists   to  help  its  members  become   better  presidents  and 

'"'vPoTbasic  unit  is  the  local  chapter.  There  are  thirty-two  of  these 
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groups  centered  around  major  cities  of  the  United  States  and  Canada. 
Each  chapter  has  a  full  complement  of  officers  and  committees  and  oper- 
ates with  a  maximum  of  autonomy  within  the  framework  of  the  organ- 
ization's by-laws  and  policies. 

To  be  eligible  for  membership,  an  applicant  must  have  been  elected 
as  president  of  a  qualifying  corporation  before  his  fortieth  birthday, 
must  be  president  of  a  qualifying  corporation  when  he  applies,  and  must 
be  under  forty-four  years  of  age. 

Briefly  stated,  a  qualifying  corporation  is: 

1.  An  industrial  corporation  which  grosses  in  excess  of  $i  million  a 
year  with  50  or  more  employees 

2.  A  nonindustrial  corporation  which  meets  the  same  requirements  as 
an  industrial  corporation  or  grosses  $2  million  with  as  few  as  25  em- 
ployees 

3.  A  banking  corporation  with  deposits  in  excess  of  $15  million  with 
25  employees 

Special  requirements  have  been  set  for  presidents  of  two  or  more  cor- 
porations, no  one  of  which  will  individually  qualify.  In  addition,  each 
applicant  is  carefully  screened  and  posted  to  the  general  membership  to 
assure  that,  if  elected,  he  will  be  active  and  an  asset  to  the  organization. 

In  spite  of  these  rather  rigid  requirements,  YPO  grew  steadily,  and  by 
1959  its  1,500  members  were  scattered  through  forty-six  states,  three 
provinces  of  Canada,  and  five  foreign  countries. 

Other  Management  Education  Organizations.  There  are  many  other  or- 
ganizations which  exist  to  bring  management  education  to  their  members 
as  part  of,  or  as  their  principal,  service.  Some,  like  the  Society  for  Ad- 
vancement of  Management  and  the  National  Office  Managers'  Association, 
have  chapters  scattered  throughout  the  country.  Others,  like  the  Manage- 
ment Division  of  the  American  Society  of  Mechanical  Engineers,  are 
groups  within  a  professional  society  that  have  a  special  interest  in  man- 
agement. Still  others,  like  the  powerful  National  Association  of  Manu- 
facturers, count  management  education  as  only  one  of  the  many  important 
services  they  render  to  their  far-flung  membership. 

There  are  many  organizations  that  deal  largely  with  a  single  function 
or  a  specialized  management  tool  or  technique.  Typical  are  the  American 
Institute  of  Industrial  Engineers,  the  National  Association  of  Cost  Ac- 
countants, and  the  MTM  Association  for  Standards  and  Research. 

A  few  important  management  organizations  like  the  Industrial  Man- 
agement Society  of  Chicago  are  local  or  regional  in  nature.  Most,  how- 
ever, are  national  in  scope.  A  few  are  interested  in  management  education 
at  the  international  level.  The  Council  for  International  Progress  in 
Management,  for  example,  represents  a  number  of  purely  American  man- 
agement organizations  and  sponsoring  industrial  and  educational  mem- 
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bers  in  international  activities.  It  joins  with  over  twenty-five  other  coun- 
tries in  holding  triennial  congresses  under  the  auspices  of  CIOS,  the 
International  Committee  on  Scientific  Management,  which  have  greatly 
spread  the  knowledge  of  sound  management  principles  and  practices 
throughout  the  industrial  countries  of  the  world. 

There  is  no  scarcity  of  groups  to  which  a  manager  can  turn  for  educa- 
tion on  general  or  specific  management  subjects.  Indeed,  the  very  num- 
ber of  existing  organizations  complicates  the  manager's  problem  of  de- 
ciding which  organization  or  organizations  he  will  support.  Yet  it  is 
interesting  to  note  that  practically  all  the  many  management  educational 
organizations  are  well  supported,  have  active  programs  and  substantial 
bank  balances,  and  are  experiencing  healthy  growth.  This  attests  to  the 
fact  that  they  are  meeting  the  needs  of  their  members. 

Business  Research  and  Information  Groups 

The  National  Industrial  Conference  Board  typifies  the  business  re- 
search and  information  group.  In  formal  terms,  the  Conference  Board  is 
an  institution  devoted  to  practical  research  and  the  problems  of  industrial 
economics  and  management.  It  is  a  source  of  facts  and  figures  bearing  on 
all  aspects  of  economic  life  and  business  operations. 

After  its  creation  in  1916,  the  Conference  Board  passed  through  many 
periods  of  critical  change  in  economic  and  political  conditions.  Each 
crisis  or  emergency  was  intensively  studied  in  order  to  record  causes, 
methods,  and  effects.  The  Board  has  gathered,  analyzed,  and  summarized 
the  essential  facts  about  industrial  and  business  conditions,  trends,  and 
techniques  for  over  forty  years.  It  acts  as  a  source  of  unbiased  and  reliable 
information  for  business  executives,  association  managers,  labor  leaders, 
legislators,  government  officials,  professional  men,  publicists,  university 
professors,  and  students.  It  furnishes  facts  on  which  to  base  consideration 
of  the  significance  of  events  in  the  business  world. 

In  addition  to  its  research  activities,  the  Conference  Board  brings  to- 
gether business  and  industrial  executives  in  conferences  to  provide  them 
the  opportunity  of  participating  in  discussions  led  by  speakers  of  national 
and  international  prominence.  In  general  sessions,  the  broad  aspects  of 
economic,  political,  and  social  questions  are  considered.  In  smaller,  tech- 
nical sessions,  experts  discuss  timely  subjects  as  a  prelude  to  a  period  of 
questions  and  general  discussion. 

In  order  to  provide  associates  from  coast  to  coast  with  opportunity  to 
participate  in  these  meetings,  the  Conference  Board  has  broadened  its 
conference  program  to  include  major  cities  throughout  this  country  and 
Canada.  Among  the  vital  subjects  discussed  are  business  and  financial 
outlook,  current  sales  marketing  techniques,  management-labor  relations, 
and  personnel  administration  problems.  Conference  subjects  are  chosen 
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for  their  timeliness  and  the  value  of  the  discussions  to  attending  execu- 
tives from  organizations  associated  with  the  Board. 

The  Conference  Board  maintains  a  special  division  to  deal  with  the 
inquiries  sent  in  by  its  associates.  When  its  own  research  does  not  cover 
the  subject,  this  division  of  information  and  education  can  seek  the 
answers  from  other  sources. 

The  Conference  Board  is  a  nonprofit  organization  and  is  not  endowed 
in  any  way.  It  is  financed  by  the  annual  subscriptions  of  those  who  use 
its  products:  industrial  and  business  concerns  and  associations,  labor  or- 
ganizations, educational  institutions,  banks  and  insurance  companies,  pro- 
fessional and  consulting  firms,  and  private  individuals.  The  Conference 
Board  has  grown  steadily  since  its  founding.  Its  subscribing  associates, 
which  numbered  419  in  1932,  exceeded  3,600  in  1959.  : 

ASSOCIATON  OPERATION 

As  in  any  democratic  organization,  the  members  of  associations  are  the 
ultimate  ruling  body.  The  way  the  general  membership  manifests  its 
control  varies  from  association  to  association.  The  general  pattern,  how- 
ever, is  for  the  membership  to  elect,  through  a  representative  nominating 
committee,  a  board  of  directors.  The  association  officers  are  in  turn 
elected  by  the  directors.  The  directors  and  officers  are  normally  members 
who  have  shown  a  keen  interest  in  the  associaton  and  have  proved  their 
capabilities  through  their  activities  on  the  various  association  committees. 

When  the  number  of  directors  is  sizable,  an  executive  committee,  made 
up  of  directors,  is  usually  appointed.  This  smaller  committee  considers 
proposals,  makes  recommendations,  and  screens  items  to  determine  the 
priority  of  their  importance  before  they  are  presented  to  the  entire  board 
for  action. 

Depending  on  the  scope  of  the  association's  objectives,  any  number  of 
standing  and  ad  hoc  committees  are  appointed  by  the  Board  to  take  the 
responsibility  for  specific  areas  of  activity.  The  Board  is  responsible  for 
establishing  policy  and  determining  goals  and  objectives,  and  the  officers 
are  responsible  for  the  operation  of  the  organization.  The  extent  of 
participation  by  the  officers  and  committees  is  determined  to  a  large 
degree  by  the  size  of  the  paid  staff  and  the  emphasis  on  outside  con- 
sultants. 

Staff.  The  size  of  the  paid  staff  varies  greatly  from  organization  to  organ- 
ization. Some  manage  to  function  effectively  with  one  part-time  staff 
member,  while  the  operation  of  others  requires  staff  running  into  the 
hundreds. 

The  paid  executive  of  an  association  may  be  known  as  the  executive 
secretary,  executive  director,  executive  vice  president,  or  executive  man- 
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ager  His  duties  are  established  by  the  scope  of  activities  of  the  association 
but  whatever  these  duties  may  be,  their  competent  execution  is  essential 
to  the  effective  operation  of  the  organization. 

The  association  staff  does  not  set  the  policies  of  the  organization,  nor 
does  it  indiscriminately  decide  what  activities  to  initiate.  Of  course,  the 
executive  suggests  lines  of  action  and  new  techniques,  and  well  he  should. 
After  all,  he  is  usually  a  man  with  extensive  business  and /or  association 
experience  and  a  wealth  of  ideas  about  what  is  good  for  his  group.  Still, 
the  actual  decision-the  final  verdict  to  go  ahead,  to  stop,  to  do  this  to 
do  that-comes  from  the  members  who  comprise  the  association  s  board  of 
directors  and  its  various  permanent  and  special  committees.' 

Membership.  Membership  in  associations  may  be  restricted  to  individ- 
uals, companies,  or  other  associations  or  may  be  composed  of  any  com- 
bination of  these.  There  may  be  several  types  of  memberships  withm  an 
association,  such  as  regular,  associate,  and  affiliate  members,  with  differen 
dues  attached  to  each  type  of  membership.  However,  the  membership  of 
any  association,  regardless  of  how  it  is  determined,  is  made  up  of  people 
who,  for  a  variety  of  reasons,  have  a  specific  interest  in  what  the  associa- 
tion is  attempting  to  accomplish. 

Dues  The  dues  structure  for  association  membership  may  be  on  a  flat- 
fee  basis  or  based  on  a  formula  related  to  dollar  volume  or  number  of  em- 
ployees or  on  number  of  units  shipped  in  associations  where  all  members 
produce  the  same  products.  Dues  constitute  the  entire  income  for  most 
associations,  but  some  derive  additional  funds  from  such  sources  as  the 
sale  of  advertising  in  publications,  profits  from  seminars,  conventions,  and 
trade  shows,  and  the  sale  of  services  and  visual-aid  materials 

Multiple  Memberships.  It  is  quite  common  for  an  individual  to  be  a 
member  of  more  than  one  association.  Take  the  hypothetical  examge 
of  the  president  of  a  toy-manufacturing  company  located  m  Boston.  He 
may  be  age  permitting,  a  member  of  the  Young  Presidents  Organization 
by  'virtue  of  his  position.  He  may  be  a  member  of  the  Toy  ^I--^-;-  ; 
Association  by  virtue  of  his  industry,  and  a  member  of  the  Boston  Cham- 
ber by  virtue  of  his  geographic  location.  Because  of  his  general  interest 
in  business,  he  probably  would  belong  to  the  National  Association  o 
Manufacturers,  as  well  as  the  Chamber  of  Commerce  and  to  impio  e  hi 
skills  as  a  manager,  he  may  also  belong  to  the  AMA  or  the  Societs  foi 
Advancement  o£  Management. 

Member  Responsibilities 

Although  a  paid  staff  is  an  integral  and  important  part  of  any  organiza- 
tion it  is  the  members  themselves  who  determine  the  success  or  failure  of 

'  Modern  Day  Trade  and  Profesuonal  Associations.  U.S.  Chamber  of  Commerce.  ,955. 
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an  association.  The  members  must  have  a  complete  understanding  of 
what  the  association  is  attempting  to  accomplish,  determine  if  the  ob- 
jectives will  benefit  them  or  their  company,  and  if  they  will,  give  full 
support  to  the  organization  in  accomplishing  these  objectives. 

Full  support  means  more  than  paying  dues,  attending  an  occasional 
meeting,  and  reading  the  association  literature  and  publications.  Asso- 
ciation dues  have  been  likened  to  country-club  dues.  If  a  member's  total 
club  expenses  are  only  the  annual  dues,  he  is  obviously  not  utilizing  the 
club  facilities,  and  the  benefits  of  his  membership  are  small.  If,  however, 
he  has  a  fair  share  of  restaurant  bills  and  greens  fees  each  month  in  addi- 
tion to  his  dues,  he  is  taking  advantage  of  his  membership  and  getting 
his  money's  worth. 

It  is  much  the  same  with  association  membership.  A  member  who  each 
year  pays,  in  addition  to  his  dues,  tuition  fees  for  seminars  and  registra- 
tion fees  for  conventions  and  other  meetings  is  utilizing  his  association 
and  exposing  himself  to  the  full  benefits  to  which  his  dues  entitle  him. 
A  good  association  member  must  always  remember  that  the  thought  and 
effort  that  go  into  operating  a  successful  association  come  from  members 
of  the  association.  He  must  therefore  be  willing  to  accept  the  responsi- 
bility of  serving  as  an  officer  or  committeeman  when  called  on  to  do  so. 
Implied  in  the  acceptance  of  a  position  of  responsibility  in  an  association 
is,  of  course,  the  willingness  and  ability  satisfactorily  to  complete  the  as- 
signment, whatever  it  may  be. 

The  Chamber  of  Commerce  succinctly  points  up  the  importance  of 
membership  participation  when  it  says:  "It  is  absolutely  impossible  for 
an  association  to  be  truly  successful  without  volunteer  work— mental  and 
physical— of  its  members.  An  association's  effectiveness  scales  upward  in 
direct  proportion  to  the  enthusiasm  and  efforts  of  its  members." 

A  show  of  enthusiasm  and  interest  is  not  restricted  to  members  serving 
as  officers  or  on  committees.  Association  publications  are  usually  inter- 
ested in  receiving  well-written  and  informative  articles  from  the  general 
membership.  Committees  usually  welcome  comments  on  their  area  of 
activities  from  interested  members,  and  the  active  (not  overactive)  par- 
ticipant is  welcome  at  any  association  seminar  or  meeting.  It  might  not  be 
out  of  order  to  mention  that  the  active  and  effective  association  members 
are  the  ones  who  are  best  known  and  are  best  remembered  when  a  fellow 
member  has  an  order  to  place. 

The  benefits  which  accrue  to  members  through  their  associations  are, 
in  effect,  the  reaping  of  benefits  sown  by  the  members  themselves.  The 
members  determine  the  objectives,  plan  the  program,  set  the  policies,  and 
are  collectively  responsible  for  establishing  an  atmosphere  in  which  the 
organization  can  successfully  function  to  the  benefit  of  all. 
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CONCLUSION 

The  over-al!  impact  of  management  organizations  in  American  busi- 
ness is  such  that  no  manager  can  afford  to  ignore  the  benefits  and  services 
which  they  offer  him.  If  he  does,  he  cannot  expect  to  remain  a  serious 
contender  in  his  field  for  long. 

The  top  manager  obviously  cannot  expect  to  participate  personalis 
in  all  the  management  organizations  which  can  benefit  his  companv,  but 
he  can  make  sure  that  his  company  supports  actively  a  representative 
number  of  the  organizations  which  can  help  his  business.  He  himself  will 
usually  find  it  desirable  to  attend  meetings  devoted  to  general  manage- 
ment and  industry  problems.  If  in  addition  he  will  engage  m  active  but 
limited  participation  in  committee  activities  which  particularlv  interest 
him  he  will  be  likely  to  find  not  only  that  they  add  to  his  personal  devel- 
opment but  that  they  help  him  to  overcome  in  part  the  ■■  onelmess  of 
leadership"  which  some  top  managers  find  to  be  such  a  problem. 

If  participation  in  management  organization  activities  helps  the  per- 
sonal  development  of  the  top  manager  who  has  already  arrived,  it  is 
apparent  that  similar  participation  is  even  more  important  to  the  young 
man  who  is  on  his  way  up.  Top  management  should  therefore  suppoit 
the  management  organizations  that  will  be  most  appropriate  for  each 
ndividua!  There  are  organizations  designed  to  =>'--;  -J^'^^^^j"^'^ 
each  management  level  and  from  each  function  or  field  of  specialized 

'"ThT'form  the  encouragement  should  take  is  a  matter  of  companv 
policy  For  example,  one  company  tells  each  manager  to  join  the  group 
111  best  serves  his  interests  and  to  pay  the  dues  himself.  The  companv 
however,  pays  for  the  costs  incurred  in  attending  meetings  and  also  pa>s 
the  dues  for'any  other  memberships  it  wishes  the  individual  -  take  on. 

Management  organizations  have  played  a  vital  role  in  American  indu  - 
try  for  r^any  years' They  have  helped  thousands  of  ^^^^^^^^^ 
lels  individual  managers.  They  are  an  integral  part  °f  *^  ^^  "^^ 
business  scene,  whose  total  contribution  can  scarcely  be  evaluated  ac 
cur  "w  But  i  management  organizations  were  to  vanish  suddenlv,  oiu- 
whole  economy  would  be  vastly  poorer  and  our  level  of  management  com- 
Itenc  wo„lI  steadily  deteriorate.  It  is  evident,  therefore,  that  top 
management's  participation  in,  and  support  of,  management  organiza  ion 
TcUvkL  is  a  form  of  enlightened  self-interest.  In  my  opinion,  no  man- 
ager can  afford  to  neglect' the  responsibility  and  the  opportunitv  that 
active  participation  implies. 


Byron  K.  Elliott 


PRESIDENT,  JOHN  HANCOCK 
MUTUAL  LIFE  INSURANCE  COMPANY 
BOSTON,   MASSACHUSETTS 


An  early  business  venture  of  Byron  K.  Elliott,  president  of  the  John 
Hancock  Mutual  Life  Insurance  Company,  made  hiin  a  most  unlikely 
prospect  for  life  insurance.  He  and  some  others  recently  returned 
from  service  in  World  War  I  ran  a  flying  service  in  their  native  state 
of  Indiana.  Flying  in  the  early  twenties  was  done  mostly  by  the  seat 
of  the  pants,  and  aviators  were  not  thought  to  have  the  life  expectancy 
that  made  for  good  insurance  risks. 

It  is  not  surprising,  however,  that  the  flier  eventually  became  the 
life  insurance  executive.  Aviation  was  a  secondary  interest  while  Mr. 
Elliott  completed  his  education  at  the  University  of  Indiana  and 
Harvard  Law  School.  With  his  interest  in  people  outweighing  his  love 
for  machines,  he  planned  a  career  in  public  service.  In  rapid  succession 
after  admission  to  the  Lidiana  Bar,  he  became  chief  deputy  district 
attorney,  assistant  attorney  general,  and  at  the  age  of  twenty-seven, 
judge  of  the  Superior  Court  of  Indiana. 

With  such  a  running  start,  Byron  Elliott  could  look  forward  to  a 
great  future  as  a  public  official.  But  two  years  on  the  bench  introduced 
him  to  an  intriguing  new  field— insurance  law.  He  marveled  at  a  co72- 
tract  so  airtight  and  so  universally  accepted  that  it  is  relied  upon  to 
function  even  long  after  one  of  the  parties  to  it  no  longer  existed. 

The  chance  to  expand  the  usefulness  of  such  contracts  appealed  to 
him.  At  the  age  of  twenty-eight  he  turned  his  back  on  the  bench  to 
become  manager  and  general  counsel  of  the  American  Life  Conven- 
tion, an  association  of  some  two  hundred  legal  reserve  life  insurance 
companies.  Six  years  later  the  opportunity  to  work  directly  on  in- 
surance contracts  came  with  his  appointment  as  general  solicitor  of 
Johji  Hancock. 

The  move  to  Boston  gave  Mr.  Elliott  a  chance  to  develop  another 
interest.  He  had  long  been  aware  that  good  contracts  could  go  only 
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so  far  in  serving  the  public  well.  They  required  good  men  to  sell  them 
and  administer  them.  His  election  to  executive  vice  president  gave 
him  the  opportunity  to  apply  this  philosophy.  He  began  to  look  for 
and  train  the  men  who  would  take  over  when  he  and  his  generation 
retired.  In  time  he  had  gathered  about  him  a  group  of  able  younger 
men  whom  he  encouraged  and  advised  in  the  development  of  ways 
to  improve  life  insurance  service.  Today  these  men  are  key  vice  presi- 
dents of  the  company. 

With  his  election  as  president  of  the  company  in  7^57,  Byron  Elliott 
expanded  the  application  of  his  philosophy  to  the  company's  field 
forces  throughout  the  nation. 

His  interest  in  life  insurance  stemming  largely  from  the  concept 
that  it  is  a  public  service,  it  was  inevitable  that  Mr.  Elliott  would 
engage  in  extracurricular  activities  that  benefit  the  public.  He  is 
chairman  of  Northeastern  University,  a  trustee  of  Wellesley  College, 
a  member  of  the  advisory  board  of  the  Harvard-Radcliffe  Program  in 
Business  Administration,  and  a  director  of  Indiana  University  Founda- 
tion. In  1939  he  directed  a  successful  campaign  as  general  chairman  of 
the  Greater  Boston  United  Fund. 

But  first  loves  never  die.  With  all  his  concentration  on  men,  Mr. 
Elliott  still  can't  resist  the  attraction  of  machines.  Given  a  chance,  he'll 
tinker  with  an  automobile  engine  or  engage  in  detailed  discussio?i 
with  a  photographer  about  his  equipment.  He  takes  particular  pleasure 
in  the  giant  computers  installed  in  the  company's  home  office  to  do 
much  of  its  paper  work.  And,  from  time  to  time,  he'll  turn  from  his 
desk  to  cast  a  reflective,  and  possibly  speculative,  eye  across  the  harbor 
to  the  jets  taking  off  and  landing  at  Boston's  Logan  Airport. 

March,  i960 


CHAPTER    57 

Lightening  the  Executive  Load 


A  body  of  thoughtful  literature  has  grown  and  flourished  around  the 
American  business  executive  and  his  exceptional  problems.  Most  of  the 
studies  that  I  have  read-the  serious  books,  articles  and  technical  journals 
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—depict  and  analyze  the  difficulties  faced  by  top  management.  In  popular 
novels  and  certainly  in  the  field  of  sheer  entertainment,  the  public  usually 
sees  urbane  caricatures  of  the  executive,  more  often  than  not  involved  in 
feverish  melodramas. 

The  central  theme  in  much  of  this  material  pictures  our  business  leaders 
so  burdened  by  the  executive  load  that  its  tensions  can  only  reduce  their 
effectiveness  or  shorten  their  period  of  usefulness.  This  lethal  pressure,  it 
may  be  remarked,  does  not  result  from  the  hard  work  and  the  long  hours. 
Often,  the  harder  the  work,  the  fewer  the  tensions  in  its  wake.  The  heavy 
burden  on  executive  shoulders  depends  upon  other  factors,  most  notably 
on  human  relationships  and  their  conflicting  demands. 

It  is  not  my  purpose  to  summarize  or  criticize  the  growing  pile  of  books 
and  articles  on  the  American  business  leader.  As  the  president  of  a  large 
life  insurance  company,  I  do  welcome,  however,  the  opportunity  to  con- 
tribute to  the  discussion,  limiting  my  comments  to  the  executive  load  and 
how  it  can  be  lightened.  I  shall  consider  certain  responsibilities  commonly 
regarded  as  contributing  to  the  top  management  load  and  shall  express 
the  heretical  opinion  that  these  responsibilities,  when  properly  handled, 
may  be  set  to  work  to  ease  the  executive  burden. 

In  general  terms,  the  responsibilities  of  a  chief  executive  embody  an 
interesting  assortment  requiring  his  personal  attention.  He  must  keep 
in  mind  the  aims  of  the  company.  He  must  make  sure  that  these  aims  are 
understood  by  even  the  humblest  member  of  his  organization.  He  must 
find  the  time  to  maintain  contact  with  his  staff.  He  must  see  that  they 
and  all  other  employees  have  a  sense  of  participation  in  a  joint  venture— 
a  feeling  unlikely  to  prevail  if  the  top  executive  does  not  give  it  his 
constant  and  enthusiastic  personal  attention.  Closely  linked  to  this  duty 
is  the  assessment  of  the  capacities  of  his  associates,  a  not  insignificant  share 
of  the  burden  carried  by  the  head  of  a  company. 

In  another  area  of  management,  and  at  seeming  cross-purposes  with 
such  staff  contacts,  there  is  the  necessity  to  provide  for  the  occasional 
isolation  of  the  business  leader— a  time  apart  to  make  those  decisions 
he  can  neither  delegate  nor  share. 

As  his  final  task,  there  are  the  ever-important  obligations  of  the  role 
which  he  and  his  institution  must  play  in  the  community. 

Paradoxical  though  it  may  appear,  the  manifold  responsibilities  of  an 
executive,  in  his  office  and  in  society,  do  not  always  add  to  his  burden, 
although  the  way  he  meets  them  may.  If  he  understands  thoroughly  the 
relationships  of  these  responsibilities  to  himself  and  to  his  business,  he 
will  know  how  best  to  deal  with  the  human  beings  and  problems  ^vhich 
form  an  integral  part  of  his  executive  life.  His  work  will  then  become 
more  effective,  and  his  load  will  be  lightened  because  of  a  greater  com- 
prehension of  the  leadership  function  in  modern  business. 
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THE  AIMS  OF  THE  COMPANY  AND  THE  EXECUTIVE  LOAD 

Executives  primarily  have  to  think  in  terms  of  the  company's  profit,^ 
its  solvency,  and  growth.  When  things  are  not  going  well,  conscientious 
executives  become  uneasy  and  feel  the  weight  of  their  responsibilities  very 
keenly.  Harried  by  statistics,  they  may  lose  track  in  their  conscious  minds 
of  the  ultimate  aims  of  the  company;  the  perspective  of  the  years  loses 
out  to  the  stresses  of  the  day. 

It  is  at  such  a  moment  that  an  experienced  executive  can  lighten  his 
load  by  raising  his  sights.  He  may  reflect  on  the  fact  that  he  has  earned, 
and  accepted,  the  responsibility  and  the  inherent  challenges  of  the  life  of 
a  business  leader.  At  a  time  of  heavy  pressure,  the  business  leader  should 
review  in  his  own  mind  the  potentialities  of  his  business  in  the  modern 
scene,  or  the  true  goal  of  his  company.  He  should  question  himself  as  to 
whether  he  is  directing  his  energy  intelligently  and  whether  he  is  thinking 
positively  in  a  time  of  financial  uncertainty.  Are  his  subordinates'  jobs 
and  their  capabilities  geared  to  the  over-all  potential  of  the  company? 
From  such  an  examination  he  may  make  sure  to  think  and  act,  not  from 
day  to  day,  but  persistently  in  terms  of  decades.  In  this  way  he  may  look 
ahead  and  find  the  path  to  an  unexpected  solution  of  the  immediate 
business  problem. 

In  defining  the  role  of  an  individual  company,  there  should  be  no  great 
problem.  The  executive  knows  his  company's  history,  the  goals  withm 
its  reach.  His  real  problem  is  to  communicate  these  aims  of  his  company 
throughout  the  organization. 

The  Importance  of  Repeated  Communication 

In  the  light  of  my  own  experience,  I  may  offer  this  observation.  As  a 
practical  necessity,  an  executive  must  set  forth  the  aims  of  his  business  re- 
peatedly. The  ideal  is  for  these  goals  to  become  so  much  a  part  of  the 
thought  of  the  organization  that  they  are  thoroughly  understood  at  every 
level  within  it.  An  executive  who  solves  the  prickly  problem  of  such 
communication,  who  clarifies  his  own  philosophy  in  the  doing,  will  find 
that  in  the  process  he  has  lightened  considerably  his  o^vn  burden  of 
leadership. 

At  John  Hancock,  at  the  opening  of  every  life  insurance  meeting,  we 
try  to  present  effective  illustrations  of  the  positive  role  that  life  insurance 
plays  in  the  life  of  our  people.  I  believe  that  in  doing  so  we  remind  our- 
selves of  the  true  meaning  and  significance  of  our  daily  activities.  A  great 
many  business  difficulties  and  disagreements  are  resolved  when  they  are 

1  In  a  mutual  insurance  company,  margins  sufficient  to  maintain  a  safe  surplus  ratio, 
with  competitive  low  net  cost  and  maximum  service  to  policy  owners. 
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considered  in  the  light  of  broad  objectives,  if  the  latter  are  stated  ac- 
curately and  meaningfully. 

Since  any  mechanical  or  repetitious  statement  of  the  purpose  of  a  busi- 
ness is  self-defeating  and  even  may  be  a  subject  for  parody,  we  are  con- 
stantly searching  for  new  and  compelling  illustrations  which  will  restate 
the  goals  in  attractive  terms.  The  ideal  is  that  a  sense  of  purpose,  an 
understanding  of  our  objectives,  should  permeate  the  whole  organization. 
But  in  any  large  modern  company  there  are  different  levels  of  understand- 
ing and  interest,  wide  variations  in  the  distances  between  the  home  office 
and  the  field  offices.  What  is  new,  interesting,  and  relevant  information 
at  one  level  may  be  common  knowledge  at  another.  What  is  an  inspiring 
statement  to  a  group  of  beginners  could  impress  our  veterans  in  the 
company  as  talking  down  to  them  and  ignoring  the  value  of  their  ac- 
cumulated experience.  In  our  own  company,  I  try  to  express  my  business 
hopes  and  the  philosophy  that  lies  back  of  them  at  staff  meetings,  in  office 
memorandums,  in  letters  to  the  field  offices,  and  in  speeches  and  articles 
couched  in  terms  which  can  have  meaning  to  the  company  as  a  whole. 

Nevertheless,  it  would  be  unrealistic  to  assume  that  understanding  is 
automatic  and  immediate.  The  John  Hancock  Company  is  nearly  a  cen- 
tury old;  sixty-seven  years  of  that  century  passed  before  its  accumulated 
assets  amounted  to  half  a  billion  dollars  and  made  it  a  giant  for  its  time. 
Yet  in  the  next  eleven  years  its  assets  mounted  to  a  billion  dollars,  and 
within  two  decades  to  five  billion  dollars.  During  the  same  period,  the 
personnel  grew  to  include  sixteen  thousand  men  and  women,  and  the 
policy  owners  to  number  ten  million. 

Our  company  is  not  unique  in  this  respect;  the  history  of  American 
business  enterprise  reveals  comparable  records  of  stability  and  progress, 
and  the  growth  in  physical  dimensions  has  been  paralleled  as  a  rule  by 
the  major  American  companies.  My  specific  point  is  that  it  is  one  matter 
to  discuss  the  aims  of  a  company  in  the  atmosphere  of  common  under- 
standing at  a  staff  meeting  and  quite  another  to  see  to  it  that  these  hopes 
and  aims  play  a  vital  part  in  the  working  lives  of  sixteen  thousand  widely 
scattered  individuals.  In  setting  forth  new  goals,  I  have  found  that  a 
positive  approach  is  best,  but  always  in  relation  to  the  fact  that  in  this 
age  of  accelerated  tempo,  we  can  continue  to  increase  our  business  only 
if  we  remain  responsive  to  the  stupendous  economic  growth  around  us. 

Communications  Upward 

At  John  Hancock,  we  are  happy  to  operate  an  extensive  suggestions 
system  which  makes  this  company-wide  understanding  a  reasonable  goal. 
Every  Hancock  worker  below  the  level  of  assistant  division  manager  has 
a  chance  to  improve  his  company.  Whether  the  employee  wears  overalls, 
tweeds,  or  petticoats,  there  is  a  close  identification  with  an  organization 
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when  one  has  had  a  chance  to  change  it!  In  our  company,  even  the  teen- 
ager has  won  recognition  when  he  has  offered  a  valuable  suggestion. 

In  nearly  ten  years  of  the  system,  we  have  had  more  than  15,000  sug- 
gestions, and  one  in  every  four  or  five  has  proved  worthy  of  an  award. 
Among  the  thousands  of  workers  who  have  made  suggestions  with  no 
little  zeal  but  who  have  never  won  an  award,  there  are  remarkably  few 
disgruntled  people.  There  are  two  reasons  for  this  equanimity.  First  is 
the  truth  that  the  suggestions  system  in  a  large  corporation  is  usually 
the  easiest  means  for  communication  upward.  It  is  the  best  chance  for 
the  worker  to  "talk  to  management."  The  second  reason  is  the  letter  which 
he  (or  frequently  she)  receives,  which  shows  the  seriousness  with  which 
the  rejected  suggestion  was  considered  by  top  executives.  His  offering  was 
not  brushed  off  with  veiled  contempt,  but  his  rejection  was  explained  in 
terms  which  left  him  with  his  dignity  unimpaired  and  with  hope  for 
another  try. 

To  sensitive  and  ambitious  workers,  such  a  system  also  offers  a  chance 
to  express  themselves  creatively.  They  become  more  important  in  their 
own  eyes  and  take  the  first  step  toward  inner  confidence.  In  the  eyes  of 
their  coworkers,  they  will  have  increased  status,  particularly  when  their 
names  are  published  in  the  company's  News  Weekly  magazine. 

One  of  our  telephone  girls,  for  instance,  held  out  stoutly  for  direct 
tie-in  lines  to  field  offices-and  saved  the  Hancock  Company  a  sizable  sum. 
Two  of  our  own  telephone  repairmen  got  rid  of  fading  in  the  dictation 
telephones,  which  no  one  else  had  been  able  to  do. 

A  Hancock  carpenter  invented  a  machine  which  let  one  man  replace 
two  in  the  repair  and  overhaul  of  door  closers.  Another  worker  in  over- 
alls from  the  plumbing  division  saved  half  the  company's  annual  bill  for 
liquid  soap  in  the  washrooms  and  prevented  the  corrosion  of  the  piping 
through  his  astuteness.  In  our  mail  division,  the  girls  and  boys  and  the 
older  generation  have  developed  faster  economical  methods  for  moving 
mail  and  telegrams.  Observant  clerical  workers  and  secretaries  have  proved 
equally  enterprising. 

With  such  an  opportunity  for  self-expression  and  communication  ^vith 
management,  the  workers  are  much  readier  to  give  their  president  their 
sympathetic  attention  when  he  stresses  the  aims  of  their  company.  By 
improving  the  daily  operations  of  the  Hancock  schedule,  the  emplovees 
have  a  deeper  interest  in  the  company's  future  and  its  significance  in 
the  outside  world.  By  their  warmer  understanding,  the  executive's  burden 
has  been  lightened. 

Let  the  executive  who  has  been  worrying  about  the  momentary  margin 
of  profit  also  think  for  a  while  about  the  rising  demand  for  consumer 
goods,  more  houses,  greater  security,  better  education,  and  more  reward- 
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ing  jobs.  Let  him  repeatedly  set  forth  his  ideas  and  aspirations  to  his 
company  in  various  written  and  oral  media.  Then  have  him  turn  back 
to  the  profit  and  loss  motif  of  that  day  or  year  and  see  the  problem  in  a 
longer  perspective.  The  result  will  be  a  renewed  faith  in  his  own  per- 
formance as  well  as  in  the  star  of  his  company. 

LIGHTENING  THE  EXECUTIVE'S  LOAD 
THROUGH  HIS  RELATIONSHIP  WITH  HIS  STAFF 

If  the  head  of  a  company  can  find  time  for  personal  contact  with  his 
staff  as  far  down  the  line  as  possible,  he  Avill  find  it  most  rewarding  in 
terms  of  the  delight  both  of  dealing  directly  with  human  beings  and  of 
discovering  new  ideas.  Such  direct,  productive  relationships  immeasur- 
ably lighten  the  burdens  of  his  job,  and  they  in  turn  inspire  the  staff 
members. 

Managers  frequently  need  to  depart  from  orthodox  routines.  They 
need  encouragement  when  they  feel  impelled  to  enter  new  fields  of  bold 
and  original  ideas.  In  my  opinion,  there  is  no  better  stimulant  for  creative 
thinking  than  personal  contact  between  the  top  executive  and  his  lower 
echelons.  The  men  and  women  who  are  in  the  echelons  above  the  reach 
of  a  suggestions  system,  but  below  the  rank  of  company  officers,  often  are 
more  imaginative  and  stimulating  than  the  aloof  type  of  leader  is  ready 
to  believe.  Conversations  with  such  personnel  in  different  departments 
frequently  bring  to  the  surface  novel  concepts  that  would  never  find  the 
light  of  day  in  office  memorandums  or  in  large  meetings.  In  talking  with 
workers  from  all  levels,  I  have  met  more  than  a  few  who  can  express 
themselves  clearly  and  forcefully  in  conversation  but  cannot  put  their 
words  on  paper  with  any  conviction. 

When  President  Sukarno  of  Indonesia  visited  this  country,  he  toured 
the  factories  and  visited  many  companies  and  corporations  throughout 
the  United  States.  He  appeared  to  be  impressed  most  of  all  by  the  fact 
that  chief  executives  knew  the  names,  often  even  the  first  names,  of 
hundreds  of  subordinates  at  all  working  levels.  He  saw  company  presi- 
dents discussing  easily  the  technical  details  of  their  work  with  the  men. 
Such  an  illustration  of  American  democracy  in  action  was  one  that 
Sukarno  found  unforgettable.  At  the  same  time,  he  knew  that  he  had 
glimpsed  the  most  highly  experienced  top  executives  engaging  in  their 
duties  with  a  managerial  skill  seldom  equaled  in  other  parts  of  the  world. 

A  free  exchange  of  ideas  at  all  levels  on  routine  and  special  questions 
is  an  advantage  to  any  business  development.  With  such  a  free  exchange, 
the  management  has  far  greater  vitality  and  quicker  response  to  new 
trends,  competitive  pressures,  and  unfolding  opportunities.  To  make  up 
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for  the  absence  of  such  an  exchange  by  trying  to  drain  the  equivalent  of 
its  contribution  from  the  top  fruitlessly  consumes  executive  time  and 
energy. 

THE  STIMULUS  OF  PERSONAL  CONTACTS  HELPS  TO  SOLVE  PROBLEMS 

The  individual  person,  by  and  large,  is  a  wonderful  force  for  creative 
action  if  certain  conditions  which  tend  to  give  him  a  chance  to  perform 
well  are  kept  in  mind.  One  is  the  general  knowledge  throughout  the 
organization  that  the  fundamental  importance  of  human  relations  has 
been  comprehended  and  accepted. 

It  seems  strange  that,  two  thousand  years  after  Jesus  and  His  Second 
Commandment,  it  still  should  be  necessary  to  remind  ourselves  of  the 
fundamental  sacredness  of  human  relations.  There  is  some  sort  of  magic 
in  personal  contacts;  I  believe  this  so  profoundly  that  I  have  stated  it  in 
one  way  or  another  in  our  meetings  in  the  field  with  as  many  of  our 
people  as  I  could  reach.  There  is  a  warmth  in  personal  contacts  which 
stimulates  a  cross-fertilization  of  ideas.  This  magic  effect  of  one  personality 
upon  another  has  resulted,  time  and  again,  in  lasting  achievements  that 
could  have  been  attained  in  no  other  way.  No  form  of  communication 
sparks  inspiration  so  readily  as  a  meeting  of  people  who  share  a  common 
interest  and  depend  upon  the  success  of  the  same  enterprise. 

To  an  amazing  degree,  the  wealth  of  experience  of  members  of  a 
trained  organization  provides  varying  and  useful  solutions  to  problems 
that  a  top  manager  privately  thinks  are  his  alone.  He  can  draw  upon 
these  human  resources  to  the  fullest  extent  only  by  convincing  the  in- 
dividuals that  he  values  their  contribution  and  needs  their  assistance. 

In  John  Hancock  we  are,  of  course,  interested  in  the  living  that  life 
insurance  provides  for  our  personnel,  in  a  sensibly  managed  increase  in 
sales  (rather  than  a  race  for  volume),  and  in  striving  to  serve  our  policy 
owners  more  efficiently  from  year  to  year.  To  attain  this,  ^\e  must  per- 
sistently maintain  a  climate  in  our  company  in  which  the  positive  con- 
tributions of  many  individuals  can  have  an  outlet.  And  personal  contact 
provides  the  executive  an  opportunity  to  assess  and  to  encourage  the 
development  of  his  staff's  most  desirable  and  useful  qualities. 

There  is  one  aspect  of  company  leadership  I  have  not  yet  mentioned. 
The  process  of  maintaining  close  communication  between  an  executive 
and  his  associates  may  lead  to  what  often  is  regarded  as  a  special  problem 
-the  submergence  of  the  individuality  of  the  people  working  under  the 
executive's  direction.  They  should  be  made  to  understand  that  thev  are 
integral  parts  of  a  joint  venture  and  yet  that,  in  working  together  for 
a  mutual  purpose,  no  one  of  them  need  lose  his  identity  or  his  unique 
and  independent  personality. 
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EVALUATING  THE  ASSOCIATE 

An  important  function  of  the  top  executive  is  to  demonstrate  that  he 
is  keenly  aware  of  the  virtues  and  fraikies  of  those  who  work  with  him, 
as  well  as  he  is  of  his  own  strengths  and  weaknesses.  In  so  far  as  it  is  pos- 
sible for  him  to  do  so,  the  top  executive  must  assign  functions  well  within 
their  capacities  and  must  avoid  assigning  overlapping  authority  to 
different  individuals;  this  truism  is  ignored  moie  often  than  not  in  many 
large  organizations.  He  also  must  let  his  key  men  know  where  they  stand 
with  him  on  jobs  well  performed  and  on  job  performances  that  leave 
something  to  be  desired. 

In  talks  with  key  people  around  me,  I  find  myself  placing  a  high 
value  on  the  practical  business  results  stemming  from  such  qualities  as 
integrity  of  purpose,  self-control,  willingness  and  ability  to  w^ork  under 
pressure,  initiative,  and  the  desire  to  continue  to  cooperate  despite  the 
hostility  or  the  misunderstandings  that  inevitably  arise  when  a  large 
number  of  people  are  involved.  Calmness  and  detachment,  good  judg- 
ment and  objectivity  are  not  just  a  series  of  words;  they  are  determinable 
merits  in  certain  people  that  contribute  to  the  development  of  successful 
careers. 

Also,  I  find  myself  looking  for  versatility,  a  quality  that  should  never 
be  underestimated  and  usually  can  be  developed.  If  a  member  of  a  com- 
pany has  been  rotated  through  several  different  departments  for  some 
years,  he  will  have  acquired  in  the  course  of  time  specialized  skills  and 
knowledge  which  are  useful,  not  only  in  themselves,  but  also  as  an  index 
of  adaptability.  Similarly,  personnel  may  join  a  company  after  long 
experience  in  seemingly  unrelated  fields  and  prove  their  versatility  by 
their  adjustment,  after  a  period  of  orientation  and  training,  to  what 
would  be  regarded  in  the  abstract  as  a  wholly  new  line  of  work.  Although 
the  problems  of  today  are  in  fact  unique,  and  although  new  concepts 
of  economic  and  scientific  development  and  measurement  are  forcing 
new  difficulties  into  the  path  of  management,  these  problems  vary  very 
little  from  industry  to  industry  or  from  profession  to  profession.  A  gift 
for  leadership  is  a  movable  skill. 

Company  Man  and  Dissenter:  Each  Man  Makes  His  Contribution 

In  reflecting  on  a  corporation's  human  resources,  it  is  clear  that  terms 
like  "company  man,"  "organization  man,"  or  "maverick"  largely  have 
lost  their  meaning  through  overuse.  Yet  they  still  highlight  differences 
in  personnel  that  have  meaning  in  the  assessment  of  employees  in  a  mod- 
ern business  organization. 

I  think  it  would  be  correct  to  say  that  developing  the  latent  abilities  of 
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associates  does  not  depend  on  any  such  classification.  If  a  strong  person- 
ality who  has  gained  a  reputation  as  a  lone  hand  is  heard  out  when  he 
speaks  his  piece,  the  executive  either  agrees  and  uses  the  dissenter's  ideas 
-the  full  credit  going  to  him-or  decides  against  them.  This  has  the 
objective  of  keeping  inspiration  and  initiative  alive  and  of  fusing  stimu- 
lating qualities  with  experience  and  measured  judgment.  The  discourage- 
ment of  initiative  to  any  crushing  degree  is  likely  to  be  interpreted  as 
company  policy.  Above  and  beyond  all  this,  the  fiery  spirits  m  a  company 
often  are  admired  secretly  by  those  conservatives  who  would  like  to  be 
heard  in  open  meeting,  but  who  themselves  do  not  possess  the  forcefulness 
or  the  courage  to  offer  a  novel  approach  to  company  problems. 

The  company  man,  as  I  have  known  him,  is  not  necessarily  a  timid 
person  who  has  adopted  protective  coloration.  He  is  not  the  organization 
man  of  Fortune  fame.  He  may  be  motivated  positively  and  sympathet- 
ically by  a  deep  awareness  of  the  intricate  details  of  management  and 
the  complexities  of  the  company's  growth.  Top  management  needs  many 
men  and  women  of  this  helpful  and  understanding  nature.  On  the  other 
hand,  the  role  to  be  played  by  the  dissenter,  the  original  and  creative 
figure,  can  be  equally  significant.  The  contributions  of  each  type  become 
clearer  in  the  light  of  company  purpose,  so  that  it  is  easier  to  distinguish 
the  pettiness  of  personal  differences  from  the  assertion  of  a  laudable 
personal  ambition. 

Ability  Is  Where  You  Find  It 

This  primary  obligation  of  a  manager,  to  look  for  the  wealth  of  abilitv 
in  very  different  sorts  of  people,  without  discrimination,  also  extends  to 
the  ranks  of  the  handicapped.  In  the  Hancock  Company,  we  try  to  hire 
the  capable  handicapped  in  the  same  healthy  manner  in  which  we  con- 
sider any  nonhandicapped  person.  We  test  their  aptitudes,  just  as  we  test 
the  normal  applicant.  When  a  job  turns  up  which  corresponds  to  his 
talents,  the  handicapped  person  joins  the  throng  of  workers  who  come 
and  go  through  the  Hancock  doors. 

After  a  blind  or  deaf  or  palsied  person  has  been  hired,  he  or  she  has 
the  same  opportunity  for  company  training  and  educational  courses  as 
any  other  employee.  The  Hancock  Company  has  an  extremelv  popular 
program  of  courses  which  help  in  the  advancement  of  the  teelmg  of 
personal  enrichment  of  our  employees.  The  handicapped  are  considered 
for  promotions  in  the  same  unbiased  way. 

Two  of  our  most  efficient  and  attractive  workers  are  blind.  Thev  are 
popular  figures  as  they  move  about  their  tasks,  accompanied  bv  their 
marvelously  trained  and  patient  Seeing  Eye  dogs.  The  man.  a  graduate 
of  Harvard  and  the  Perkins  School  for  the  Blind,  entered  our  ranks  as  an 
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amazingly  fine  typist.  After  a  time  he  became  a  job  analyst,  interviewing 
many  employees  in  many  departments.  His  brilliance,  his  hard  work, 
and  his  personality  eventually  made  him  the  manager  of  the  salary  ad- 
ministration division.  There  he  successfully  supervises  the  work  of  others 
who  have  the  sight  denied  to  him.  As  a  conversationalist  he  is  so  sparkling 
that  reports  have  reached  my  ears  of  how,  when  he  lunches  in  the  man- 
agers' dining  room,  the  ladies  seek  the  chance  to  sit  at  his  table. 

A  pretty  blind  girl  in  our  company  family  is  a  graduate  of  Regis  College 
and  also  of  the  Perkins  School  for  the  Blind.  She  is  an  adept  and  efficient 
secretary  who  takes  dictation  on  a  regular  typewriter  with  scarcely  an 
error  for  her  supervisor  to  correct.  The  girl  and  her  dog  are  a  proud  and 
attractive  pair. 

Like  our  salary  administration  manager,  this  secretary  had  to  ward 
off  too  much  help  at  first  from  her  colleagues.  Since  the  Seeing  Eye  dogs 
must  do  the  work  for  which  they  are  trained,  it  was  necessary  for  both 
sides  to  make  adjustments.  Today,  it  is  gladdening  to  note  the  increasing 
utilization  of  human  abilities  in  the  ranks  of  those  with  other  afflictions 
as  well  as  blindness.  On  the  Hancock  conveyor  system  we  have  a  young 
girl  with  cerebral  palsy.  This  handicap  makes  speech  harder  for  her  than 
for  the  rest  of  us,  but  her  courage  and  her  gentle  personality  are  liked 
and  admired  by  those  who  work  with  her. 

A  number  of  deaf  employees  have  contributed  their  skills  to  the  daily 
life  of  our  company.  Some  are  mute,  and  others  are  not.  One  deaf  girl, 
who  is  no  longer  with  us,  had  an  unusually  happy  story.  She  worked  for 
years  in  the  claims  department,  where  she  became  so  well  liked  that  the 
girls  who  worked  with  her  were  determined  to  do  something  to  help  her, 
if  they  could.  By  good  fortune  a  medical  specialist  advised  them  that  their 
deaf  friend  might  be  benefited  by  an  unusual  type  of  hearing  aid.  Her 
coworkers  clubbed  together  at  Christmas  and  bought  the  aid.  When  they 
put  it  on  her,  for  the  first  time  in  her  life  the  girl  heard  sound— the  voices 
of  her  friends  and  the  beautiful  carols  of  Christmas.  When  she  finally 
left  the  company,  it  was  to  be  married.  Today  she  is  a  wife  and  mother, 
with  three  husky  children. 

Pitfalls  to  Be  Avoided 

Although  such  development  of  human  talents  is  a  delight  to  the  man- 
ager, he  must  take  care  to  consider  the  frailties  which  he  (along  with  all 
men  and  women)  has  amassed  throughout  the  years.  If  he  refuses  to 
recognize  his  faults,  his  load  will  increase  steadily  as  he  fails  in  his 
attempts  to  bring  out  the  best  in  his  staff.  He  must  face  contradiction 
equably  and  forbear  domination  merely  for  domination's  sake. 

And  perhaps   most   important  is   to   avoid  doing   those   things   which 
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Stifle  independence  of  spirit.  Rejecting  or  ridiculing  the  man  who  dares  to 
be  original  is  the  surest  way  to  lose  potential  leaders.  Such  behavior 
lowers  the  entire  company's  morale. 

Another  ruinous  practice  occasionally  encountered  is  to  pit  divergent 
viewpoints  or  disparate  personahties  against  each  other.  It  is  a  false  notion 
that  this  is  the  way  to  keep  subordinates  on  their  toes.  Nothing  destrovs 
morale  in  an  organization  more  quickly  and  completely  than  such 
induced  chaos.  Hopes  are  lost  sight  of;  company  prestige  is  lowered  m  the 
eyes  of  the  world,  especially  of  the  competition.  While  the  independent 
spirits  and  the  innovators  often  resign  under  such  practices,  the  others 
withdraw  within  themselves  instead  of  going  on  as  self-respecting,  steadv 
workers  with  a  certain  quota  of  imagination  and  a  zest  for  the  job  at 
hand.  As  a  result  a  major  company  resource  is  wasted;  an  irreplaceable 
aid  to  the  executive  is  lost. 

FINDING  TIME  FOR  ISOLATION 

Clearly,  no  top  manager  can  spend  most  of  his  time  in  the  process  of 
establishing  close  working  relations  with  his  staff.  There  even  mav  be 
some  executives  who  still  believe  that  such  working  arrangements  mav 
contribute  in  some  fashion  to  the  deterioration  of  the  dignitv  of  office. 
This  I  do  not  believe,  but  there  are  naturally  certain  times  m  the  dav  or 
week  when  the  executive  must  be  isolated  to  do  those  things  he  cannot 
delegate  and  some  he  cannot  even  share.  These  are  the  hours  when  he 
wants  to  review  the  most  difficult  problems  of  the  day  and  when  he  must 
apply  himself  to  matters  for  which  he  knows  he  will  have  no  stomach  at 
the  end  of  a  full  day  of  work  under  constant  tension. 

How  he  arranges  for  these  hours  of  isolation,  without  thereby  creating 
the  illusion  of  remoteness  from  his  staff,  depends  upon  the  structure  of 
his  business  and  even  more  upon  the  attitude  he  brings  to  bear  upon  it. 

One  eminent  figure  in  the  United  States  Arm.y,  an  extremelv  successful 
officer  on  the  General  Staff  level,  makes  no  appointments  before  ten 
o'clock,  reserving  the  fresh  morning  hours  before  that  time  to  work  out 
what  he  considers  the  most  difficult  of  the  problems  before  him.  On  this 
subject  of  isolation,  there  are  almost  as  many  comparable  rules  among 
businessmen  as  there  are  executives;  the  important  matter  is  not  when  the 
time  of  solitary  work  is  scheduled,  but  rather  how  to  preserve  an  attitude 
which  guarantees  that  the  individual  manager's  isolation  does  not  dimm- 
ish a  working  relationship  with  his  associates. 

The  inherent  loneliness  of  the  man  who  occupies  the  position  of 
leadership  in  any  sphere  is  an  ancient  and  absorbing  theme.  The  Greek 
philosopher  Diogenes  remarked  in  the  fourth  centurv  B.C..  m  one  of  his 
less  cynical  moments,  "We  should  live  with  our  superior  as  with  fire:  not 
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too  near,  lest  we  burn;  not  too  far  off,  lest  we  freeze."  There  is  certainly 
some  truth  in  that  wary  viewpoint.  Still,  we  should  recall  that  it  arose 
and  gained  strength  in  an  age  when  leaders  were  invested  with  semidivine 
qualities.  Whatever  else  a  modern  business  leader  may  think  of  his  organ- 
ization, he  keeps  the  essential  characteristic  in  sight:  it  is  a  company  of 
human  beings,  starting  with  himself  and  his  human  responses. 

I  believe  that  personalities  and  situations  dictate  whether  the  staff  and 
the  lesser  echelons  worry  privately  about  burning  or  freezing  in  direct 
proportion  to  their  nearness  to  the  chief.  If  the  manager  keeps  his  work 
in  perspective  and  is  intelligent  about  apportioning  his  time,  he  will  find 
the  opportunity  both  to  meet  with  his  staff  and  to  reserve  the  hours  for 
studying  by  himself— and  time  again  to  deal  with  a  demanding  and  im- 
portant aspect  of  the  executive  role,  his  contributions  to  the  community. 

The  Role  of  the  Manager  and  His  Company  in  the  Community 

Preposterous  though  it  may  appear  at  first  glance,  it  is  not  in  the  least 
illogical  to  declare  plainly  that  the  more  responsibilities  the  executive 
assumes— or  accepts— in  the  local  and  national  community,  the  more  his 
management  role  is  lightened.  Just  as  with  his  relationships  with  his  asso- 
ciates, if  he  is  to  be  fully  aware  of  the  vast  potentialities  of  his  company, 
he  must  be  in  close  and  persistent  touch  with  the  community  in  which  his 
particular  business  operates.  He  must  fit  his  company  into  the  national 
and  local  economies,  encouraging  a  two-way  traffic  in  knowledge  to  the 
benefit  of  company  and  community. 

As  an  illustration,  much  of  our  national  output  goes  into  defense 
measures  and  the  expense  of  conducting  a  global  foreign  policy  on  an 
immense  economic  scale.  Expanding  demands  such  as  these  must  be  under- 
stood by  top  executives,  as  they  relate  to  their  companies.  From  the 
viewpoint  of  the  nation's  possible  needs  in  time  of  crisis,  it  is  important 
to  me  to  know  how  our  John  Hancock  funds  are  at  work  in  electronics, 
metals,  chemicals,  and  mining— vital  fields  of  development  since  World 
War  II— and  how  John  Hancock  policies  can  be  most  effectively  used  to 
support  the  personal  and  family  security  of  the  people  in  these  indus- 
tries. .,     ^       ^ 

The  enormously  increased  efficiency  in  production,  through  technolog- 
ical improvements  based  on  scientific  research,  is  also  of  vital  interest  to 
me,  because  of  its  bearing  on  our  business.  Such  interests  can  be  deepened 
and  broadened  by  my  moving  about  in  the  community,  talking  with  in- 
formed executives  in  diversified  fields  where  John  Hancock  money  is 
invested.  The  conferences  with  key  figures  in  those  scientific  fields  which 
mean  so  much  to  the  nation's  welfare  can  provide  a  ghmpse  into  the 
future  that  may  await  my  company  and  America.  Activities  like  these  do 
not  add  to  my  executive  burden.  On  the  contrary,  I  can  perform  better 
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as  president  of  my  company  because  of  an  increased  knowledge  of  these 
vital  affairs;  and  after  such  contacts  the  executive  load  lies  more  lighth 
on  my  shoulders. 

The  Top  Management  Environment  of  the  Past 

At  the  beginning  of  the  twentieth  century,  any  public  consideration  of 
executive  problems,  or  the  very  concept  of  lightening  the  executive  load, 
would  have  appeared  a  contradiction  in  terms.  It  was  the  popular  belief 
in  earlier  days  that,  if  one  became  an  executive,  he  could  avoid  having 
any  load  at  all.  The  Management  Review  magazine  has  published  an 
essay  on  "The  Myth  of  the  Martyred  Manager"  which  summarized  the 
classical  peremptory  attitudes  of  management  during  past  generations, 
particularly  in  relation  to  the  executive's  dealings  with  his  staff  and  the 
world  in  general. 

It  is  scarcely  necessary  to  recapitulate  the  unhappy  instances  in  our 
past  history  when  captains  of  industry  and  finance  callously  have  indi- 
cated their  indifferences  to  the  general  welfare.  It  is  a  fact  that  on  occa- 
sion the  old  empire  builders  told  the  public  that  it  could  be  damned. 
Arrogant,  domineering  executive  personalities  of  the  early  days  in  America 
may  have  derived  a  momentary  satisfaction  at  the  time  from  such  a 
philosophy,  but  the  long-term  result  was  surely  a  costly  one  for  business 
in  its  standing  with  the  community.  The  public  seldom  forgets  those 
who  damn  it. 

The  Management  Review  article  reveals  that  the  chief  executives  of  the 
earlier  period  ordinarily  shut  themselves  in  their  offices  and  had  only  the 
most  perfunctory  contact  with  subordinates.  How  was  it  possible  for  such 
administrators  to  isolate  themselves  so  thoroughly  from  the  economic  and 
social  consequences  of  these  attitudes? 

Within  their  own  organizations,  of  course,  they  could  isolate  themselves 
from  their  lower  echelons,  with  small  risk  of  losing  vital  intelligence  or 
incidental  information  necessary  to  the  business,  since  their  organizations 
were  so  much  more  compact.  The  tempo  of  the  times  was  relatively  slo^v. 
and  changes  came  very  gradually.  Technological  developments,  if  known 
at  all,  were  incorporated  by  degrees  into  existing  operations. 

In  those  simpler  yet  more  callous  days,  the  executive  needed  no  re- 
search department  or  assistant  with  specialized  knowledge  for  the  purpose 
of  identifying  either  a  crisis  or  an  opportunity  before  it  arose.  All  this 
traces  the  outline  of  a  period  in  which  management  did  not  need  much 
help  from  others,  and  where  managing  was  not  yet  needed,  or  recognized, 
as  a  separate  skill. 

In  social  terms,  the  top  manager  of  that  time  felt  no  obligation  to  take 
an  active  part  in  community  life  as  one  of  the  responsibilities  of  his 
leadership.  His  political  interests  were  focused  frankly  on  candidates  and 
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causes  which  could  directly  affect  his  own  business.  His  interest  in  educa- 
tion generally  was  limited  to  his  position  as  a  prosperous  alumnus  of  his 
college.  He  might  think  fondly  and  even  generously  of  his  own  alma 
mater,  but  not  of  education  as  the  source  of  trained  intelligence  needed 
by  business,  his  own  and  all  others.  It  was  entirely  foreign  to  his  com- 
prehension to  consider  the  colleges  and  universities  as  a  storehouse  of 
usefully  trained  minds.  His  was  the  responsibility  for  tracking  down  gifted 
people  and  for  motivating  and  training  them  to  make  their  maximum 
contribution  to  his  company. 

If  the  executive  of  that  time  felt  a  sense  of  civic  responsibility,  it  was 
satisfied  generally  through  his  church  activities  and  his  private  con- 
tributions to  the  charities  that  he  favored,  or  in  generosity  bestowed 
directly  on  the  individual,  a  relationship  regrettably  scarce  today. 

The  Top  Management  Environment  of  Today 

But  now,  some  fifty  thousand  American  business  and  professional  lead- 
ers regularly  take  the  lead  in  fund-raising  drives  for  community  chests, 
for  colleges,  welfare  organizations,  nursing  homes,  hospitals,  outdoor 
camps,  youth  organizations,  libraries,  museums,  and  innumerable  other 
causes.  Activities  of  this  sort  in  which  they  play  a  leading  part  have  raised 
as  much  as  $7.8  billion  a  year. 

Business  leaders  are  responsible  for  contributions  to  institutions  of 
higher  learning  exceeding  I150  million  annually  from  business  alone  and 
are  engaged  widely  in  raising  the  total  of  such  contributions  exceeding 
$940  million  annually.  As  a  matter  of  course,  a  modern  executive  serves 
on  the  board  or  as  a  trustee  of  colleges  and  foundations,  charities,  and 
institutions  for  scientific  research  and  for  cultural  advancement.  He  finds 
himself,  as  often  as  not,  called  in  as  an  adviser  in  the  affairs  of  various 
institutions  whose  work  he  has  assisted  in  the  past. 

There  is  no  doubt  that  these  efforts  are  time-consuming.  I  do  not  mean 
that  they  are  an  important  part  of  the  executive  load  for  that  reason,  but 
the  fact  is  that  they  do  take  a  substantial  amount  of  time.  A  telephone 
company  executive  in  the  Middle  West  found  that  during  the  year  he 
served  as  president  of  a  welfare  federation  he  had  attended  284  meetings. 
An  insurance  executive  in  a  New  England  city  discovered  that  leading  the 
local  community-chest  drive  took  a  quarter  of  his  time  for  ten  months  of 
the  year  and  all  his  time  for  the  remaining  two  months.  In  Utah,  an  oil- 
company  executive  heading  a  fund-raising  drive  for  charity  put  in  200 
working  hours  in  a  single  month.  And  a  Texas  utilities  executive  (who 
had  served  as  chairman  of  a  community-chest  drive)  remarked,  "Such 
duties  become  a  little  burdensome"— but  that  was  because  he  also  was 
serving  on  the  boards  of  thirty-one  other  civic  and  philanthropic  organ- 
izations at  the  time! 
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There  are  few  serious  complaints  by  the  executives  who  function  in 
many  of  these  activities. 

"If  you  had  to  figure  out  why  you  do  it,"  said  an  industriaUst  in 
Georgia,  "you  probably  wouldn't  be  doing  it  in  the  first  place." 

The  head  of  an  insurance  company,  in  discussing  these  unselfish  labors, 
commented,  "We,  ourselves,  gain  more  by  the  experience  than  anyone 
else." 

Executives  have  all  sorts  of  reasons  for  such  work:  they  say  that  it  is 
good  for  business,  or  that  no  executive  should  fail  to  do  his  duty  to  his 
community,  since  his  own  business  would  suffer  if  he  did,  or  that  it  is 
impossible  in  good  conscience  to  live  in  a  community  and  not  become  a 
vital  part  of  it. 

In  all  these  reasons,  there  is  the  underlying  fact  which  I  mentioned  at 
the  beginning  of  this  discussion:  the  acceptance  of  a  moral  obligation,  a 
realization  that  the  place  of  business  in  the  national  life  has  changed,  and 
a  sense  of  the  potentialities  of  business  as  a  whole  in  modern  society.  It 
is  undesirable  and  unthinkable  to  go  back  to  the  days  when  the  manager 
could  close  himself  off  from  the  community  and  from  the  people  ^vithin 
his  business. 

Acceptance  of  Social  Responsihility  a  Safety  Valve 

Under  modern  tension  and  pressures,  it  is  more  necessary  than  ever  that 
the  top  executive  himself  be  satisfied  completely  as  to  the  creative  sig- 
nificance of  his  work  in  order  to  continue  serving  efficiently.  That  is 
undoubtedly  true  in  any  walk  of  life.  The  new  factor  in  the  position  of 
the  top  executive  is  that  the  attainment  of  a  level  of  satisfaction  carries 
with  it  a  degree  of  social  responsibility  not  recognized  in  the  past.  In  the 
thirty  years  of  my  working  life  in  insurance,  a  steadily  deepening  aware- 
ness of  the  community  responsibility  among  executives  has  been  the  most 
consistent  social  development  that  I  have  observed.  For  that  matter,  this 
development  is  by  no  means  limited  to  business;  in  the  professions  such 
as  law,  medicine,  and  education,  it  well  may  have  taken  place  before  it 
did  in  the  field  of  business. 

It  was  in  1929,  a  year  of  high  spirits  and  comparatively  little  self- 
analysis,  that  I  resigned  from  the  Superior  Court  in  Indianapolis  to  enter 
the  lawyer's  side  of  the  insurance  field.  I  found  there,  as  I  had  in  courts 
of  law,  an  awareness  of  a  new  complexity  of  life  ^vhich  ^vas  changing 
society's  outlook  on  established  precedents  and  procedures.  In  the  process, 
the  boundaries  that  marked  the  limits  where  social  and  moral  obligations 
were  accepted  were  steadily  widening. 

I  believe  that  in  the  future  they  will  extend  furthei'— that  we  shall 
undertake  to  provide  more  scholarships  for  gifted  students,  more  training 
courses    to    facilitate   the   development   of  skills    and   potential   abilities 
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within  one's  own  company,  more  participation  in  community  activities, 
in  the  support  of  libraries,  museums,  musical  programs  and  other  tangible 
benefits,  more  effective  and  widespread  work  through  welfare  and  social 
agencies,  closer  cooperation  between  education  and  business.  I  believe  the 
executive  load  actually  will  be  lightened  by  such  additional  interests. 

When  I  say  that  to  survive  under  present-day  conditions  of  stress,  the 
man  at  the  corporation  summit  must  obtain  satisfaction  in  doing  his 
job,  I  also  assume  that  the  tensions  and  pressures  of  the  executive  life 
can  be  confined  within  tolerable  limits.  This  infinitely  desirable  goal  may 
be  achieved  by  balancing  the  conflicting  needs  that  lie  deep  within  each 
one  of  us. 

In  a  talk  to  our  General  Agents  Association,  I  tried  to  define  construc- 
tively our  essential  problem,  as  how  to  take  the  maximum  advantage  of 
the  almost  limitless  opportunities  that  exist  in  our  business.  At  the  same 
time,  I  repeated  that  our  strength  to  do  so  will  be  drawn  from  certain 
basic  human  characteristics.  I  used  these  words: 

We  recognize  that  it  is  not  enough  simply  to  secure  the  material  goods  of 
life.  We  take  a  deep  pride  in  the  kindly,  human  aspect  of  our  organization  and 
the  quiet  personal  strength  of  its  individual  members,  which  give  it  character 
and  greatness.  Yet  beyond  the  material  personal  benefits  and  the  kindliness 
we  encounter  in  our  mutual  daily  contacts,  each  human  being  has  an  instinctive 
need  for  creative  accomplishment.  To  renew  our  vital  forces,  we  must  find  here 
a  significant  level  of  satisfaction.  Together,  as  members  of  this  great  service  or- 
ganization, we  can  strive  to  the  utmost  for  that  personal  reward  which  comes 
only  when  we  know  the  work  we  are  doing  is  important  to  millions  of  people— 
and  that  in  its  accomplishment  we  have  met  its  vast  opportunities  with  all  our 
capacities— that  we  have  made  our  mark  on  the  future. 


SOME  GENERAL  CONCLUSIONS 

The  chief  executive  has  a  set  of  very  special  responsibilities.  In  this 
chapter,  with  the  deference  due  those  of  greater  experience,  I  have 
endeavored  to  set  forth  suggestions  for  easing  the  resultant  burden  which 
far  too  often  reduces  his  ultimate  contribution. 

Executive  burdens,  it  is  certain,  cannot  be  dispelled  magically,  and  I 
do  not  mean  to  suggest  such  a  thing.  Quite  recently  someone  has  ob- 
served, on  the  subject  of  top  management,  that  democracy  is  a  lot  more 
fun  on  the  way  up  than  it  is  when  you  get  there.  Fortunately,  such  a 
statement  has  no  meaning  if  the  one  who  gets  there  continues  to  believe 
in  his  business  as  a  joint  venture,  shared  in  by  all  who  work  for  it.  Unless 
the  staff  and  subordinate  echelons  are  more  important  in  his  mind  than 
the  leader  himself,  he  will  labor  under  a  crushing  disability. 

In  the  end,  the  top  management  load  appears  to  be  largely  a  matter  of 
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human  relationships,  and  its  impact  dependent  on  how  they  are  handled. 
The  various  mechanical  problems  of  the  executive  life  that  are  discussed 
in  increasingly  technical  terms  in  management  journals  are  aspects  of  an 
opportunity  as  well  as  of  an  inherent  dilemma.  The  individual  execu- 
tive's attitude-his  thoughts  on  the  executive  load,  for  instance,  his  peri- 
odic isolation  from  his  associates,  or  the  demands  placed  on  him  by  civic 
duties-becomes  a  problem  only  when  he  feels  that  his  .vork  has  failed 
to  fulfill  reasonably  the  potentialities  he  senses.  In  such  a  case,  the  very 
heavy  demands  upon  his  energies  emerge  as  burdens  which  impair  his 
performance. 

A  vivid  picture  of  the  purpose  of  a  company  helps  the  individual  chief 
executive  to  measure  what  progress  has  been  made  and  provides  him  a 
basis  for  real  satisfaction  with  his  organization.  For  this  purpose  also,  the 
chief  executive  expects  to  create  throughout  his  organization  a  clear 
understanding  of  the  mission  and  meaning  of  the  busmess.  A  sense  of 
serving  its  purpose,  of  a  part  in  building  a  business  civilization,  accom- 
plishes the  same  end  for  his  associates. 

I  believe  too,  that  business  can  be  the  source  of  great  satisfaction  and 
contentment  for  the  top  manager  if  he  disciplines  himself  and  trains  and 
encourages  his  associates  along  creative  lines.  Hard  work  and  high  pur- 
pose are  not  merely  phrases  from  a  bygone  age.  Leaders  m  business 
accept  their  responsibilities  gratefully  and  do  not  often  complain  that 
their  troubles  are  unique.  Everyone-even  the  envied  independent  scholar 
or  the  popular  novelist-has  his  own  special  problems,  many  with  fewer 
compensations  than  the  manager. 

If  as  Mr  Justice  Holmes  once  observed,  "Trouble  creates  a  capacity 
to  handle  it,"  the  busy  executive  may  be  content  to  see  his  load  increase 
year  by  year,  if  year  by  year  he  learns  how  to  handle  it  more  effectivelv 
and  control  the  weight  of  the  burden  that  rests  on  his  shoulders. 


^^T^ 


Mrs.  Harvey  Picker 

A  woman  doesn't  start  out  aiming  to  be  a  president's  wife.  Her  goal 
is  simpler— just  to  be  a  wife.  Jean  Picker  was  no  differe?it  than  any 
other  woman,  but  she  had  a  few  more  breaks.  She  was  graduated  from 
Smith  College  in  1^42,  during  the  early  years  of  the  war.  The  shortage 
of  manpower  made  jobs  more  available  to  women,  and  three  months 
after  graduation,  Jean  Picker  was  on  the  editorial  staff  of  Life  maga- 
zine. Five  years  of  exciting  news  reporting  followed,  in  New  York, 
Hollywood,  and  London.  In  i^jfj  she  married  Harvey  Picker,  already 
president  of  Picker  X-Ray  Corporation,  one  of  the  largest  manufac- 
turers of  X-ray  apparatus  in  the  country.  Two  daughters,  Frances  and 
Gale,  were  born,  in  ic)4<-)  and  ip^o,  and  a  home  was  built  on  Larch- 
mont  Harbor,  outside  New  York  City. 

Being  a  president's  wife  and  mother  of  two  could  be  a  full-time  job, 
or  if  you  preferred  working  under  pressure,  it  could  be  a  part-time 
assignment.  Jean  Picker  preferred  the  latter. 

There  followed  years  filled  with  volunteer  activities  in  the  local 
community,  and  then  the  national.  They  included  two  years  with  West- 
chester County  government.  Her  first  assignment  was  as  director  of 
information  for  the  Civil  Defense  Administration.  Mrs.  Picker's  second 
assignment  was  the  study  of  the  workings  of  local  government.  The 
research  resulted  in  the  publication  of  a  pamphlet  on  county  govern- 
ment, which  is  still  used  as  a  text  in  the  local  school  system  and  as  a 
library  reference  around  the  country. 

Through  extensive  world  travel  with  her  husband,  an  interest  in 
international  affairs  developed,  and  iii  75)55  ^^^^  became  affiliated  with 
the  United  Nations  Secretariat  as  a  part-time  lecturer.  She  still  works 
at  the  UN,  lecturing  and  interpreting  its  progress  and  developjnent  to 
special  groups. 

Among  her  other  activities  Mrs.  Picker  serves  as  a  jnember  of  the 
Committee  of  Correspondence,  a  small  group  of  American  women  who 
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work  with  women  leaders  in  ninety-five  different  countries  around  the 
world.  She  serves  on  the  hoard  of  the  Foreign  Policy  Association- 
World  Affairs  Center  and  is  a  member  of  the  UN  subcommittee  of  the 
Friends'  General  Conference.  She  is  a  contributor  to  a  UX  affairs 
column  in  the  Friends'  Journal. 

In  collaboration  with  Mrs.  Roosevelt,  Mrs.  Picker  wrote  a  primer 
on  the  United  Nations.  This  booklet  is  now  in  its  fourth  printing  and 
has  been  translated  into  several  languages. 

Although  these  activities  are  time-consuming,  she  manages  to  get  her 
children  off  to  school,  to  Scout  meetings,  to  the  dentist,  and  to  see  them 
through  earaches,  measles,  mumps,  and  chicken  pox. 

Mrs.  Picker  claims  that  luck  has  helped  her  find  her  place  at  her 
husband's  side,  as  a  mother,  and  in  community  activities— but  she  also 
believes  you  have  to  help  luck. 

March,  i960 


I 


CHAPTER    58 

The  Role  of  the  Top  Managers  Wife 


"Dearest  Frances: 

"How  thrilled  and  proud  Dad  and  I  were  to  hear  of  John's  promotion. 
It  is  certainly  evident  that  you  are  married  to  a  go-getter.  John,  with  his 
intelligence,  his  capacity  for  hard  work,  and  his  desire  to  get  ahead, 
should  go  far  in  his  company.  As  John  advances  to  more  important  posi- 
tions, there  will  be  many  additional  responsibilities  and  decisions  which 
will  fall  on  your  shoulders.  I've  often  wanted  to  discuss  these  with  vou. 
and  maybe  this  is  the  moment  for  some  random  thoughts  and  advice 
about  being  a  wife  and  about  your  share  in  John's  career. 

"The  role  of  wife  means  something  different  in  all  the  different  parts 
of  the  world.  In  most  countries  it  means  childbearing,  child  rearing, 
homemaking,  and  husband  tending.  In  the  Orient,  for  example,  the 
Middle  East,  Africa,  or  even  South  America,  the  wife  is  a  mere  chattel 
of  her  husband.  Her  property  belongs  to  him.  Her  children  belong  to 
him.  Her  legal  rights  are  almost  nonexistent.  His  whims  and  his  wants 
are  her  command.  We  are  more  fortunate  here  in  the  United  States,  not 
only  because  of  our  material  well-being  and  education,  but  because  most 
American  husbands  want  more  from  a  wife  than  mere  service.  Thev  want 
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friendship  and  companionship,  as  well  as  our  love  and  loyalty.  There- 
fore our  marriage  relationships  are  a  little  more  interdependent,  a  little 
more  complicated,  and  a  more  difficult  relationship  to  make  successful. 

"There  are  many  approaches  to  a  good  relationship,  and  I  don't  profess 
to  know  which  are  the  best.  I  can  only  speak  from  my  own  experience 
and  offer  you  the  results  for  what  they  are  worth.  One  of  the  primary 
roles  I  think  a  wife  plays  today,  to  a  man  who  is  dedicated  to  his  work 
and  is  filled  with  ambition  to  succeed,  is  to  be  a  good  listener.  And  to 
be  a  really  good  listener,  you  must  be  genuinely  interested  and  empathic. 
This  doesn't  just  mean  'And  what  did  you  do  at  the  office  today,  dear?' 
A  good  listener  listens  with  the  heart  as  well  as  the  ears.  A  man  often 
wants  not  only  attention  but  sympathy.  He  wants  to  know  that  someone 
cares  all  the  time  about  him  and  about  his  worries.  John  may  want  to 
bring  a  lot  of  his  problems,  his  office  concerns,  his  doubts  home  to  you. 
It's  pretty  important  that  you  are  able  and  want  to  listen. 

"Now  I  don't  think  this  necessarily  means  that  you  have  to  agree  with 
him  all  the  time.  On  the  other  hand,  don't  set  yourself  up  as  his  devoted 
critic  or  as  a  judge  of  his  decisions.  His  need  is  mostly  for  your  sym- 
pathetic listening  and  only  occasionally  for  your  advice. 

"Sometimes  the  opposite  will  occur.  John  will  prefer  not  to  bring  home 
his  problems.  Maybe  he's  been  concerned  with  them  all  day  and  wants  to 
forget  them.  If  this  is  the  case,  I  would  recommend  that  you  don't  urge 
or  badger  him  to  confide  in  you.  Respect  his  silence  as  evidence  that  he 
wants  to  put  aside  'the  office.' 

"There  is  another  side  to  this  coin  of  being  a  confidante  of  your  hus- 
band. Don't  decide  that  he  should  be  your  confidant  in  return.  Don't 
overburden  John  with  your  problems.  Certainly  you'll  have  a  lot  of 
problems  too-that's  part  of  being  an  adult,  a  married  woman,  and  a 
mother.  And  certainly  you'll  want  to  share  your  problems  with  John 
because  some  of  them  are  his  too.  If  they're  serious  concerns,  you'll  need 
and  want  John's  reactions  and  advice.  But  the  fact  that  butter  went  up 
2  cents  a  pound  or  that  peas  went  down  is  not  in  the  category  of  serious 
problems.  They  should  not  be  the  jumping-off  point  for  a  monologue  on 
household  or  children  annoyances.  Save  these  items  for  your  friends  and 
their  commiseration. 

"Another  pitfall  that  you,  as  a  twentieth-century  American  wife,  want 
to  avoid  is  the  all-too-common  one  of  becoming  dominating.  Our  sociol- 
ogists and  our  psychologists,  even  our  large  banking  institutions,  all  seem 
to  agree  that  the  American  woman  inclines  toward  dominating.  This 
seems  to  me  to  be  both  paradoxical  and  dangerous.  The  paradox  is  that 
we  as  wives,  on  one  hand,  work  less  hard  today  on  child  rearing  and 
homemaking  than  did  our  grandmothers,  and  yet  we  are  considerably 
more  catered  to.  We  have  a  great  deal  more  leisure  and  certainly  more 
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opportunities  for  self-expression.  Our  influence  is  felt  on  most  of  the 
consumer  sales  in  the  country.  The  multi-million-dollar  advertising  busi- 
ness, real  estate,  transportation,  food,  furnishings,  textiles,  etc.,  are  all 
geared  to  our  whims  and  fantasies.  This  catering,  this  slavishness  to 
women's  tastes,  gives  us,  I  think,  a  sense  of  importance  and  power  that 
we  really  don't  deserve.  We  have  not  done  enough  to  merit  it.  This  sense 
of  power,  unless  carefully  controlled,  can  lap  over  into  our  marriage 
relationship.  This  is  the  pitfall— and  the  danger.  John  is  a  successful  male 
animal.  The  male  executive  by  virtue  of  his  maleness,  his  success,  and 
his  genes  has  been  accustomed  to  dominate.  Don't  hog  the  limelight.  I'm 
not  suggesting  you  become  a  nonentity  or  a  mere  shadow  of  your  husband. 
By  all  means,  be  yourself,  with  your  own  personality.  Just  don't  try  to 
usurp  his.  Remember  that  the  male  is  not  only  biologically  the  aggressive 
member  of  the  human  species;  he  is  the  proven  breadwinner.  He  has  been 
the  creator  of  most  of  the  world's  artistic  achievements;  inventor  of  the 
majority  of  the  world's  mechanical  improvements;  and  defender  of  the 
land  and  of  the  faith.  It  seems  to  me  illogical,  foolish,  and  dangerous  to 
try  to  dominate  him  in  his  marriage  relationship. 

"One  of  the  clearer  responsibilities  that  fall  on  your  shoulders,  as  the 
wife  of  a  man  climbing  the  success  ladder,  is  the  status  of  your  husband's 
health.  John  has  not  achieved  his  position  and  success  by  accident.  It's 
taken  concentrated  effort  and  a  maximum  output  of  his  time  and  energ\'. 
It  will  take  even  more  as  he  advances.  You  must  evaluate  John's  capacity 
to  work  and  his  ability  to  resist  the  tensions  and  problems  of  this  work. 
You  have  to  know  just  what  reserves  he  has  to  call  upon  in  an  emergency. 
It's  your  job,  I  think,  to  keep  John  within  his  work-tension  limits.  You 
have  to  find  out  what  form  of  relaxation  restores  John's  energies  and 
well-being.  This  takes  research  and  understanding  on  your  part. 

"As  you  know,  I  took  up  skiing  and  sailing  after  Dad  and  I  -were 
married.  I  learned  early  in  our  marriage  that  your  father  needed  physical 
exercise  and  physical  challenge  to  ease  his  mental  tensions  and  ^\ork 
load.  Ten  days  of  skiing  or  sailing  refreshed  his  spirits  more  than  any 
other  activity.  The  remaining  months  of  work,  of  planning,  of  business 
administration  were  somehow  possible  if  he  could  enjoy  a  short  vacation 
of  these  or  similar  sports. 

"I'm  not  suggesting  that  you  and  John  take  up  skiing  or  sailing.  John 
may  respond  better  to  a  different  sort  of  relaxation.  Perhaps  warm 
climates  or  stimulating  travel  will  be  the  formula  that  is  most  successful 
in  his  case.  What  I  am  suggesting  is  that  it  is  up  to  you  to  find  out.  You 
may  also  discover  that  what  pleases  John  most  does  not  please  you  as 
much.  May  I  suggest  here  that  when  you  two  take  a  vacation  you  choose 
one  that  will  do  John  the  most  good.  That  in  the  long  run  will  do  you 
the  most  good. 
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"While  we  are  discussing  health  and  its  importance,  let  me  add  a  word 
here  on  your  social  activities.  It  normally  falls  within  the  wife's  purview 
to  arrange  the  social  calendar.  I'm  sure  I  don't  have  to  remind  you  of 
that  age-old  axiom  'All  work  and  no  play  makes  Jack  a  dull  boy.'  But 
maybe  I  should  counsel  on  the  opposite  proverb.  A  man  cannot  work 
effectively  all  day  and  go  out  partying  every  night.  No  matter  how  vigor- 
ous his  health  or  how  invaluable  the  evening  promises  to  be  culturally 
or  personally,  there  must  be  a  time  of  repose.  You  must  allow  a  period  of 
unscheduled  time.  This  is  difficult.  Certainly  you  plan  ahead  for  only  two 
or  three  evening  activities  a  week,  but  then  this  divine  party  invitation 
comes  up  or  a  special  play  or  an  unannounced  community  affair.  And 
you  give  in,  just  this  once.  You  end  up  going  out  every  night  in  the  week. 
John  ends  up  with  too  little  sleep,  too  much  irritability.  He  has  to  call 
upon  his  reserves  of  strength,  reserves  he  should  save  for  emergencies, 
and  not  dissipate  in  this  manner.  It's  hard  to  refuse  "fun"  things,  but 
it's  your  responsibility  to  do  so.  Both  of  you  decide  about  how  often  you 
want  to  go  out,  or  have  people  in,  and  then  stick  to  it. 

"Clothes  are  a  subject  about  which  there  are  as  many  opinions  as  there 
are  people  with  whom  you  talk.  There  is,  however,  one  thing  about  which 
everyone  agrees.  As  an  executive's  wife,  your  clothes  and  you  will  be 
scrutinized  from  head  to  toe  constantly,  for  style,  for  attractiveness,  and 
for  costliness. 

"As  a  rule  of  thumb,  if  you  have  the  time,  the  taste,  and  the  inclination, 
try  to  be  smartly  and  simply  underdressed.  Don't  bedeck  yourself  with 
jewels.  Remember,  being  John's  wife  automatically  brings  you  into  the 
limelight.  You  don't  have  to  adorn  yourself  to  bring  attention  to  yourself. 
I  am  not  suggesting  that  you  take  up  dowdiness  as  an  apology  for  John's 
success.  Live  up  to  his  success  by  all  means;  just  don't  flaunt  it  in  every- 
one's face.  You  do  not  have  to  be  the  dernier  cri  of  Bendel  or  Marcus. 

"However,  I  don't  think  this  is  your  particular  problem,  Frances.  To 
the  contrary,  you  are  inclined  to  underestimate  the  importance  of  being 
well  dressed.  It  will  take  actual  effort  on  your  part  to  include  your  ward- 
robe in  your  thinking  processes.  John  is  starting  up  the  ladder  of  success. 
Society,  rightly  or  wrongly,  judges  a  man's  success  somewhat  by  his 
possessions.  And  you,  after  all,  are  his  proudest  possession.  Therefore, 
without  attempting  to  change  your  basic  personality  and  your  complete 
disinterest  in  being  fashionably  dressed,  let  me  urge  you  to  give  just  a 
little  more  time  and  thought  to  what  you  wear  and  where  you  wear  it. 

"For  example,  if  you  decide  to  invest  in  a  mink  coat,  don't  be  ashamed 
of  it.  But  you  needn't  wear  it  in  the  supermarket  or  while  shopping. 
Wear  it  for  an  occasion— to  theatre,  to  a  big  party.  Wear  it  to  keep  warm 
at  a  football  game,  but  not  while  volunteering  at  a  settlement  house. 

"Jewels  are  another  luxury  about  which  you  must  use  some  judgment. 
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It  gives  some  men  great  pleasure  to  give  their  wives  jewels.  It's  a  vestigial 
remnant  of  the  Middle  Ages,  I  think.  But  nevertheless,  if  it  gives  John 
satisfaction  to  present  you  with  such  gifts,  accept  them  in  the  spirit  in 
which  they're  given.  Just  don't  wear  them  all  at  once,  and  learn  with 
what  outfits  you  wear  them  and  at  what  occasions  you  don't. 

"One  of  the  drawbacks  of  being  an  executive's  wife  is  that  everyone 
overestimates  the  value  of  what  you  are  wearing.  A  stenographer  can 
wear  real  diamonds,  but  they  will  be  considered  imitation  because  she  is 
a  stenographer.  An  executive's  wife  can  wear  glass,  and  it  will  be  assumed 
that  they  are  genuine. 

"While  I'm  on  the  subject  of  clothes,  let  me  mention  a  word  about 
your  home  and  furnishing.  These  also  do  not  fall  readily  into  categories 
of  right  and  wrong.  After  all,  your  home  is  an  extension  of  you  and  John, 
your  personalities  and  your  combined  taste.  It's  impossible  to  grade  one 
kind  of  taste  against  another.  Each  of  us  has  a  different  concept  of  ^\hat 
is  beautiful!  My  most  thoughtful  advice  is  to  remain  consistent  to  your- 
selves. If  you  have  always  been  the  simple,  do-it-yourself  type,  don't  feel 
it's  necessary  to  change  because  you  are  now  the  wife  of  a  rising  executive. 
Our  values  have  changed  after  two  world  wars.  It  is  no  longer  a  si?ie  qua 
non  to  live  in  a  home  or  have  a  staff  of  servants  commensurate  with  vour 
husband's  salary.  Certainly  you  should  have  a  home  of  which  you  are 
proud  and  in  which  you  enjoy  living.  But  you  don't  have  to  move  to  the 
swankiest  neighborhood  just  because  your  husband  was  promoted.  If  you 
are  happy  in  your  home,  if  you  have  nice  neighbors  and  good  friends,  and 
if  the  school  system  is  what  you  want  for  your  children-these  are  the 
criteria  by  which  you  decide  how  and  where  you  are  going  to  live. 

"Although  your  social  life  revolves  mainly  around  your  home,  a  good 
portion  of  the  social  life  of  people  from  your  economic  and  cultural  strata 
exists  in  and  around  a  country  club,  a  golf  or  social  club.  Now  you  and 
John  haven't  faced  this  question  before.  You  couldn't  afford  to  join  a 
club,  and  you  didn't  particularly  want  to.  Well,  you  can  afford  it  no-^v. 
John's  contemporaries  and  most  of  his  business  acquaintances  do  belong 
to  the  club  in  your  community.  I  think  now  is  the  time  for  you  t^vo  to 
decide  whether  or  not  you  want  to  join. 

"On  the  positive  side,  the  right  club  can  help  John  because  of  the 
additional  contacts  it  provides.  The  reputation  he  establishes  for  social 
graces  and  good  sportsmanship  certainly  will  carry  over  into  his  business 
life  and  make  it  somewhat  easier.  You  both  play  golf,  and  you  both  enjov 

it. 

"On  the  negative  side,  we've  often  seen  some  of  the  dangers  inherent 
in  club  life.  There  seems  to  be  a  tendency  for  virulent  gossip  to  originate 
in  locker  rooms.  Indiscreet  behavior  often  takes  place  by  members  or  their 
wives  at  the  larger  social  functions.  I  don't  believe  this  negative  aspect 
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should  concern  you  in  your  decision.  If  you  are  as  circumspect  in  your 
club  as  you  are  in  your  home,  there  is  nothing  to  fear.  If  you  don't 
consider  your  club  as  a  place  in  which  to  let  down  your  hair,  or  your 
standards,  club  life  can  offer  a  pleasant  form  of  relaxation  and  a  nucleus 
for  a  nice  social  life. 

"There  are  all  kinds  of  theories  regarding  the  usefulness  of  entertain- 
ing business  associates.  There  are  just  as  many  'methods'  suggested  for 
such  entertaining.  It's  hard  for  me  to  believe  that  any  one  theory,  or 
any  one  method,  can  serve  for  everyone. 

"There  has  grown  up,  along  with  the  specialization  of  industry,  a  cer- 
tain code  of  ethics  and  morals  for  each  industry.  As  desirable  as  it  might 
be,  I  think  it  would  be  impossible  for  John  or  any  other  individual  to 
try  to  divorce  himself  completely  from  the  accepted  practices  of  his  in- 
dustry. One  may  be  able  to  do  'more  or  less'  within  the  established  frame- 
work of  practices,  but  one  cannot  ignore  them  entirely.  That  privilege  is 
only  for  presidents  and  chairmen  of  boards. 

"Consider  some  of  the  industries  about  which  you  know  a  little.  In  the 
motion  picture  industry,  for  example,  business  entertaining  on  a  lavish 
scale  is  accepted  as  a  routine  practice.  It's  almost  impossible  to  separate 
one's  business  from  one's  social  life  in  Hollywood. 

"In  the  soft-goods  field,  top  management  is  called  on  to  do  relatively 
little  by  comparison.  But  to  the  lower  echelons,  the  entertainment  of 
potential  buyers  is  the  normal  and  accepted  approach  to  a  sale. 

"Now  the  giants  of  industry  have  their  own  practices.  There  is,  gen- 
erally speaking,  a  considerable  amount  of  entertainment  done  within 
the  firm  itself,  with  strict  attention  to  protocol,  position,  and  seniority. 
Heaven  help  the  second  vice  president's  wife  who  doesn't  know  her  place 
in  line. 

"These  practices  have  been  around  a  long  time,  and  many  of  them 
seem  ridiculous  to  me  too,  but  your  approval  or  disapproval  is  not  going 
to  carry  much  weight.  You  might  as  well  be  as  gracious  as  possible  and 
adapt  yourself  as  soon  as  possible. 

"Where  you  and  John  can  exercise  your  imagination  and  follow  your 
personal  inclinations  is  in  the  method  of  entertainment  you  enjoy.  How 
much  business  entertainment  do  you  want  to  do  in  your  home?  Or  do 
you  plan  to  entertain  only  outside  your  home?  There  are  many  differing 
opinions  about  this  question,  and  in  all  fairness  one  should  consider  the 
industry  and  one's  geographical  location  before  answering.  If  you  lived 
in  a  small  town  where  the  facilities  for  entertaining  are  limited,  then 
of  course  one's  home  must  be  used.  But  since  you  are  located  in  or  near 
a  large  metropolis,  what  should  be  your  attitude? 

"One  school  of  thought  with  which  your  father  and  I  happen  to  agree 
is  that  our  home  is  for  our  family  and  our  friends.  It  is  our  refuge  and 
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our  fortress,  and  long  ago  we  decided  to  share  it  only  with  friends.  If 
some  of  our  friends  are  also  Dad's  business  associates,  then  of  course  they 
are  welcomed  in  our  home.  But  they  are  welcomed  as  friends.  In  order 
to  have  some  perspective  in  living,  however,  we  have  come  to  the  con- 
clusion that  all  our  friends  should  not  be  the  same  people  with  whom 
Dad  works  or  who  are  in  the  same  field.  It  seems  more  fruitful  to  us  to 
have  friends  who  work  in  other  fields  and  who  have  other  interests.  This 
broadens  our  horizons  and  understanding. 

"The  opposing  school  of  thought  holds  that  one's  business  associates 
are  the  best  natural  source  for  friends.  This  is  probably  true.  These 
adherents  maintain  that  in  this  overly  complicated  world,  you  cannot 
really  divorce  or  separate  your  business  from  the  rest  of  your  life.  They 
claim  that  with  a  common  background  of  interest,  friendship  comes 
easier  and  is  more  pleasant. 

"I  suppose  that  there  is  something  to  be  said  for  both  theories.  Cer- 
tainly if  the  industry  with  which  your  husband  is  associated  is  one  in 
which  the  people  are  of  high  moral  caliber  and  intelligence,  it  would 
make  sense  to  avail  yourself  of  their  friendship.  My  only  word  of  caution 
is  be  sure  not  to  close  yourself  off  from  all  the  stimulating  and  varied 
events  and  things  that  are  going  on  all  over  the  world  every  day. 

"I  have  a  few  thoughts  on  the  entertaining  of  business  associates  out- 
side your  home.  First  of  all,  your  attitude  is  important.  Don't  consider 
entertaining  business  acquaintances  as  just  a  burden  or  duty  to  be  gotten 
through  with  as  quickly  as  possible.  It's  an  opportunity  to  discover  and 
exchange  ideas  among  people  with  whom  you  already  have  something  in 
common.  With  this  in  mind,  don't  entertain  too  many  people  at  one 
time.  You  may  think  you  are  fulfilling  your  duties  as  a  hostess  to  a  large 
gathering,  but  it  won't  afford  you  a  real  opportunity  of  getting  to  know 
anyone.  Your  Dad  and  I  normally  entertain  only  one  couple,  or  at  the 
most  two,  at  a  time.  We  have  found  that  a  leisurely  dinner  followed  by 
theater,  a  concert,  or  a  night  club  is  a  relaxing  and  pleasant  way  to  spend 
an  evening  with  people  whom  you  do  not  know  very  well.  I'm  sure  I 
don't  have  to  add  here  that  when  you  are  entertaining  out-of-towners, 
you  don't  have  to  be  ostentatious  about  it.  Don't  try  to  be  too  impressive; 
you'll  only  succeed  in  appearing  gauche. 

"This  is  probably  as  good  a  time  as  any  to  discuss  drinking.  I  enjoy 
a  drink;  so  do  you  and  your  husband— and  so  do  most  people  I  know. 
There  are  many  things  an  executive's  wife  can  do  and  get  away  with,  by 
virtue  of  her  husband's  important  position.  But  excess  drinking  is  not 
one  of  them. 

"You  will  occasionally  find  a  wife  who  drinks  too  much  out  of  nervous- 
ness, or  out  of  a  desire  to  be  considered  a  good  sport,  or  just  because  she 
likes  to  drink.  None  of  these  is  a  valid  excuse.  I  have  tried  hard  not  to 
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be  categorical  in  any  of  these  discussions.  However,  in  this  one  instance, 
I  cannot  be  too  emphatic.  Overdrinking  will  never  solve  your  problems  or 
enrich  your  life.  Its  minimum  penalty  may  only  be  a  hangover  the  first 
time  it  happens;  the  second  time  can  prove  devastating.  It  cannot  help 
John's  career,  only  hurt  it.  Since  his  career  is  dear  to  him,  he  will  resent 
your  harming  it  this  way. 

"One  of  the  positive  advantages  of  John's  rising  success  is  the  additional 
leisure  time  it  can  provide  you.  John's  rise  in  position  will  have  economic 
compensation  along  with  it-and  I  am  assuming  that  you  will  probably 
use  it  to  get  someone  in  to  help  you  with  the  household  and  children. 
This  additional  free  time  at  your  disposal  can  be  put  to  many  uses.  You 
can  sleep  later.  You  can  play  cards  more  frequently.  You  can  become  an 
expert  'shopper,'  or  you  can  become  a  more  responsible  citizen  in  your 
community. 

"It's  a  lot  easier  to  do  the  former.  It's  hard  to  find  the  right  niche  for 
yourself  in  community  activities,  especially  if  you  aren't  blessed  with 
specific  talents.  I  know  that  you  are  interested  in  your  community  and 
in  certain  philanthropic  causes.  I  know  too  that  someone  like  you  can 
genuinely  offer  your  services  to  a  half  dozen  organizations  and  that  some- 
how no  one  will  snap  up  your  offer  or  be  willing  to  give  you  any  re- 
sponsibility. 

"It's  not  easy  to  enter  into  activities  that  are  already  under  way.  The 
people  already  entrenched  are  jealous  of  their  know-how  and  responsi- 
bilities. Although  they  often  give  lip  service  to  needing  volunteers,  they 
seldom  give  a  newcomer  a  chance.  But  in  their  defense  let  me  remind  you 
that  many  of  this  country's  great  advances  in  the  social  welfare  and 
educational  fields  came  about  through  the  efforts  of  these  jealously- 
guarding-their-prerogative  volunteers.  They've  been  disappointed  so 
many  times  by  enthusiastic  women  who  have  promised  time  and  energy 
and  who  fluff  out  at  the  least  provocation.  It  takes  more  than  good  in- 
tentions to  find  the  right  place  for  yourself.  It  takes  perseverance  and 
humihty.  It  takes  time  at  the  unimportant  and  unexciting  tasks  before 
your  abilities  are  given  their  chance.  But  if  you  can  find  your  niche,  be 
it  in  your  church,  your  community  organizations  (i.e..  Red  Cross,  Scouts, 
League  of  Women  Voters,  Women's  Club,  etc.)  or  in  political  groups,  you 
will  be  doing  a  big  service  for  yourself  as  well  as  your  community. 

"There  are  more  than  twenty  million  women  today  in  the  United 
States  doing  volunteer  work.  They  are  our  hidden  strength,  our  bulwark 
against  communism  or  totalitarianism.  And  they  have  enriched  their  own 
lives.  They  belong  to  something  that  stimulates  them  and  makes  them 
more  interesting  in  their  own  family  circle. 

"Forgive  this  indulgence  in  my  favorite  lecture,  Frances.  You've  cer- 
tainly heard  it  enough  all  your  life.  I  am  really  just  urging  you  to  find 
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where  you  can  be  useful  and  productive  in  your  community.  And  remind- 
ing you  not  to  be  discouraged  or  disheartened  by  possible  disinterest  in 
you  at  first. 

"Before  I  conclude  this  treatise-length  letter,  I  have  a  few  final  words 
of  philosophical  advice  to  offer  you.  I've  mentioned  a  number  of  do's 
and  don't's  that  I've  found  helpful  in  my  own  experience,  but  this  is 
probably  the  most  basic  suggestion.  Don't  try  to  make  yourself  over 
because  your  husband  is  about  to  be  a  big  success.  There  never  has  been 
the  'ideal  executive's  wife'  who  has  been  accepted  by  everyone— and  there 
never  will  be!  You  are  a  product  of  your  genes,  your  early  years  with  us, 
and  your  more  recent  years  of  marriage  with  John.  You  cannot  change 
yourself  overnight.  Nor  should  you  want  to.  You  are  fundamentally  a 
nice,  kind,  and  intelligent  person.  Don't  try  to  fashion  yourself  to  some 
image  of  what  you  think  you  should  be,  or  worse,  what  you  think  John 
thinks  you  should  be.  The  basic  personality  traits  that  brought  you  and 
John  together  in  the  first  place  are  of  paramount  importance  in  your 
good  marriage.  Don't  try  to  overhaul  them. 

"As  an  executive's  wife  you  may  have  to  be  a  little  more  intuitive  and 
sensitive  to  other  people's  feeling  and  actions  toward  you,  because  other 
people  are  going  to  be  more  sensitive  to  you.  But  if  you  are  a  good  wife 
and  companion  to  John,  in  all  probability,  you'll  be  a  good  executive's 
wife  too. 

"Lovingly, 
"Mother" 


Louis  E.  Newman 

PRESIDENT 

SMITHCRAFT  CORPORATION 

CHELSEA,   MASSACHUSETTS 


Louis  E.  Newman  has  been  president  of  Smithcraft  Corporation,  one 
of  the  largest  manufacturers  of  fluorescent  lighting  fixtures,  since 
May,  7957.  Prior  to  joining  Smithcraft,  he  was  associated  with  the 
General  Electric  Company  for  twenty-eight  years. 

While  at  General  Electric,  Mr.  Newman  held  responsible  positions 
in  engineering,  marketing,  manufacturing,  and  employee  relations.  His 
last  position  with  General  Electric  was  as  general  manager  of  its 
insulating  materials  department  in  Schenectady,  New  York. 

Louis  Newman  has  long  been  regarded  as  an  expert  in  the  steam- 
turbine  field.  He  is  a  recipient  of  the  General  Electric  Company's  high- 
est award  for  outstanding  contribution,  the  Coffin  Award,  for  engineer- 
ing work  he  did  on  steam-turbine  calculation  methods.  He  is  also  the 
author  of  the  book  Modern  Turbines,  published  by  John  Wiley  & 
Sons,  Inc. 

Mr.  Newman  is  also  recognized  as  a  leader  in  the  scientific  manage- 
ment movement,  both  in  this  country  and  abroad.  He  has  been  active 
in  a  number  of  professional  and  industrial  associations  including  the 
American  Society  of  Mechanical  Engineers,  the  Council  for  Interna- 
tional Progress  in  Management,  the  American  Management  Associa- 
tion, the  Society  for  Advancement  of  Management,  the  National  Elec- 
trical Manufacturers  Association,  and  the  Illuminating  Engineering 
Society.  Mr.  Newman  has  served  these  organizations  in  a  number  of 
capacities,  the  most  important  of  which  were  as  chairman  of  the 
management  division  of  ASME  and  as  chairman  of  the  Wallace  Clark 
Award  Board  for  the  Council  for  International  Progress  in  Manage- 
ment. 

In  ip^^,  he  was  a  member  of  a  four-man  United  States-Italian  pro- 
ductivity team.  The  group  made  a  seven-week  tour  of  Italy  and  con- 
ducted seminars  in  six  cities  of  northern  Italy.  The  purpose  of  the  tour 
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was  to  extend  to  Italian  managers  the  opportunity  to  discuss  American 
management  methods  and  their  application  to  the  European  Program 
for  Economic  Development.  In  recognition  of  the  accomplishments  of 
the  team,  Louis  Newman  was  awarded  a  Certificate  of  Co-operation  by 
the  Foreign  Operations  Administration. 

Mr.  Newman  has  also  met  with  business  leaders  from  Germany,  the 
Netherlands,  and  Great  Britain  under  the  auspices  of  the  Foreign 
Operations  Administration. 

He  is  the  author  of  over  forty  published  papers  and  is  an  outstand- 
ing lecturer  on  management  subjects.  In  19^9,  he  was  selected  as  a 
conference  leader  at  the  University  of  Miami's  Top  Management 
Seminar. 

Mr.  Newman  is  a  graduate  of  Washington  University  in  St.  Louis, 
Missouri,  and  was  a  member  of  the  Advanced  Management  Program 
at  Harvard  Business  School  in  the  fall  of  1949. 

Fishing  and  boating  (in  a  boat  he  built  himself)  are  Louis  Newman's 
principal  hobbies.  He  has  three  children  and  resides  with  his  wife  in 
Marblehead,  Massachusetts. 

March,  i960 


CHAPTER    59 

Top  Managemenfs  Need  for  Objectivity 


How  can  the  president  of  a  small-to-medium-sized  company  receive  the 
advice  he  needs  to  formulate  policy  intelligently  and  objectively?  The 
large  industrial  organization  has  at  its  chief  executive's  disposal  a  board 
of  directors  and  internal  staffs  of  experts  in  marketing,  finance,  produc- 
tion, and  personnel,  as  well  as  funds  for  hiring  consultants  for  special 
problems.  But  the  president  of  the  smaller  company  must  rely  almost 
exclusively  on  his  own  wisdom  and  experience.  To  whom  can  he  turn 
at  times  when  he  doubts  his  own  wisdom,  when  his  experience  seems 
woefully  limited,  and  when  he  is  not  sure  that  he  is  being  fair  and  just? 
In  a  sense,  the  presidency  of  a  small  company  can  be  a  lonely  job. 
Being  appointed  president  gives  a  man  increased  responsibilities  ^vhich 
dwarf  those  he  previously  possessed.  Before  walking  through  the  door 
marked  with  his  name  as  president,  he  lived  in  a  business  climate  not 
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of  his  own  making,  represented  a  corporate  image  not  of  his  creation, 
worked  with  comanagers  not  of  his  choosing.  But  when  he  walks  through 
that  door,  he  finds  that  things  will  now  be  as  he  makes  them  (Figure  59-1). 
It  is  both  an  exhilarating  and  a  frightening  experience. 

The  good  president  will  strive  for  objectivity  in  order  to  make  himself 
an  instrument  of  his  company,  to  detach  himself  so  that  his  orders  will 
serve  his  company,  not  himself.  Yet  as  a  man  of  intelligence,  the  president 
will  recognize  some  of  the  dangers  to  his  personal  objectivity  that  con- 
front him,  especially  as  a  result  of  his  isolation  at  the  head  of  his  com- 
pany. 


c 

■ 

PRESIDENT 

0 

GENERAL 
MANAGER 

FUNCTION 
MANAGER 

FOREMAN 

I     WORKER  ^ 

Fig.  59-1.   The   president's  office.   All   the  earlier  steps   are  similar;    the   final  step   is 
different. 


First,  he  will  have  to  struggle  against  a  "god"  complex;  for  having  no 
one  with  the  power  to  restrain  him  in  his  business  actions  (provided 
they  are  legal),  he  may  upon  achieving  a  little  success  imagine  himself 
infallible.  Secondly,  he  will,  as  all  men  must,  have  to  struggle  to  be 
objective,  unprejudiced,  and  impersonal;  having  no  one  to  criticize  his 
views  and  reveal  their  biases,  he  may  never  recognize  distortions  in  his 
thinking.  Thirdly,  he  must  recognize  the  "time  of  no  crisis"  danger,  that 
he  will  at  moments  of  crisis  quickly  seek  the  advice  of  experts,  but  will 
make  hundreds  of  little  decisions  daily  without  a  thought  of  how  these 
small  exercises  of  power  comprise  in  the  long  run  a  mountain  of  godlike, 
completely  subjective  proclamations. 

Objectivity  in  the  face  of  crisis  is  easier  than  in  those  daily  tasks  where 
others  quietly  feed  a  greedy  ego.  It  happens  when  the  gardener  flatters 
the  president  by  asking  his  opinion,  "What  do  you  think  about  this  bush? 
Had  I  better  change  it?"  It  happens  when  the  controller  says,  "You're 
mighty  fast  with  figures."  It  happens  when  the  secretary  says,  "You  write 
a  beautiful  letter."  Quietly,  insidiously,  objectivity  can  be  lost.  Our  task 
is  to  set  up  barriers  against  loss  of  objectivity  and  then  to  set  up  tests 
that  can  be  used  from  time  to  time  to  measure  the  degree  of  objectivity 
being  maintained. 
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IMPORTANCE  OF  ADVISERS 

Humility  was  once  defined  as  that  quality  which  "when  you  think 
you've  got  it  you've  lost  it."  Objectivity  is  almost  as  elusive.  Some  of  us 
will  confess  that  we  have  great  difficulty  thinking  objectively  about  any- 
thing that  concerns  ourselves.  Most  of  us,  on  the  other  hand,  believe  that 
our  thinking  about  others  is  entirely  objective. 

One  of  the  characteristics  of  objectivity  is  that  lack  of  it  is  more  easily 
recognized  by  others  than  by  one's  self.  So  a  test  of  objectivity  is  to  review 
our  advisers.  It  is  not  enough  that  the  advisers  recognize  a  loss  of  ob- 
jectivity in  us;  they  must  he  willing  to  speak  of  it,  and  we  must  be  willing 
to  listen  to  them. 

This  is  harder  to  achieve  than  it  sounds.  It  requires  that  the  president 
cultivate  the  ability  to  wear  a  "poker  face"  when  confronted  ^vith  un- 
wanted criticism.  I  recall  an  early  instance  of  trying  to  force  my  views 
on  the  organization  before  it  was  persuaded  they  were  sound.  The  result 
was  that  I  was  misled  for  months  into  believing  that  the  organization 
thought  as  I  did,  when  in  fact  most  of  the  men  were  unconvinced.  But  I 
had  expressed  myself  so  forcefully  that  none  dared  openly  oppose  me. 

It  was  on  cost  reduction.  Prior  to  my  joining  the  company,  the  busmess 
had  been  growing  year  by  year  and  increasing  volume  had  hidden  the 
need  for  cost  reduction.  It  seemed  apparent  to  me  that  our  particular 
business  was  more  sensitive  to  cost  reduction  than  volume  increase  as  a 
means  of  improving  our  profit  position.  In  fact,  figures  ^vere  developed 
that  showed  that  a  5  per  cent  cost  reduction  (or  price  increase)  Avas  equal 
to  nearly  a  20  per  cent  change  in  volume.  When  this  relationship  was 
presented  to  the  organization,  one  of  the  key  officials  expressed  the  view 
that,  "regardless  of  the  arithmetic,  if  we  got  $600,000  a  month  in  business 
we  could  forget  cost  reduction."  My  own  outspoken  damning  of  this  view 
hid  the  fact  that  most  of  the  organization  believed  it  to  be  true.  It  ^sas 
many  months  before  I  was  aware  that  I  had  simply  pushed  the  idea 
underground  rather  than  changed  it.  Had  I,  regardless  of  my  strong  con- 
viction, taken  a  more  questioning  attitude,  many  in  the  organization 
would  have  been  unafraid  to  show  their  opposition,  and  I  could  have 
more  speedily  and  more  effectively  taught  others  the  value  of  cost  re- 
duction. Now  they  are  convinced,  but  I  feel  I  lost  six  months. 

In  order  to  be  sure  that  both  support  for  and  opposition  to  the  opin- 
ions of  the  president  are  kept  in  proper  balance,  it  is  essential  that  the 
president  have  advisers  with  two  transcendent  qualifications: 

1.  Knowledge  and  experience  equal  or  superior  to  his  own,  especially 
in  the  areas  in  which  he  is  weakest 

2.  Complete  freedom  to  criticize  his  actions  without  fear  of  retaliation 
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But  such  advisers  are  not  easily  found.  The  probable  source  of  ad- 
visers for  the  president  would  be  drawn  from  one  of  the  following  groups, 
each  of  which  has  advantages  and  shortcomings:  members  of  the  board 
of  directors,  company  officials,  outside  consultants,  members  of  a  profes- 
sional adviser-board,  fellow  officers  in  other  companies,  public  officials, 
union  officials,  family,  and  friends. 

Directors  as  Advisers 

In  theory,  the  president  should  look  to  his  directors  for  advice.  And 
he  can  when  his  board  of  directors  is  made  up  of  men  of  great  experience 
and  competence.  When  the  directors  are  appointed  for  reasons  other  than 
excellence  in  business,  they  may  be  of  little  value  as  advisers  to  the 
president.  In  any  case,  whether  the  directors  are  competent  or  incom- 
petent, the  president  may  have  little  power  to  change  them.  So  if  the 
directors  are  capable  men  in  whom  the  president  has  confidence,  they 
will  help  him  do  his  job.  In  large  companies,  with  outside  boards  of 
directors,  this  is  often  the  case.  In  small  and  medium-sized  companies, 
the  outside  board  of  directors  is  less  usual. 

Officers  as  Advisers 

Officers  can  oppose  in  only  limited  degree  the  opinion  of  the  president. 
This  may  not  seem  so  to  many  presidents  who  have  carefully  cultivated 
a  climate  around  themselves  that  permits  free  expression  of  opposing 
opinion.  But  it  is  a  rare  officer  who  will  tell  you  that  he  does  not  "handle 
the  boss  with  kid  gloves."  In  fact,  some  of  the  men  who  pride  themselves 
on  their  outspoken  opposition  to  their  bosses  may,  in  fact,  be  "yes"  men 
in  disguise.  It  is  probably  fair  to  say  that  when  the  president  controls 
the  salary  and  work  assignment  of  his  officers,  he  can  expect  only  limited 
opposition  from  any  of  them  regardless  of  their  opinions  of  his  intended 
course  of  action.  And  this  is  as  it  should  be,  for,  in  the  end,  the  organ- 
ization must  have  the  ability  to  cooperate  and  move  together  as  a  unit, 
whether  each  member  is  for  or  against  the  course  of  action.  Once  a  final 
decision  is  made  by  the  president,  the  organization  must  act  as  a  unit.  It 
is  best  if  all  his  people  are  persuaded  that  the  action  is  desirable,  but 
whatever  each  individual  thinks,  there  comes  a  time  when  the  corporate 
opinion  must  be  accepted  by  its  officers.  The  result  is  that  the  very  factors 
that  make  a  good  officer  lessen  his  value  as  an  adviser.  At  least,  it  does 
so  if  the  president  is  seeking  objective  advice  that  may  take  the  form  of 
sustained  opposition  to  one  of  his  "pet"  programs. 

When  certain  of  the  officers  form  an  inside  board  of  directors,  there 
are  serious  drawbacks  to  their  value  as  advisers.  They  have  the  advantage 
of  being  thoroughly  familiar  with  the  problems  of  the  organization,  and 
they  can  be  kept  at  a  high  level  of  competence,  because  the  president 
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usually  controls  their  selection  and  reappointment.  Offsetting  these 
advantages  are  two  serious  disadvantages.  First,  the  directors,  being  offi- 
cers reporting  to  the  president,  are  subject  to  his  will  and  thus  cannot 
give  him  the  objective  criticism  he  may  wish.  In  fact,  there  is  no  action 
they  take  as  directors  that  does  not  simply  rubber-stamp  the  actions 
they  take  as  officers.  When  the  president  sits  with  his  officers,  or  sits  with 
the  inside  board  of  directors,  he  may  feel  that  he  is  "looking  in  the 
mirror"  (Figure  59-2).  The  second  major  drawback  to  the  inside  board 
of  directors  is  that  the  president  now  has  only  one  group  to  look  to  for 
advice  instead  of  two  separate  groups  bringing  him  differing  viewpoints. 


Fig.  59-2.  An  inside  board  of  directors  may  make  a  president  feel  that  he  is  looking 
in  the  mirror. 

E.  Everett  Smith,  writing  in  the  Haiuard  Business  Review,  said:  ^ 

I  firmly  believe  that  anyone  who  digs  deeply  into  the  responsibilities  of  the 
board  and  wants  to  make  it  a  vital  organ  of  the  business  will  come  to  the  con- 
clusion that  a  strictly  inside  board— a  board  of  operating  managers-cannot 
fill  that  role.  .  .  . 

The  first  step  [in  the  process  of  establishing  an  effective  board]  is  to  begin  to 
inject  people  who  can  bring  a  fresh  viewpoint,  who  are  not  subordinate  to  the 
chief  executive,  and  who  will  act  as  independent  judges. 

It  is  this  independence  to  act  that  disqualifies  officers  as  guardians  of 
the  president's  objectivity. 

Consultants  as  Advisers 

The  small  and  medium-sized  companies  are  relying  more  and  more  on 
consultants  to  provide  the  specialized  knowledge  lacking  in  their  own 

1  "Put  the  Board  of  Directors  to  Work!"  Hanard  Business  Review,  May-June,  1958. 
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organizations.  Consultants  are  available  with  the  special  skills  needed  in 
a  narrow  field  to  the  broad  skills  of  the  experienced  general  manager. 
The  president  may  employ  outside  consultants  in  the  fields  of  law,  medi- 
cine, transportation,  manufacturing,  marketing,  or  many  more  highly 
specialized  fields.  The  extent  to  which  these  men  develop  or  lessen  the 
objectivity  of  the  president  is  largely  dependent  on  the  climate  he  estab- 
lishes for  them.  In  the  end,  he  is  their  client.  To  displease  him  may  be  to 
lose  him. 

1  know  some  consultants  who  have  such  courage  in  their  own  convic- 
tions that  they  often  risk  discharge  for  opposing  the  wishes  of  their 
clients.  Fortunately,  these  outspoken  men  are  of  such  ability  that  their 
clients  respect  them  and  usually  welcome  the  opposition.  But  once  in  a 
while,  when  the  climate  isn't  right,  these  courageous  men  simply  dis- 
qualify themselves  for  a  desirable  account.  I  know  other  consultants  who 
are  careful  not  to  risk  offending  their  clients.  These  can  help  little  in 
gaining  objectivity. 

Professional  Board  of  Advisers 

There  is  another  approach  to  the  problem  of  a  president  getting  ob- 
jective, informed,  and  competent  criticism.  This  is  to  set  up  a  professional 
adviser-board  -  staffed  by  men  of  experience  who  meet  with  the  president 
at  regular  intervals  (monthly  or  bimonthly).  Such  a  board  is  a  direct  tool 
for  the  president;  it  exists  only  to  advise  him  and  has  no  powers  of 
direction.  Its  strength  lies  in  the  fact  that  it  is  kept  informed  about 
important  company  matters  and  when  asked  for  criticism  can  give  it 
objectively. 

For  such  a  board  to  be  effective  there  are  five  essentials: 

1.  The  advisers  must  be  competent  and  have  the  respect  of  the  presi- 
dent and  of  the  other  board  members. 

2.  The  advisers  must  be  fully  informed  about  the  problems  on  which 
they  advise. 

3.  The  advisers  must  be  autonomous. 

4.  The  president  must  seek  their  advice  and  be  receptive  to  it. 

5.  The  meetings  must  be  held  privately  so  that  criticism  can  be  freely 
given  without  embarrassment  to  the  president. 

It  seems  doubtful  if  the  adviser-board  will  prove  of  value  if  any  one  of 
these  five  factors  is  missing. 

In  the  case  of  our  company,  we  have  such  an  adviser-board.  It  consists 
of  four  men,  each  skilled  in  a  particular  area  of  special  importance  to 
our  business.  These  men  meet  with  me  every  other  month.  The  sole 
charge  to  them  is  to  give  the  president  objective  advice.  The  facts  that 

2  L.  E.  Newman,  "Advice  for  Small  Company  Presidents,"  Harvard  Business  Review, 
November-December,  1959. 
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none  o£  the  men  lives  in  the  same  city  in  which  our  headquarters  is 
located;  none  of  the  men  has  a  financial  interest  in  the  business;  none  of 
the  men  is  personally  affected  by  the  advice  he  gives;  none  of  the  men 
considers  the  compensation  he  receives  from  this  assignment  as  important 
to  him— these  enable  them  to  give  me  unusually  objective  advice. 

Other  Sources  of  Advice 

The  president  can  expect  a  continuous  flow  of  advice,  both  wanted 
and  unwanted,  from  many  sources.  Advice  will  come  from  fellow  officers 
in  other  companies,  from  union  officials,  from  public  officials,  and  from 
one's  own  family  and  friends.  Each  bit  of  advice  can  help  establish  or 
can  threaten  the  objectivity  of  the  president. 

I  have  no  doubt,  for  example,  that  a  president's  objectivity  can  be 
powerfully  influenced  by  the  attitude  of  his  wife.  She  may  help  him  gain 
objectivity,  or  she  may  destroy  it.  Her  dislike  of  a  company  official  could 
be  unconsciously  transferred  to  the  president.  Or  her  influence  could  be 
more  subtle,  taking  the  form  that  the  president  should  give  himself 
longer  vacations  or  a  better  office.  He  must  forever  guard  against  loss 
of  objectivity,  because  there  are  so  few  real  restraints  on  him. 

OTHER  FACTORS  THAT  INFLUENCE  OBJECTIVITY 

So  far  we  have  considered  objectivity  only  from  the  standpoint  of 
how  it  is  influenced  by  the  attitudes  or  actions  of  others.  The  president 
himself  is  the  prime  influence  in  these  interactions  with  other  persons. 
His  desire  to  be  objective,  his  cultivation  of  a  judicial  attitude,  his  open- 
mindedness,  all  help  him  toward  the  goal  of  impartiality.  The  degiee  to 
which  he  is  fully  able  to  achieve  objectivity  lies  deep  in  the  psvchology 
of  the  man  himself.  There  are  other  factors,  however,  of  not  so  elusive 
a  nature,  which  can  profoundly  influence  a  president's  view  of  his  prob- 
lems. I  refer  to  his  method  of  compensation,  his  job  charter,  his  religion, 
and  his  attendance  at  trade  and  management  association  meetings. 

Method  of  Compensation 

Compensation  plans  for  presidents  range  from  flat  salaries  on  long- 
term  contracts  to  highly  variable  salaries  without  a  contract.  Our  purpose 
here  is  to  examine  the  principle  of  compensation  from  the  standpoint 
of  its  effect  on  the  objectivity  of  the  president.  This  will  be  a  limited 
view,  for  a  proper  compensation  plan  should  not  only  encourage  ob- 
jectivity but  should  motivate  the  president  to  put  forth  his  best  efforts. 
A  plan  that  is  strong  on  motivation,  however,  may  be  singularly  weak 
on  helping  a  man's  objectivity. 

A  compensation  plan,  for  example,  that  gives  a  share  of  profits  above 
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a  base  may  reward  an  uneven  earning  record  better  than  it  rewards  a 
steady  record.  In  the  example  given  in  Table  59-1,  two  cases  are  com- 
pared. It  can  be  seen  that  the  president's  incentive  compensation  in  the 
second  case,  case  B,  is  three  times  what  it  is  in  case  A,  even  though  sales 
were  the  same  for  both  years  and  total  profits  were  the  same  for  the  two 
years  taken  together.  In  order  to  make  this  difference  possible,  it  was 
only  necessary  to  shift  5  per  cent  of  the  total  costs  of  one  year  into  the 
year  ahead.  The  types  of  costs  that  lend  themselves  to  this  juggling  are 
engineering  expense,  tooling  expense,  advertising,  training  programs, 
and  consulting  fees.  The  extent  to  which  this  is  desirable  or  undesirable 
is  not  at  issue  here.  It  is  enough  that  we  recognize  that  compensation 
plans  may  include  elements  that  tend  to  discourage  objectivity  on  the 
part  of  the  president. 

Table  59-1.  Effect  on  President's  Compensation  Due  to  a  Minor 
Shift  in  Total  Costs 


Item 

Case  A 
(000  Omitted) 

Case  B 
(000  Omitted) 

Year  A 
total 

YearB 

total 

2-year 
total 

Year  A 
total 

YearB 
total 

2-year 
total 

r^ros*s    <\alps                          

$5,000 
500 

450 

$5,000 
500 

450 

$10,000 
1,000 

$5,000 
250 

450 

$5,000 
750 

450 

$10,000 

TV/^f    rirnfif    Hpforp    favPS                            .  . 

1,000 

Base    earnings    above   which    presi- 
dent  receives  a  share    .        

50 
5 

50 

5 

10 

None 
0 

300 
30 

President's  share  (say  10%)   

30 

In  order  to  encourage  objectivity  in  the  president,  the  compensation 
plan  must  do  these  things: 

Be  high  enough  to  satisfy  the  president  so  that  he  is  not  job  shopping 
in  any  sense. 

Provide  a  short-term  incentive  which  encourages  him  to  keep  the  or- 
ganization trim,  lean,  and  efficient. 

Provide  a  long-term  incentive  which  encourages  him  to  build  for  the 
long  term,  both  in  facilities  and  in  people. 

Provide  a  strong  sense  of  security  so  that  he  is  willing  to  risk  the  alone- 
ness  which  goes  with  objective  decision  making  at  the  top  level. 

Job  Charter 

Until  a  man  holds  the  job  of  president,  I  doubt  if  he  can  realize  how 
nebulous  are  some  of  his  authorities.  What  in  fact  he  can  do  without 
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board  approval  varies  greatly  from  company  to  company.  Is  he  or  is  the 
chairman  of  the  board  the  true  executive  officer  of  the  company?  Many 
companies  have  never  faced  this  issue.  How  much  money  can  he  spend 
without  bank  approval?  He  may  be  checking  the  bank  at  levels  far 
below  those  necessary,  or  conversely,  he  may  be  unaware  that  he  is  stretch- 
ing his  credit.  The  extent  to  which  these  and  similar  questions  are 
unanswered  in  the  president's  mind  will  markedly  influence  his  ob- 
jectivity. He  may  not  think  so  at  first  glance,  but  let  him  consider  how 
he  reacts  to  approving  expenditures  clearly  within  his  control  and  how 
he  reacts  to  expenditures  which  he  feels  must  or  should  have  board 
approval. 

Being  appointed  president  may  seem  to  carry  with  it  all  the  powers 
of  the  position  without  having  to  earn  them.  One  of  the  few  jobs  I  know 
which  carries  with  the  appointment  clear  authorities  which  must  be 
respected  is  that  of  traffic  policeman.  He  wears  his  badge  of  office,  is 
presented  directly  with  his  problems,  gives  orders  expecting  instant 
obedience,  and  can  quickly  punish  any  offender.  The  president's  job 
carries  no  such  clear  duties  and  authorities.  It  might  be  better  under- 
stood by  the  newly  appointed  president  if  he  would  consider  the  election 
to  president  as  a  grant  of  a  hunting  license  of  authority.  Until  he  holds 
the  authorities  of  his  position,  he  cannot  delegate  them.  And  until  he 
has  earned  and  won  the  authorities  of  his  position,  he  does  not  hold  them. 
Until  he  holds  and  delegates  them,  it  is  hard  to  see  how  he  can  act  in 
an  objective  manner. 

Religion 

Religion  can  be  a  powerful  influence  to  lessen  men's  fears  of  the 
future.  And  certainly  fear  is  a  major  deterrent  to  objective  action. 
Whether  the  president  is  of  one  religion  or  another,  whether  his  partici- 
pation is  active  or  passive,  it  has  been  my  observation  that  a  deep  faith 
in  something  far  greater  than  one's  own  self  is  a  powerful  aid  to  courage 
in  making  decisions  which  seem  to  carry  with  them  strong  threats  to 
one's  own  security. 

Association  Meetings 

Most  presidents  receive  a  steady  rain  of  invitations  to  meetings.  These 
come  from  trade  associations,  management  associations,  professional  so- 
cieties, and  others.  In  my  own  case,  I  receive  regular  opportunities  to 
attend  meetings  of  AMA,  NECA,  NEMA,  NICB,  SAM,  NAED,  ASME, 
CIPM,  lES,  and  others.  What  the  letters  stand  for  is  not  important  to 
this  discussion.  What  is  important  is  that  nine  organizations  regularly 
invite  me  to  meetings  from  which  I  must  choose  a  few.  The  ones  chosen 
have  an  influence  on  objectivity,  although  all  tend  to  get  one  out  of 
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one's  own  office  and  improve  one's  perspective.  Personally,  I  feel  my  own 
objectivity  is  helped  most  when  I  have  the  opportunity  of  talking  shop 
with  fellow  executives  having  similar  problems.  At  the  same  time,  there 
is  no  doubt  of  the  value  of  rubbing  elbows  with  customers. 

A  TEST  FOR  LOSS  OF  OBJECTIVITY 

Loss  of  objectivity  is  usually  more  apparent  to  another  than  to  one's 
self.  But  in  order  for  a  test  for  loss  of  objectivity  to  be  useful,  it  must  be 
self-administered  and,  to  some  extent,  automatic.  The  one  that  seems 
best  able  to  satisfy  these  criteria  is  sensitivity  to  criticism.  The  president 
must  detach  himself  and  see  himself  as  the  instrument  of  the  corporation, 
holding  a  position  which  may  often  be  the  subject  for  criticism.  It  is 
essential  for  the  president  to  distinguish  between  criticism  of  the  position 
he  holds  and  criticism  of  himself  personally. 

And  it  is  not  easy.  Few  presidents  are  spared  personal  attacks.  As 
L.  A.  Appley  said,^  "It  is  strange  that  so  frequently  the  person  who  has 
the  responsibility  for  eliminating  the  condition  is  blamed  for  its  exist- 
ence," yet  this  is  a  common  thing  for  the  president.  One  of  my  early 
experiences  as  a  president,  for  example,  was  a  wildcat  strike  that  had 
its  origin  in  resistance  to  cutting  out  excess  costs  that  were  smothering 
our  business.  For  many  years  prior  to  my  coming  with  the  company,  work 
standards  had  been  becoming  more  and  more  loose  and  many  more 
people  than  were  needed  had  gradually  been  added  to  our  payroll.  The 
time  had  come  when  our  industrial  ship  had  to  be  drydocked  and  the 
leaks  repaired,  or  it  would  most  certainly  sink.  It  was  my  job  to  make 
the  ship  seaworthy,  or  all  hands  would  lose  their  jobs. 

The  employees  in  one  of  the  areas  most  needing  attention  knew  they 
were  overpaid— even  the  union  business  agent  acknowledged  that  this 
group  was  paid  more  than  the  work  was  worth— but  their  attitude  was, 
"It's  not  our  fault,  and  we're  not  going  to  give  it  up."  Once  they  took 
the  position  that  it  was  not  their  fault,  it  was  easy  to  fix  the  blame  on 
the  president.  The  fact  that  he  was  not  around  when  the  situation  was 
created  was  irrelevant;  they  felt  he  inherited  the  good  with  the  bad  when 
he  took  the  job.  And  it  is  hard  to  argue  this  point.  The  rub  came  when 
we  started  to  squeeze  out  the  extra  costs  by  instituting  better  methods. 
We  can  cloak  the  process  of  cutting  excess  costs  by  a  mass  of  nice-sound- 
ing phrases,  but  sometimes  the  facts  could  be  more  truthfully  stated  by 
saying  simply,  "We  intend  to  get  more  work  out  of  fewer  people."  This 
was  our  intention.  We  promised  to  pay  employees,  on  the  average,  as 
much  as  they  had  earned  before  installing  new  methods;  we  promised  to 
ask  for  no  more  effort  than  was  commonly  expected;  we  promised  to  pay 

3  "The  President's  Scratchpad,"  AMA  Management  Nexus,  June,  1959. 
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the  average  or  better  o£  community  rates  for  similar  work.  These  phrases 
sound  fair  in  the  larger  sense,  but  they  do  not  tell  you  how  Annabelle 
will  react  when  she  gets  her  first  pay  check  for  Si. 85  an  hour  when  she 
has  averaged  $3.20  an  hour  for  the  last  six  months.  The  way  Annabelle 
reacted  was  to  direct  her  wrath  at  the  president  as  the  one  who  personally 
cut  her  standard  of  living.  And  in  a  sense  he  did.  True,  the  alternative 
was  loss  of  all  jobs  entirely,  but  to  the  employees  this  is  too  hypothetical 
to  be  believed.  Annabelle,  and  others  whose  take-home  pay  was  cut,  got 
enough  sympathy  worked  up  among  other  employees  to  set  o£E  a  wildcat 
strike. 

At  this  point,  I  took  one  of  my  important  lessons  in  objectivity.  It 
occurred  when  I  left  my  office  and  was  greeted  by  a  sign  reading,  "Dear 
Sir:  We  were  glad  to  see  you  come-we'll  be  happier  to  see  you  go." 
I  had  great  difficulty  persuading  myself  that  this  biting  criticism  was 
directed  against  the  office  I  held  and  not  me  personally.  The  fact  is  that 
this  sign  bit  deeply,  and  it  took  a  number  of  later  trips  through  the 
shop  for  the  warmth  of  many  greetings  to  thaw  the  chill  of  that  sign. 
What's  the  point  of  this?  I  believe  it  to  be  this:  objectivity  in  the 
president  is  essential  even  though  attacks  seem  to  be  directed  personally 
at  him. 

THREATS  TO  LOSS  OF  OBJECTIVITY 

There  are  a  number  of  special  traps  set  for  the  president  trying  to 
attain  and  hold  his  objectivity.  These  traps  will  appear  as  simple  deci- 
sions involving  such  matters  as  these: 

How  far  to  trust  majority  opinion 

How  much  importance  to  place  on  being  personally  popular 

How  many  close  friends  can  be  made  within  the  company 

How  to  act  impersonally 

How  loudly  he  should  speak  out  on  subjects  on  which  he  is  not  expert 

Each  of  these  can  assume  enough  importance,  at  times,  to  make  it 
worthy  of  some  special  thought. 

Value  of  Majority  Opinion 

It  is  one  thing  for  the  president  to  ask  his  staff,  "How  many  are  in 
favor  of  holding  a  company  picnic?"  and  quite  another  to  ask,  "How 
many  believe  we  are  ready  for  our  next  expansion  step?"  In  the  one 
case,  the  president  should  expect  to  be  ruled  by  majority  opinion;  in 
the  other,  the  president  will  be  interested  in  the  individual  opinions  of 
his  staff  or  other  advisers,  but  the  finality  of  decision  is  his.  He  may  or 
may  not  choose  to  follow  majority  opinion. 
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I  have  found  it  helpful  to  avoid  any  semblance  of  a  vote  on  matters 
where  I  feel  my  particular  vantage  point  gives  me  a  view  of  the  question 
not  available  to  others  and  to  avoid  any  vote  on  a  question  where  I 
would  be  unwilling  to  follow  majority  opinion.  Fortunately,  it  is  a  rare 
question  where  a  president  must  go  it  alone,  but  the  risk  is  always  there. 
He  must  develop  as  a  way  of  life  that  he  will  be  swayed  by  the  quality 
of  opinion  rather  than  the  weight  of  opinion. 

Importance  of  Being  Popular 

Some  presidents  seem  to  be  that  rare  combination  of  man  who  is 
both  loved  and  respected  by  all  who  work  with  him.  Some  have  to 
choose  between  doing  the  things  that  they  feel  reasonably  sure  will 
endear  them  to  their  associates  and  doing  the  things  they  hope  will  some 
day  bring  admiration.  It  will  occur  in  situations  where  the  short-term 
answer  is  one  thing,  the  long-term  answer  another.  It  is  more  likely  to 
occur  to  a  president  in  his  early  years  of  office  than  in  his  later  years. 
For  after  he  has  had  five  or  ten  years  of  office,  his  associates  feel  they 
know  him  well  and  are  unlikely  to  misjudge  his  actions.  In  the  early 
years,  he  can  expect  to  have  many  of  his  actions  viewed  less  understand- 
ingly. 

In  my  first  year  of  presidency,  for  example,  it  became  apparent  to  me 
that  if  we  were  to  move  from  a  loss  position  to  a  profit  position,  a 
great  many  things  must  be  stopped  which  added  to  our  costs  but  did 
not  contribute  to  our  earnings.  Many  of  these  things  had  been  in  exist- 
ence so  long  that  most  employees  accepted  them  without  realizing  what 
a  drain  they  were  on  the  whole  organization.  They  included  people  on 
the  payroll  who  had  long  service  but  who  had  long  since  outlived  any 
real  usefulness  to  the  organization;  they  included  privileges  enjoyed  by 
certain  employees  which  were  not  geared  to  contribution;  they  included 
a  general  looseness  in  what  was  expected  in  people.  The  absenteeism, 
turnover,  and  accident  rates  were  high,  and  the  general  level  of  effort 
was  below  what  should  be  expected  of  a  good  operation. 

It  was  decidedly  unpopular  for  me  to  correct  these  things.  Enough 
months  have  passed  now  so  that  I  feel  I  have  earned  respect,  if  not 
affection,  for  these  purifying  steps.  In  order  to  approach  this  problem 
with  objectivity,  I  had  to  adopt  as  my  daily  motto  after  carefully  con- 
sidering each  action,  "I  do  what  I  think  is  right  and  let  the  devil  take 
the  hindmost." 

Close  Friends  within  the  Company 

There  is  little  question  that  close  friends  within  the  organization  are 
an  obstacle  to  the  president's  objectivity.  Practically,  however,  the  presi- 
dent can  lessen  the  obstacle  if  he  schools  himself  not  to   talk  certain 
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kinds  of  business  with  these  friends.  He  must  avoid  especially  two  kinds 
of  things:  first,  he  must  never  discuss  his  opinion  of  anybody  in  the 
organization  or  discuss  anything  that  has  to  do  with  compensation  or 
change  in  status  of  anyone  in  the  organization;  secondly,  he  must  avoid 
talking  about  anything  that  is  not  yet  common  knowledge  within  the 
organization.  The  first  of  these  points  is  easily  recognized.  The  second 
is  not  so  apparent.  Its  importance  comes  in  your  friends'  getting  the 
reputation  within  the  organization  of  "being  in  the  know"  with  the 
boss.  They  are  likely  to  make  their  fellow  employees  feel  left  out. 

Unpersonal,  Not  Impersonal 

The  president  should  approach  each  company  problem  without  con- 
sideration of  the  end  effect  on  himself,  but  with  full  consideration  of  the 
end  effect  on  others.  It  is  being  unpersonal,  but  not  impersonal.  An 
example  of  this  approach  is  the  case  where  a  president  is  called  upon  to 
change  unfavorably  the  status  of  a  close  friend.  It  is  always  easy  and 
pleasant  to  give  raises,  to  announce  promotions,  to  increase  privileges. 
It  is  never  easy  to  reduce  a  salary,  to  demote,  or  to  take  away  a  privilege. 
Especially  is  it  unpleasant  when  the  recipient  of  the  bad  news  is  a  close 
personal  friend.  But  this  increases  rather  than  lessens  the  need  for  ob- 
jectivity. 

In  striving  to  act  objectively,  it  is  easy  to  fall  into  the  trap  of  being 
"tough,"  to  say  to  a  friend,  "You  know  the  rules,  it's  up  or  out." 

When  to  Speak  Up 

One  of  the  pressures  peculiar  to  a  position  of  importance  is  the  ac- 
ceptance by  many  people  that  authorities  in  one  field  are  also  authorities 
in  others.  This  acceptance  is  so  widespread  that  it  is  a  serious  threat  to 
objectivity.  A  well-known  actor,  for  example,  returning  from  a  pleasure 
trip  abroad,  is  asked  for  and  gives  a  serious  interview  on  the  state  of 
Soviet-United  States  relations.  A  prominent  politician  is  given  wide 
publicity  for  his  unorthodox  views  on  the  correction  of  juvenile  delin- 
quency. An  outspoken  president  of  a  large  industrial  company  is  listened 
to  attentively  while  he  airs  his  views  about  a  political  candidate  ^vhom 
he  has  not  met  or  read  about  further  than  an  occasional  headline. 

The  fact  is  that  the  actor,  politician,  and  business  executive  have 
received  public  acknowledgment  for  their  highly  developed  skills  in  their 
particular  fields  of  principal  activity.  The  assumption  is  then  made  that 
men  of  such  learning  will  not  speak  on  a  subject  outside  their  prime  field 
of  knowledge  unless  or  until  they  become  well  informed  on  it.  Many 
men  are  very  careful  about  this,  especially  those  trained  to  recognize 
the  difference  between  fact  and  opinion.  Since  the  president  often  has 
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a  captive  audience,  however,  he  is  apt  to  have  an  exaggerated  idea  of 
the  profundity  of  his  own  thoughts. 

A  FINAL  WORD 

There  is  no  substitute  for  the  earnest  desire  on  the  part  of  the 
president  to  cultivate  a  continuing  vigilance  on  his  own  objectivity.  A 
little  humor,  a  little  patience,  and  a  little  humility  will  help  him 
achieve  it. 


i 


Name  Index 


Adams,  James  Truslow,  68 
Appley,  Lawrence  A.,  development  of  man- 
agement, 69 

management  skills,  38,  39 

modern  manager,  1168 

president  blamed  for  conditions,  1215 
Aristotle,  1070 
Arnold,  John  E.,  206 

Babbage,  Charles,  66 
Ball,  Frank  C,  400 
Barnard,  Chester  I.,  239 
Baruch,  Bernard,  647 
Bassil,  John,  40-42 
Bell,  Canon,  839 
Boulton,  Mathew  Robinson,  63 
Bowman,  John  Gabbert,  872 
Bradford,  Leland  P.,  968 
Bradford,  Robert  F.,  1108,  1109,  1111 
Brown,  Lewis  H.,  42 

Bruckberger,    R.    L.,    appraisal    of    Henry 
Ford,  82-85 
second  American  Revolution,  87 
Butler,  Paul,  1110 

Cable,  Richard  W.,  io8on. 
Calder,  Alexander,  892-894 
Carman,  William  B.,  1088 
Carnegie,  Andrew,  1 134 
Chamberlain,  John,  1070,  1071 
Chase,  Stuart,  70-71 
Clemenceau,  Georges,  272 
Cordiner,   Ralph   J.,   challenge    to   leader- 
ship, 300 
climate  for  growth,  482 
Cox,  Charles,  234 
Craf,  John  R.,  697 
Crawford,  Frederick  C,  720,  721 
Curtice,  Harlow  W.,  1047 

Dickey,  Charles,  234 

Dolan,  Leland,  153 

Donham,  Richard,  280 

Drucker,    Peter    F.,    appraisal    of    Henry 
Ford,  83-85 
concept  of  management,  232 
personnel  administration,  708,  709 


Drucker,     Peter     F.,     phases     of     decision 

making,   236 
Dunne,  Finley  Peter,  1117 
Duryea,  Charles  E.,  511 

Eaton,  Cyrus  S.,  862 
Eisenhower,  Dwight  D.,  250,  1107 

Fairless,  Benjamin,  234 

Fayol,  Henri,  69 

Follett,  Mary  Parker,  714 

Ford,  Henry,  82-85,  511  • 

profits  through  quality,  156 
Francis,  Clarence,  42,  43 
Franklin,  Benjamin,  839 

Galbraith,  John,  518 

GifEord,  Walter  S.,  601  '      ~     , 

Gilbreth,  Frank,  88  -  ,^ 

Gilbreth,  Lillian,  88         ^  .       "^) 

Graicunas,  V.  A.,  856 

Gray,  Archie  D.,  iioi 

Greenwall,  Frank  K.,  533 

Greenwalt,  Crawford  H.,  862 

Griffin,  Clare  E.,  1085  ;. 

Hacker,  Andrew,  1105 

Hayek,  F.  A.,  1069 

Haywood,  O.  G.,  236 

Holmes,  Oliver  Wendell,  Jr.,  1194 

Hower,  Roy  Francis,  206 

Hughes,  Roland  R.,  1102 

Hurni,  Melvin  L.,  298 

Johnson,  Ellis  A.,  101  irz. 
Judkins,  Jay,  1 166 
Juran,  J.  M.,  588 

Kant,  Immanuel,  716 
Kettering,  Charles,  177 
Kimball,  George  E.,  1019 
Koontz,  Harold,  io8o?z. 
Korzybski,  Alfred,  856,  857 

Larke,  Alfred  G.,  1166 
Lazarus,  Fred,  Jr.,  1106,  1107 
Lehman,  Harvey  C,  71 

1221 


1222 

Lewis,  Joseph  Slater,  66 
Lincoln,  Abraham,  1068 

McClellan,  H.  C,  1072 
McCormick,  Charles  P.,  697 
McDonald,  John,  234 
McGrath,  William  L.,  708 
McHugh,  Keith  S.,  39,  40 
Marshall,  John,  1152 
Martindell,  Jackson,  849 
Marx,  Karl,  65 
Mason,  Lowell,  1085-1089 
Maurer,  Herryman,  161 
Maynard,  Harold  B.,  definition  of  objec- 
tive, 376 
importance  of  managing,  465 
Mill,  John  Stuart,  869,  870 
Mitchell,  Stephen  A.,  1103,  1105 
Moley,  Raymond,  1076 
Morgan,  J.  Pierpont,  83,   174,  1117 
Morley,  Felix,  1071,  1072 
Morse,  Philip  M.,  1019 
Morton,  Thruston,  1110 

Nordstrom,  Sven,  915 

Ortega  y  Gasset,  Jose,  280 
Osborne,  Alex,  242 
Otis,  Charles,  183 
Owen,  Robert,  63,  64 

Parker,  Jack  S.,  1 106,  1113 
Penn,  William,  839 
Phillips,  Wendell,  242 
Pound,  Roscoe,  798 

Quigley,  J.  E.,  119 

Randall,   Clarence   B.,   business   participa- 
tion in  politics,  1105 
loneliness  of  decision  making,  234 
qualities  required  in  business,  870 


NAME  INDEX 

Randall,    Clarence    B.,    synthesis    in    man- 
agement, 238 
Rawles,  Robert,  245,  246 
Reynolds,  Sir  Joshua,  137 
Robinson,  Claude,  692 
Royce,  Josiah,  1078 

Slichter,  Sumner  H.,  American   economy, 
1073,  1074 
management  leadership  in  public  policy, 

4 
Smiddy,  Harold,  132 
Smith,  Adam,  61 
Smith,  E.  Everett,  1210 
Stevens,  Roger,  234 
Sukarno,  Achmed,  1183 
Symonds,  H.  Gardiner,  87 

Taylor,  Frederick  ^V.,  life  of,  68 

pioneer   in   industrial   management,   66, 
68-70,  88 
Thorndike,  Robert  L.,  125,  126 
Tocqueville,       Alexis       de,       associations, 
1 161 
Federal  constitution,  797,  798 
religion  and  law,  839,  840 
Toynbee,  Arnold  J.,  ancient  businessman. 

77 
vitality  of  civilizations,  509 

Urwick,  Lyndall  F.,  856,  857 

Washington,  George,  839 
Watson,  Thomas  J.,  Sr.,  234 
Watt,  James,  Jr.,  63 
Weed,  Clyde  E.,  304 
Welch,  Robert,  361 
Whitehead,  Alfred  North,  797 
W^illiams,  Roger  J.,   838 
W^ilson,  ^Voodrow,  1158 
Wissmann,  Harry  B.,  101  in. 
Worthy,  James  C,  1077 


Subject  Index 


Absenteeism,  420 
Accounting,  beginning  of,  60,  70 
and  operations  research,  1022 
Acquisition      and      merger,      expansion 
through,  254-259,  1031-1038 
criteria  for,  1031,  1032 
examples  of,  254-259,  656-661 
negotiations,  1033,  1034 
problems  of  integration,  1034-1038 
obtaining  funds  for,  635-641 
responsibility  of  planning  division,  261 
in  small  business,  1064,  1065 
Advertising,  costs,  418 

example,  934-937 
American  Management  Association  (AMA), 
description  of,  1169,  1170 
education  courses,  479,  498 
job  description  survey,  4 
membership  increase,  1168 
president's  survey,  153-178 
American  Society  of  Corporate  Secretaries, 

806 
American  Society  of  Mechanical  Engineers, 

1171 
Antitrust  legislation,  1083-1090 
Arbitration,  420 

Association  of  Consulting  Management  En- 
gineers,   capacities   for    human    devel- 
opment, 365 
concept  of  managing,  10,  12,  33,  236,  237 
Associations  (see  Business  associations) 
Attitude  studies,  417,  1136,  1137 
Authority,  need  for  definition  of,  for  every 
employee,  842 
of  president,  extent  of,  1213,  1214 
in  relation  to  responsibility,  325,  326 
{See    also    Decentralization;    Delegation 
of  authority) 

Backlog,  448-450 
Balance  sheet,  456,  647 

comparisons,  458 

examples  of,  215,  656,  658 

ratios,  410,  41 1 
Banks  as  source  of  funds,  636 
Bargaining  (see  Collective  bargaining) 
Board  of  directors,  821-834 


Board  of  directors,  as  advisors  to  president, 

1209 
chairman  of,  827,  828 
committees,  functions  of,  829-831 
management-board  cooperation,  832,  833 
meetings,  828,  829 

visitors  at,  831,  832  ■"_ 

members,  age  of,  825,  826 

choice  of,  823-825 

length  of  service  of,  825,  826 

motivation  of,  827 

qualifications  of,  834 
relations  with  shareholders,  1152,  1153 
responsibility  to  corporation,  1153 
role  in  expansion,  1027,   ^^37 
workings  of,  826-833 
Bonus  systems,  196-198,  354,  500 
Break-even-point    analysis,    412,    413,    448, 

450 
Budget,  capital,  680,  681 

definition  of,  252 
Budgeting,  453,  454 

for  external  relations,  724,  725 

management  support  of,  683,  684 

people  and  time,  843 

for  professional  designers,  945 

for  public  relations,  759,  760 

for  research  and  development,  538,  545- 

548 
top  management  budget  committee,  922 
Business  associations,  1160-1176 
activities  of,  1162-1164 
conferences  of,  228 
history  of,  1164,  1165 
impact  of,  1 176 
industry  support  of,  1132 
influence  on  president's  objectivity,  1214, 

1215 
nature  of,  1161,  1 162 
objectives  of,  1165 
operation  of,  1173,  1174 
opportunities  for  experience  sharing,  5 
responsibilities  of  members,  1174 
types  of,  1 165 

business     research     and     information 


groups,  1172,  1173 
chambers  of  commerce,   1167,   1168 


1223 


1224 

Business    associations,    types    of,    manage- 
ment   education    organizations,    1168- 

1172 
trade  associations,  227,  1166,  1167 

Business  entertaining,  1201,  1202 

Capital,  availability  of,  641 
budget,  680,  681 
cost  of,  407 

expenditures,  436,  437 
structure,  example  of  changing,  661-667 
working,  410,  411 
Capitalist,  definition  of,  76 

growth  of,  81,  82 
Cash  forecasts,  458,  683 
Chambers  of  commerce,  1167,  1168 
Change  {see  Innovation) 
Charitable  contributions  {see  Corporation 

contributions) 
Chief  executive  {see  President  of  company) 
Child  labor,  61,  64 

CIOS  {see  International  Scientific  Manage- 
ment Congress) 
Club  memberships,  730,  867,  868 
Code  of  Hammurabi,  basis  of  present  legal 

practices,  49-52,  70 
Collective  bargaining,  and  ethical  conduct, 
1151,  1152 
function  of  industrial  relations,  701-703 
influence  of  government  in,  1095,  1096 
Committee    management,    as    method    of 
education,  477,  478 
workability  of,  177,  321 
Committees,  place  of,  in  organization,  843 
Communications,   27,  309-312,   337-349 
barriers  to,  953 
as  control  function,  438-440 
with  community,  1135-1140 
during  decentralization  process,  327,  328 
in  decentralized  organization,  909-914 

techniques  of,  910,  911 
definition  of,  338,  339 
employee,  objectives  of,  754 
employee  publications,  343 
forms  of,  309-313,  339-342 
grapevine,  347,  348 
increasing  complexity  of,  853 
of  information  for  decision  making,  279 

aided  by  machines,  286-288 
internal,  344-348 
downward,  345 
to  president,  346,  347 
upward,  345-347 
learning  importance  of,  475,  476 
through  management  boards,  311,  312 
through  management  meetings,  950,  953, 
954 


SUBJECT  INDEX 

Communications,    need    for,    of    company 
goals,    1180-1183 
of  fundamental  business  truths,  133 
between  top  management  and  workers, 
310,  311,  692-696,  1096 
of  company  policies  and  problems, 

738,  739 
of  facts  of  our  economy,   693,   982, 
983,  1156 
within  personnel  department,  713,  714 
for  promoting  innovation,  515 
with  public,  348,  349 

of  public  relations  department,  769-773 
with  shareholders,  728-729 
techniques,  910,  911 
Community  relations,  1115-1143 

communicating  with   community,    1135- 

1140 
creed  of,  1130,  1131 
definition  of,  1121 
and  ethical  conduct,  1154-1156 
examples    of    projects    to    better,    1139, 

1140 
growing  interest  in,  1119-1121 
importance  of.  1121-1123 
importance  of  employee  in.  1129,  1130 
industry    responsibility    to    communitv. 

1125 
management    leadership    in    communitv 

activities,  1140,  1141 
manager  in,  1189-1193 
principles  of,  1123,  1124,  1141,  1142 
program,  check  list  for,  1138 
organizing  for,  1124,  1125 
requisites  of,  1137-1139 
supporting  social  institutions,  1131-1135 
Community  relations  manager,  1124.  1125. 

1189-1193 
Compensation,  executive,  864-866,  868,  869 
Competition,  986-990 
interindustry.  988-990 
legislation  for  perpetuating,  1157 
principle  of,  1071,  1072 
and    profit    pressure,    1057,    1058,    1060, 
1061 
Computers,  in  decision  making,  283-294 

optimum  operation,  287,  28S 
Conferences  {see  Management  meetings) 
Consultants  {see  Management  consultants) 
Contributions   {see   Corporation   contribu- 
tions) 
Control,    system    of   checks    and    balances, 
855,  856 
chart  of,  851 
Controls,    management    {see    Finance    and 
control;   Management  controls;   Meas- 
urements and  controls) 


SUBJECT  INDEX 

Corporation,  agility,  401 

comparisons,  409,  410 

organization,  256,  331-334 

personality  of,  122,  123 

structure  (see  Organization) 
Corporation   contributions,  654,  655,  729- 

733 
need    for    separate    committee    for,    728, 

729 
definition  of,  1152 

external  responsibilities  of,  517,  518 
goal  of,  822 
Corporation  lawyer  {see  Lawyers) 
Corporation  secretary,  duties  of,  807-812 
Cost  concern,  concept  of,  versus  cost  reduc- 
tion, 1 14,  1 15 
Cost    reduction,    examples    of,    191,    1215, 
1216 
to  increase  profit,  928-930 
need  to  teach  value  of,  1208 
steps  in  achieving,  189-192 
use  of  management  consultants  for,  987, 
988 
Council  for  International  Progress  in  Man- 
agement (CIPM),   1161,   1171 
{See   also    International    Scientific    Man- 
agement  Congress    (CIOS)) 
Customers,    ethical    relations    with,    1146- 
1149 

Data-processing  equipment,  655 

in  decision  making,  283-295 
Decentralization,  beginning  of,  58,  70 

benefits  of,  842,  843 

of  decision  making,  277-279,  297-300 
optimum  computer  operation,  287,  288 

increasing  predominance  of,  905,  906 

and  industrial  engineering,  928-930 

and  industrial  relations,  927,  928 

and  market  research,  931,  932 

of  organization,  323-330 

and  plant  building,  926,  927 

and  public  relations,  933-937 

and  purchasing,  930,  931 

and   research  and  engineering,  932,  933 
Decentralized  organization,  managing,  905- 
938 
communicating,  909-914 
delegating  authority,  906-908 
establishing  goals,  914-920 
financial  operations,  925,  926 
functions  of  top  management  in,  920- 

937 
budget  committee,  922 
products  committee,  922-925 

human  factor  in,  937,  938 

making  decisions,  908 
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Decision  making,  233-236,  267-300 
ability,  learning,  235 
and  committee  management,  177,  321 
creative  approach  to,  110,  111 
decentralization  of,  277-279,  297-300 
optimum     computer    operation,     287, 
288 
in  decentralized   organization,  908 
definition  of,  273 
in  future,  295-299 
as  human  process,  272,  273,  292-295,  298, 

299 

level  of,  109,  1 10,  277,  278 

loneliness  of,  234 

in  management  meetings,  965-967 
factors  blocking,  966 
factors  producing  good,  966,  967 

nature  of,  269  273 

necessary  parts  of,  967 

need  for  follow-up  action,  972 

and  operations  research,  26,  1018,  1019 

within  organization  structure,  273-283 

steps  to,  236 

subordinates,  participation   of,    108,    109 

timing  of,  1063 

use  of  machines  in,  283-295 
Delegation  of  authority,  433-435 

in  decentralized  organization,  906-908 

efficient,  377 

president's,  in  manufacturing,   173         J' 
in  sales  activity,  172 
Depreciation,  412 
Design   and   styling,  use  of  consiiitant   in, 

994 
Directors,  board  of  (see  Board  of  directors) 
Disciplinary  cases,  420 
Distribution,  990,  991 
Distributors,  229 

Diversification,   expansion    through,    1026- 
1038 

objectives,  187,  188 

policy,  examples  of,  914-916 
Dividend  policy,  643 

example  of,  660-668 

Education,  continuing,  497,  498 

through  committee  management,  477, 

478 
of  top  management,  866,  867 
higher,  organization  of  university,  873- 
885 
relation  to  community,  885 
top  management  in,  873-886 
importance  of  liberal  arts,  119,  120,  159, 

166,  245 
management     education     organizations, 
1168-1 172 
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Education,  management  support  of,  1132- 
1134,    1168-1172 
of  managers,  119,  120,  245 
of  presidents,  159,  165,  166 
Electronic  data  processing  {see  Data-proc- 
essing equipment) 
Employee    communications,    objectives   of, 

754 
{See  also  Communications) 
Employee  manual,  703,  704 
Employee  morale  {see  Morale) 
Employee  publications,  343 
Employee  relations,  effect  of  training  pro- 
grams for  workers,  982,  983 
and  ethics,  1149,  1150 
importance  of  employee   in  community 

relations,   1129,   1130 
use  of  management  consultants  in,  978- 

983 
{See  also   Personnel  administration) 

Entertaining,   business,    1201,    1202 

Entrepreneur,  definition  of,  76,  77 

versus  manager,  85-86 

role  of,  82-86 
Ethical  relations,  1145-1158 

with  community,  1154-1156 

between  companies,  1156-1157 

with  customers,  1146-1149 

with  employees,  1149-1152 

with  shareholders,  1152-1154 
Executive,  definition  of,  153 

{See   also    Manager;    President    of    com- 

pa«y) 

Executive  compensation,  864-866,  868,  869 

for  president,  1212,  1213 
Executive  load,  lightening,  1178-1194 

through   acceptance   of   social   respon- 
sibility, 1189-1193 
by     communicating     company     goals, 

1180-1183 
through  full  use  of  human  resources, 

1185-1188 
importance    of    human    relationships, 

1194 
need  for  time  of  isolation,   1188 
through  relationship  with  staff,   1183, 

1184 
stimulus  of  personal  contacts,  1184 
Expansion,  1026-1038 

by  acquisition  and  merger  {see  Acquisi- 
tion and  merger) 
and  board  of  directors,  1027,   1037 
through  contractual  arrangements,  1029 
financing  for,  1028,  1046,  1047 
maintaining  morale,  1035,  1037 
for  opportunity,  135,  136 
overseas,  1030,  1031 
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Expansion,  planning  for,  1026-1029 

through  research  and  development,  1029 
role  of  public  relations  in,   1028 

External  relations  {see  Public  relations) 

Finance  and  control,  633-684 

in  acquisition  and  merger,  656-661,  1036 

board  of  directors  in,  644,  645 

capital,  availability  of,  641 
budget,  680,  681' 

credit,  management  of,  652 

in  decentralized  organization,  925,  926 

definition  of,  651 

dividend  policy,  643 

financial  community,  642 

functions  of,  19,  651-655 

funds,  obtaining,  635-641 
safeguarding,  652 
securing,  640,  641 
sources  of,  635-637 
selecting,  639,  640 

headquarters  expense,  allocation  of,  681, 
682 

importance  of,  647,  648 

internal,  645-647 

and  marketing,  604,  605 

and  mathematical  analysis,  655 

organization  of,  650,  651 

participation  of  president  in,   172,   173 

and  production,  573 

purpose  of,  15 

recapitalization,  part  in,  661-668 

in  small  business,  455-458 

and  stockholder  relations,  642,  643 

tax  policies,  643,  644 

taxes,  management  of,  652 

top  management's  role  in,  633-648 
Financial  incentives  {see  Incentives) 
Financial  planning,  long-range,  896,  897 

{See  also  Programming) 
Financial  reports,  214-217 
Financing,  for  expansion,  1028,  1046,  1047 

need   for   advice   of   investment   banker. 
985,  986 
Fixed  assets,  457 
Foremen,  selection  of,  113,  114 
Fortune  magazine,  decision  making,  234 

500  largest  companies,  255 

president's  survey,  161-169 
Fringe  benefits  to  retain  management  per- 
sonnel, 869 

Game  theory,  1018 

Government,  contracts,  654 

control  in  business  activities,  422,  423 
influence     on     management     decisions. 
1080-1098 
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Government,    influence    on    management 
decisions,  effiect  of  laws,  1083-1097 
extent  of,  1080-1083 
legislation,  antitrust,  1083-1090 

cause  of  increasing  use  of  consultants, 

976-986 
hindrance    to    economic   growth,    902, 

903 
on  labor,  977,  978,  1094-1097 
on  securities,  983-986 
on  taxes,  986,  1090-1093 
top  management's  responsibility  to  par- 
ticipate in,  1100-1113 
{See    also    Manager,    participation    in 
government) 
Grievances,  419,  420 

Handicapped  personnel  in  industry,  1186, 

1187 
Human  relations  approach,  100,  101,  104 
key  to,  135 

Incentives,  financial,  193-198 

check  list  for  determining  soundness 

of  plan,  353,  354 
as   factor   in   attaining  efficiency,   841, 

842 
for  hourly  workers,  355 
need  for,  314-316 

participation  in  company  profits,  195- 
198 
example  of  bonus  plan,  196-198 
importance   of   stock   options,    1047, 
1048 
promotions  and  salary  increases,  193- 

195 
for  salaried  personnel,  354,  355 
nonfinancial,  192,  193,  352,  353 
Income  tax  {see  Taxes) 
Industrial  engineering,  577-580 
continuing  nature  of,  580 
in  decentralized  organization,  928-930 
impact  on  people,  579,  580 
relationship  with  other  areas,  578,  579 
and  research  and  development,  579 
Industrial   relations,  collective  bargaining 
{see  Collective  bargaining) 
in   decentralized    organization,   927,   928 
measurements  for  evaluating  success  of, 

418-421 
{See  also  Labor  relations) 
Industrial  relations  department,  functions 
of,  701-705 
internal  objectives  of,  703,  704 
Information,  basic  forms  of,  212-230 
communicating,  279 

aided  by  machines,  286-288 
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Information,      flow      of,      212-214,      223- 
227 
gathering,  24,  25,  201-230 
problems  of,  205-208 
in   public  relations   department,   762- 

765 
theory,  202-212 
synthesizing,  25,  232-246 
definition  of,  237 
examples  of,  241-243 
factors  in,  239-241 
technology,  growing  importance  of,  1023, 
1024 
Innovation,  promoting,  31,  509-519 

approaches     to     introducing     change, 

514-516 
continuing  need  for,  511,  512 
impact  of  change,  516,  517 
Insurance  companies  as  source   of  funds, 

636,  637 
International  Scientific  Management  Con- 
gress (CIOS),  1172 
Ninth,  38,  39 
Seventh,  42 
Interviewing  technique,  121 
Inventory  control,  411,  412,  456,  457 
Investment  bankers,  637,  640 
need  for  advice  from,  985,  986 
role  in  handling  securities,  1042,  1043 
Investments,  capital,  436,  437 
measuring  new,  407,  408 
{See  also  Return  on  investment;  Securi- 
ties market) 

Job  costing,  45^-453 

Job  evaluation  studies,  use  of  consultants 

in,  979,  980 
Job  specifications,  developing,  858 
Junior  boards,  697-701 

subjects  discussed  by,  698,  699 


Labor,  growing  influence  of,   1122 
Labor  laws,  impact  on  labor  practices,  978, 

979 
influence     on     management     decisions, 

1094-1097 
need  for  specialists  in,  977,  978 
Labor-management     understanding,     982, 

983 
{See  also  Communications,  need  for) 
Labor   negotiations,   arbitration,   420 
ethical  standards  in,  1149,  1150 
participation  of  finance  staff  in,  654 
president's  role  in,  175,  176 
Labor  relations,  example  of  management- 
board  cooperation  in,  832,  833 
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Labor  relations,  influence  of  government 
in,  1096,   1097 
{See  also  Industrial   relations) 
Labor  unions,  beginnings  of,  64,  65 
examples  of  motivating,  355-360 
and  management  consultants,  977-983 
{See  also  Collective  bargaining) 
Laws  {see  Government) 
Lawyers,  corporation,  788-790 
qualifications  of,  812 
outside,  790 

need  for,  976-977 
use  of,  815-817 
regular,  791-793 
specialist,  793-797 

in  labor  field,  977,  978 
need  for,  794-797 
qualities  of,  793 
utilizing,  802,  803 
{See  also  Legal  activity) 
Leadership,  28,  363-370 
challenge  to,  300 
in  climate  of  freedom,  276 
in  community  activities,  1140,  1141 
concepts  of,  367,  840,  841 
autocratic,  367-369,  963,  965 
democratic,  367-368 
integrated,  369,  963,  965 
creative,  303,  304,  316 
and  executive  load,  1178-1194 
as  factor  in  attaining  efficiency,  840,  841 
key  to,  2 

leading  versus  driving,  125,  126,  142,  143 
of  management  meetings,  963-965,  969, 

970 
leader  styles  for  different  types,  963 
need  for  moral,  1157,  1158 
qualities  of,  779-781,  834 
requirements  of,  364-367 
to  subordinates,  123-126 
and  synthesizing  ability,  243,  244 
techniques  of,  370,  371 
Learning,  capacity  for,  365 

effective,  106,  107 
Legal  activity,  786-817 

areas  where  needed,  814,  815 
functions  of,  in  business,  787,  788 
lawyers,  types  of  {see  Lawyers) 
management-lawyer     relationship,     790, 
791,  797-804 
summary  of,  803,  804 
and  marketing,  607,  608 
need   for,   created   by   government   con- 
trols, 976 
purpose  of,  15 

requirements  of  legal  department,  812- 
814 
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Legal  activity,  top  management  and,  786- 

804 
Legislation  (see  Government) 
Listening,  importance  of,  134,  135,  205,  206, 

1197 
Loyalty,  company,  192 

recruitment  from  within,  859,  860 
to  manager,  192,  193 

Maintenance,  575-577 

planned  versus  emergency,  576,  577 
Management,  activity  areas  of,  14-16 
charts  of,  16-21 
definition  of,  1 1 
complexity  of,  400,  401 
concept  of,  232 
definitions  of,  11,  76 

key  terms  of,  11-12 
development  of,  concepts,  68-72 
versus  entrepreneurship,  85,  86 
history  of,  36-73 
meaning  of  term,  1 1 
need  for  human  approach  to,  292-295 
objectives  of,  attaining,  189-198 

establishing,  181-189 
phases  of,  140 
control,  141-143 
planning,  140,  141 

{See  also  Management  controls;  Plan- 
ning) 
philosophies  of,  38-44,  107-112,  300 

earliest,  54,  70 
pioneers  in,  63-64,  68,  69,  88 
principles  of,  107-112 

application  of,  112-115 
as  profession,  72,  73 

{See  also  Manager) 
science  of,  235,  294 

{See  also  Scientific  management) 
top  {see  Top  management) 
{See  also  Managing) 
Management  boards,  311,  312,  478 
Management  consultants,  33,  975-1006 
as  advisors  to  president,  1210,  1211 
approach  and  methods  used  by.  976-999 
and  expansion,  1028 
and  higher  education,  877 
long-range  planning,  role  in,  25,  27,  898- 

900 
need  for,  determining,  1000,  1001 
factors  creating,  975,  976 
competition,  986-990 
complexity    of   corporate   structure, 

994-998 
emphasis  on  research,  998,  999 
new  legislation,  976-986 
new  marketing  methods,  990-994 
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Management   consultants,   and   operations 
research,   1014-1016 
selecting,  1001-1003 
value   of   continuing   relationship   with, 

997,  998,  1004,  1005 
working  with,  1003-1005 
Management  controls,  for   large  business, 
425-440 
characteristics  of,  427 
concept  of,  426,  427 
elements  of  control  system,  428-440 
communications,  438-440 
delegation,  433-435 
organization,  430-432 
planning,  429,  430 
policy,  432,  433 
procedure,  435-43? 
objectives  of,  427,  428 
purpose  of,  427,  440 
for  small  business,  442-461 

areas  needed  in,  finance,  455-458 
operating  performance,  453-455 
personnel,  459,  460 
production,  costs,  451-453 

scheduling,  448-450 
research  and  development,  460 
volume,  446-448 
list  of  major  control  reports,  461 
need  for,  in,  443-446 
{See  also  Finance  and  control;  Measure- 
ments and  controls) 
Management  development,  basic  principles 
of,  485-488 
importance  of,  in  managing  process,  30, 

31 
by    informal    training   methods,    30,    31, 
465-483 
chief  executive,  role  of,  481,  482 
personal-leadership     training,    impor- 
tance of,  123-126 
rewards  during  training,  480,  481 
selecting  potential  managers,  468-470 
risks  of,  482,  483 
multiple    management    system    of,    696- 

701 
objective  of,  487,  488 
planned,  485-507 

determining    growth    potential,    488- 

490 
integrating    with    organization    needs, 

501-502 
management    consultants,    use    of,    to 

establish,  982,  983 
need  for,  485,  486 

providing    environment    for    develop- 
ment, 490-501 
and  top  management,  505 
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Management       education       organizations, 

1 168-1 172 
Management  meetings,  207,  208,  949-973 
categories      of,      and      best-suited-leader 

style,  963 
decisions  in,  factors  blocking  good,  966 

factors  producing  good,  966,  967 
focal  points  for  improving,  953-972 

list  of,  954 
minutes  of,  971,  972 
use  of,  950-952 

as  communication  tool,  950,  953 
for  evaluating  personnel,  951,  952 
for  long-range  planning,  952 
Management    organizations    {see    Business 

associations) 
Management  planning  {see  Planning) 
Manager,     and     community,     1140,     1141, 
1189-1193 
definition  of,  75,  76 
description  of,  1168 
developing,  30,  31 
education  of,  119,  120,  245 
versus  entrepreneur,  85,  86  r.    , 

and  ethics,  1145-1158 
evolution  of,  75-90  -  , 

functions  of,  233,  234 

communicating,  27,  337-349 

developing  people,  30,  31 

directing  attainment  of  objectives,  26- 

28, 303-316 
establishing  objectives,  24-26,  112,  181- 

199 
leading,  363-370 

measuring  results,  28-30,  375-461 
motivating,  27,  351-361 
operating  business,  137-146 
organizing,  26,  27,  318-335 
promoting  innovation,  31 
recruiting,  1 19-121 
serving  society,  146-148 
setting      organizational      atmosphere, 
126-136 
setting  example,  131,  132 
training,  121-126 
goals  of,  102,  103 
health  of,  104-106,  1198 
incompetent,    removing,    132,    329,    330, 

501,502,515 
as  leader  {see  Leadership) 
lightening  load  of  {see  Executive  load) 
measuring  success  of,  28,  29 
objectives  of,  24-26 
and   operations   research   scientist,    1019, 

1020 
participation    in    government,   effect   of, 
on  business,  1106,  1107 
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Manager,     participation     in     government, 
getting  started  in,  iiio,  iiii 
headaches  of,  1108-1109 
methods  of,  1103-1106 
necessity  of,  146,  147,  1112,  1113 
qualifications  for,  1107 
rewards  of,  1 109,  1110 
success  or  failure  of,  1107 
preserving  perspective  of,   145,  146 
the  professional,  73,  89,  90,  160,  172,  295, 

300 
and  professional  people,  946,  947 
role  of,  93,  94 

influences  on,  95-101 
self-evaluation,  101-107 
sense  of  mission,  2,  3 
sense  of  timing,  101 
and  society,  98-100,  146-148 
span  of  control  of,  856-858 
successor,  providing  for,  30,  124,  125,  465 
training  of  {see  Training) 
as  trustee,  90 

use  of  time,  30-33,  104-106 
wife  of  {see  Wife  of  manager) 
and  work  group,  97,  98 
(See  also  Management;  Managing) 
Managing,  art  of,  92-1 16 
elements  of,  11-13,  23-31 

definition  of  term,  1 1 
functional  activities  of,  12-16 
importance  of,  31,  32 
improving  skills  of,  33,  34 
need  for  objectives  in,  375-377 
process  of,  22-31,  202,  203 

attaining  objectives,  26-28,  203 
developing  people,  30,  31 
establishing  objectives,  24-26,  202 
measuring  results,  28,  29,  203 
promoting  innovation,  31 
task  of,  10,  11,  118-148 

(See  also  Manager,  functions  of) 
(See  also  Management;  Manager) 
Manpower,  455 
Manufacturing,       personal       relationships 

within,  586-588 
Marginal  operations,  257,  1060,  1061 
Marketing,  591-631 

action,  example  of,  626-630 
attitude  studies,  417,  1136,  1137 
chief  executive,  and  marketing  manager, 
611-613 
role  of,  592-594,  608-613 
concept  of,  591,  592 
control  of,  624-626 

in  decentralized  organization,  931,  932 
definition  of,  252,  617,  618 
effect  of  merger  on,  1034,  1035 
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Marketing,  emergence  of,  88 
and  finance,  604,  605 
functions  of,  18,  569,  618,  619 
growing  importance  of,  616,  617 
and  legal  department,  607,  608 
market  evaluation,  854,  855 
measurements  and  controls  of,  413-418, 

721 
need  for  outside  consultant  in,  990-994 
objectives,  characteristics  of,  595-598 

establishing,  189,  594,  595 
organization,  620-624 
and  personnel,  605-607 
planning,  598-602,  624-626 

customers  and  prospects,  599,  600 

people  and  organization,  601,  602 

prices  and  costs,  601 

products  and  services,  600,  601 
and  production,  604 
and  public  relations,  607 
purpose  of,  15 

and  research  and  development,  602-604 
and  top  management,  591-614 
Marketing  manager,  611-613 
Measurements  and  controls,  28-30.  375-423 
control  standards  for  measuring  results, 

377-396 
spotting  and  evaluating  variances,  383- 

393 
criteria  of  useful,  402 
financial,  406-413 
government,  422,  423 
industrial  relations,  418-421 
management's  use  of,  398-423 
marketing,  413-418 
meaning  of,  401,  402 
of  professional  work,  945 
public  relations,  421,  422,  735,  736,  781- 

783 
of  research  activity,  555-577 
third  step  of  managing  process,  28.  29 
(See  also  Finance  and  control;  Manage- 
ment controls) 
Meetings  {see  Management  meetings) 
Memberships,  club,  730,  867,  868 
Merger  in  small  business,  1064,  1065 
(See  a/50  Acquisition  and  merger) 
Minutes,  of  management  meetings,  971.  972 

preparation  of,  809,  810 
Morale,   creating  good   employee.   687-705 
importance  of  personnel  planning,  257 
maintaining  during  merger.  1035,  1037 
management  development  and,  483 
recruitment  from  within  and.  859.  860 
as  responsibility  of  top  management.  845 
Motivating,  27,  351-361 

to  attain  objectives,   192-198,  313-316 
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Motivating,  and  company  loyalty,  192 
examples  of,  355-361 

with   financial   incentives,    193-198,  314- 
316,  353-355 
(See  also  Incentives) 
members  of  top  management  team,  864- 

866 
with  nonfinancial  incentives,  352,  353 
Multiple  management  system,  696-701 

National     Association     of     Manufacturers 

(NAM),  1171 
National     Industrial     Conference     Board, 

1172,  1173 
National     Office     Managers'     Association, 

1 171 
National  Public  Relations  Association,  359 
Needs,  individual,  95-97 
organization,  97 
society,  98-100 
work-group,  97,  98 

Operating  reports,  217,  218 
Operations  research,  1008-1024 

application  example,  1014,  1015 

areas  where  used,  ion-1014 

characteristics  of,  1011 

and  decision  making,  26,  1019 

definition  of,  1010,  1011 

and  manager,  1019-1020 

relation  to  organization,   1016,  1017 

as  research  function,  1023 

role  of,  1022,  1023 

staffing  requirements,   1017,   1018 

stage  of  development,  1024 

use  of,  in  industry,  growth  of,  1009,  1010 
military,  1008-1010,  1021,  1022 
Organization,  change,  323-330 

decentralized   {see  Decentralized  organi- 
zation) 

of  external  relations,  727 

for  finance  and  control,  650,  651 

in  future,  334,  335 

growth  of,  322,  323,  334 

of  marketing  activity,  620-624 

needs  of,  97 

setting  atmosphere  of,  126-137 

of  small  business,  320-322 

structure,   corporate,   256,   331-334.   994' 

995 
decentralizing,  323-330 
as  decision-making  structure,  273-283 
developing,  141,  308,  309 
as  management  control  tool,  430-432 
after  merger,  1036,  1037 
use  of  consultants  to  reorganize,  995- 
998 


1231 

Organization,    participation    of    president 
in,   172-174 
task  of,  26,  27 
Organization    charts,    advantages    of,    849- 
852 
aid  to  productivity,  844,  845 
building,  852-855 
disadvantages  of,  492,  849 
examples  of,  finance  and  control  activity, 
651 
public  relations  department,  754 
purpose  of,  327,  328 
value  of,  430,  459 
Organizational    ability,    developing,    473, 
474        -      .    ,  -   /, 

Packaging,  991-994  ' 

use  of  consultants  in,  992 
Pension  plans,  653 

funds  as  source  of  capital,  637 

springboards   versus   shackles,   315,   316, 

355 
use  of  consultants  to  establish,  983 
Performance  standards,  use  of  consultants 

to  establish,  978,  979 
Personnel,  evaluation  of,  in  meetings,  951, 

952 
Personnel  administration,  686-718 
appraising  performance  of,  717,  718 
authority  of,  714,  715 
beginnings  of,  63,  64,  70 
control  in,  459,  460 
functions  of,  20 
hiring  decision,  704,  705 
intrastaff  communication,  713,  714 
lateral  promotions,  705 
and  marketing,  605-607 
need    for    business-minded    view,    708- 

710 
philosophy  of,  716,  717  ' 

principles,  guiding,  708 
programs,  factors  affecting,  713 
purpose  of,  15,  686 
selection  of  new  employees,  704 

{See  also  Recruitment) 
and  top  management,  686-705 

importance  of   personal   contact   with 

"boss,"  688-705 
need   for,   communication   of   facts    to 
employees,  692-696 
personal  relationship  with  employ- 
ees, 692-696 
Personnel   development    {see   Management 

development) 
Personnel  manager,  708-7 1 3 

relationship  with  line  managers,  711,  712 
Personnel  planning  {see  Planning) 
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Planning,  248-265 
action  in,  250 

to  attain  established  objectives,  304-307 
audit,  264 
as   basic  element   of  managing,   25,   26, 

140,  141 
concept  of,  249 
creative,  291,  292 
definition  of,  251,  252 
elements  of,  250,  251 
example  of,  251-259 
financial  {see  Programming) 
importance  of,  140,  141 
long-range,  example  of,  892-894 

financial,  896,  897 

for  future,  900-903 

management  meeting  as  tool  for,  952 

of  natural  resource,  897,  898 

need  for,  889,  890 

role    of    management    consultant    in, 
898-900 

yardsticks  for  evaluating,  climate,  890- 
892 
management  control,  first  step   in,  429, 

430 
and  manager,  25,  26 
marketing,  598-602,  624-626 
military,  249,  250 

personnel,  factors  affecting,  715,  716 
importance  of,  257,  324,  325 
as  test  of  leadership,  308,  309 
Planning  division,  259-263 

functions  of,  259-262 
Plant  building  in  decentralized  organiza- 
tion, 926,  927 
Plant  engineering,  574-577 
Plant  location,  check  list  for  new  plants, 
918-920 
and  ethical  considerations,  1155 
Policy  from  control  viewpoint,  432,  433 
Politics,  management's  role  in,  1155,  1156 
participating  in,   top   management's   re- 
sponsibility for,  1100-1113 
{See     also     Manager,     participation     in 
government) 
Population  boom,  901 
President  of  company,  150-178 
age  of,  162,  163 

authority,  extent  of,  1213,  1214 
becoming,  routes  to,  166-170 
characteristics  of,  152-158 
communication  to,  436,  437 
in  community  relations,  1124 
compensation  plans  for,  1212,  1213 
definition  of,  153 

delegation  versus  participation,  in  man- 
ufacturing, 173 
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President   of   company,    delegation   versus 
participation,  in  sales  activity,  172 
education  of,  159,  165,  166 
functions  of,  844 
as  generalist,  203-205,  322 
as  human  computer,  208-212 
sources  of  information,  211 
income  of,  163-165 

lightening  load  of  (see  Executive  load) 
in  management  development,  481,  482 
in  marketing,  592-594,  608-614 
objectivity,     factors     influencing,     1206- 
1219 
advisors,  1208-1212 
association  meetings,  1214,  1215 
compensation,  1212,  1213 
extent  of  authority,  1213,  1214 
religion,  1214 
loss  of,  test  for,  1215,  1216 
threats  to,  1216-1219 
retirement,  158,  159 
sales  calls,  609-611 
surveys  of,  161-178 
time  allotment  of,  171-177 
Press  relations,  739-741,  1137 
Price  wars,  188,  189 
Private  enterprise  system,   184,   185,   1070- 

1078 
Problem  solving,  creative  approach  to,  110, 

111 
Procedure    as    management    control    tool. 

435-437 
Product  classification,  852 
Product  development,  529,  530 

{See  also  Research  and  development) 
Product  diversification  {see  Diversification) 
Production,  569-589 

change  in  emphasis  to  machines,  571 
costs,  451-453 
effect  of  merger  on,  1035 
and  finance,  573 
functions  of,  17,  574 
and  marketing,  569,  570,  572.  573.  604 
and  other  activity  areas,  interdependence 
with,  571-574 
relationship  with,  564-566 
planning  and  control,  584-586 
flow  of  materials,  585 
and  purchasing,  585,  586 
purpose  of,  15 
and  research  and  development,  554,  555, 

565.  573 
responsibilities  of,  569,  570 
and  sales  forecast,  572',  573 
scheduling,  448-450 
Production  manager,  560-567 
and  president,  561-564 
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Production  manager,  requisites  of,  566,  567 

roles  of,  560-564 
Productivity,  high,  obtaining  from  people, 

836-845 
Products  committee,  top  management,  922- 

925 
Professional    organization,    physical    plant 
of,  946 
structure  of,  943,  944 
Professional  people,  controlling  time  and 
quality  of,  945 
managing,  940-947 
and  organization,  941-943 
Professional  societies  {see  Business  associa- 
tions) 
Profit,  and  free  enterprise,  1075 
methods  for  increasing,  928-930 
motive,  78,  157 
philosophy,  144,  145 
planning,  375-382 
pressure  for,  1056-1065 

effect    of    marginal    producers,    1060, 

1061 
examples  of,  1056-1062 
factors  that  can  ease,   1062-1065 
and  small  business,  1064,  1065 
as  yardstick,  379,  380 
Profit  sharing,  advantage  of,  500,  501 
disadvantage  of  uniform,  195 
examples  of,  314,  315,  460 
Programming,  668-682 

objectives  achieving,  671-674 

establishing,  669-671 
progress  reports,  674-680 
Promotions,  as  incentives,  193 
lateral,  705 

management's  prerogatives   and   obliga- 
tions in  handling,  194,  195 
from  within,  136,  159,  160,  859,  860 
Psychological  testing,  by  outside  specialists, 
1000 
pros  and  cons  of  using,  158 

to  determine,  executive  potential,  468- 
470,  489,  503 
fit  in  organization,  761,  762 
Public  relations,  720-784 
appraising  activity,  723,  724 
broad  meaning  of,  1 156 
budget  for,  724,  725 
as  control  function,  440 
in      decentralized      organization,      933- 

937 
definition  of,  748 
and  field  organization,  733,  734 
financial,  1051-1053 
functional  organization  of,  727 
importance  of,  746 
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Public     relations,     need     for,     subjective 
judgment  in,  721,  722 
written  policy,  725-727 
objectives  of,  720,  726,  727 
purpose  of,  15 
sources  of  public  attitude  measurement, 

722 
and  top  management,  720-744,  748,  749 
Public  relations  department,  734-784 
approach  to  managing,  773-781 
budget  for,  759-761 
communicating,  intrastaff,  771-773 

outside  of  department,  769-771 
decision  making  in,  767-769 
education,  aid  to,  743 
employees  as  communicators,  738,  739 
expansion,  part  in,  1028,  1038 
functions  of,  21,  734-738 
information,  evaluating,  765,  766 

gathering,  762-765 
and  marketing,  607 
measurements  of  success  of,  421,  422,  735, 

736, 781-783 
need  for  contact  with  top  management, 

735.  736 
organization  chart  of,  754 
over-all  policy,  757-759 
and  president,  174,  175 
press  relations,  739-741,  1137 
programming,  766,  767 
public  welfare  program,  742,  743 
and  research  and  development,  537 
setting  objectives  for,  754-757 
speech  requests,  handling  of,  741,  742 
staff,  compensation  for,  773,  774 
qualifications  of,  761,  762 
recognition  for,  776-778 
Public  relations  manager,  749-752 
authority  of,  752 
positioning  of,  751 
qualifications  of,  750 

relationship,  with   chief  executive,   751, 
752 
with  staff,  778-781 
Public    relations     specialist,     use    of,     for 
public  opinion  polls,  999,  1000 
in  stockholder  relations,  985 
Purchasing,  581-584 

in  decentralized  organization,  930,  931 
maintaining     sound     vendor     relations, 

581-583 
and    production    planning   and    control, 

585,  586 
and  research  and  development,  583,  584 
varying  importance  of,  22 

Quality  control,  588,  589 
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Quality  product  lines,  916,  917 

Random  monitoring,  220-222 
Reading,  206,  207 

Recapitalization,  case  study,  661-667 
Recruitment,  from  college  campuses,  119- 
121 

hiring  decision,  704,  705 

outside  of  company,  advantages  of,  860 
methods  of,  860,  861 

selection,  methods  of,  704 

from  within,  advantages  of,  859 
Research  and  development,  523-557 

annual  company  meeting  on,  534,  535 

attitude,  143,  144 

basic  versus  applied,  538,  539 

budget  for,  538,  545-548 

controlof,  531-539,  638 

in  decentralized  organization,  932,  933 

definitions  of  terms  of,  543,  544 

director,  role  of,  549-551 

effect  of  merger  on,  1035 

expansion  through,  1029 

functions  of,  16 

in  higher  education,  882,  883 

increasing  importance  of,  541-543 

and   industrial  engineering,   579 

and  marketing,  602-604 

measuring  performance,  555-557 

objectives  of,  525,  526 

orientation  within  corporation,  552-555 

and  outside  consultants,  998,  999 

participation  of  president  in,  176,  177 

and   production   activity,   554,   555,   565, 
573 

program,  evaluating,  548,  549 
implementing,  551,  552 

and  purchasing,  583,  584 

purpose  of,  14 

and  sales  activity,  553,  554 

in  small  business,  460 

source  of  ideas,  537,  548 

tool  of  survival  and  growth,  523,  524 

top  management,  523-539 
committee  of,  531,  534,  549 

training  company  personnel  in,  535,  536 

types  of,  543-545 
Research  and  information  groups,  business, 

1172,  1173 
Retailing,  growth  of,  80,  81 
Retirement,   for   company   president,    158, 
159 

desirability  of,  901 

plans,  653 
Return  on  investment,  406,  407,  555,  556 

graphic  representation  of,  679 

programming,  678-681 


SUBJECT  INDEX 

Return  on  investment,  schedule,  example 
of,  678 

Salary  administration  plans,  980-982 
Sales,  definition  of,  252 

forecast  and  production,  572,  573 
president,  background  in,   168-170 

participation  in,  171,  172,  609-611 
progress,  measures  of,  414 
and  research  and  development,  553,  554 
Sampling,  220,  221 

Scientific  management,  approach,  100,  101 
beginning  of,  63,  70,  72 
meaning  of,  73 

(See  also  Management,  science  of) 
Scientific  method,  origin  of,  58,  70,  71 
Secretary,  corporate,  duties  of,  808-812 
Securities  market,  1040-1054 
importance  of,  1044-1051 

for     establishing    market    evaluation, 

1049,  1050 
for  expansion,  1046,  1047 
as  incentive  for  management  and  em- 
ployees, 1047,  1048 
in  reflecting  public  appraisal,  1050 
investing  public,  1044-1046 
investment  banks,  1042,  1043 
over-the-counter  market,  1041,   1042 
security  analyst,  1053 
stock  exchanges,  1041 
stockbroker,  role  of,  1043,  ^^44 
Selection,  evaluating  candidates,  861-863 
of  public  relations  staff,  761,  762 
of  top  management  personnel,  858-863 
Small  business,  experience  in,  benefits  of, 
322 
growth  of,  79,  80,  322,  323 
management  controls  for,  442-461 
organization,  320,  321 
pressure  for  profits  in,  1064,  1065 
research  and  development  in,  460 
success,  through  merger,  1064,  1065 
through  quality  and  service,  1064 
Social  spheres,  concept  of,  95-101 
Society  for  the  Advancement  of  Manage- 
ment (SAM),  1171 
Specialization,  emergence  of,  88,  89 

need  for,  330,  331 
Speeches,    management,    to    better    public 
relations,  741,  742 
in  conferences  and  meetings,  207,  208 
Standards,  control  (see  Measurements  and 

controls) 
Statistics  and  operations  research,  1022 
Stock,  example  of  changing  value  of.  661- 
667 
{See  also  Securities  market) 
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Stock-option  plans,  aid  to  company  identi- 
fication, 778 

for  hourly  workers,  355 

importance  of,  1047,  1048 

incentive  for  self-development,  500 

for  management  personnel,  196 
to  retain,  869 

for  salaried  personnel,  354 
Stock-purchase  plans,  195,  196 
Stockbroker,  1043,  1044 
Stockholder,  and  board  of  directors,  1152, 

1153 
communicating  with,  728,  729 
as  consumer,  1052 
manager's  ethical  obligations  to,    1152- 

1154 
reactions  of,  407 

relations  with,  642,  643,  810,  811,   1051, 
1052 
annual  meetings,  1052,  1127,  1128 

ethical  considerations,   1154 
example  of,  program  of,  1127,  1128 
written  statement  of  objectives  in, 
756 
stockholder  report,  1051 
use  of  specialists  in,  985 
Suggestion  system,  1181,  1182 
Supervision  as  element  of  control,  141-143 

Tax  laws,  986 

effect  on  management   decisions,    1090- 

1093 
Tax  policies,  643,  644 

income,   effect   on   long-range   planning, 
896 
Taxes,  effect  on  higher  education,  875,  876 
management  of,  652 
need  for  tax  consultant,  986 
Team  management  {see  Top  management 

team) 
Thinking,  137-140 
Time  study,  14,  88 

Top  management,  and  board  of  directors, 
821-834 
communications   {see   Communications) 
definition  of,  12 
education  of,  866,  867 
and  finance  and  control,  633-648 
function  of,  560,  850 

in  decentralized  organization,  920-937 
increasing  complexity  of,  399-401 
government    influence    on    decisions    of, 

1080-1098 
in  higher  education,  873-886 
and  legal  activity,  786-804 
lightening  load  of  {see  Executive  load) 
and  marketing,  591-614 


1235 

Top    management,    need    for    objectivity, 
1206-1219 
{See  also  President,  objectivity  of) 
participation,      in      government,      1100- 
1113 
in    management    organizations,    1160- 
1176 
and  personnel  activity,  686-705 
and  production,  559-567 
and  public  relations,   720-744,  748,   749 
relationship  with  professional,  940-947 
and  research  and  development,  523-539 
responsibility,  areas  of,  850 
to  community,  1115-1143 
for    private    enterprise    system,    1067- 
1078 
and  securities  market,  1040-1054 
use,  of  long-range  planning,  888-903 
of  operations  research,  1008-1024 
of  outside  consultants,  975-1006 
of  personnel   to  obtain   high   produc- 
tivity, 836-845 
Top  management  team,  847-870 

determining  organization  requirements, 

849-855 

developing  team  members,  866-868 

essential  qualities  of,  863 

establishing  key  jobs,  855-858 

increasing,  individual  stature  of,  867,  868 
knowledge  of,  866,  867 

motivating,  863-866 

retaining,  868-870 

selecting  men  for,  858-863 
Trade  associations,  activities  of,  1166,  1167 

definition  of,  1166 

general  description  of,  227 

objectives  of,  1166 
Trade  publications,  227,  228,  416 
Trade  show,  228 
Training,  approach  to,  121-126 

in  marketing,  606 

on-the-job,  245,  535,  536 

communications    as    method    of,    909- 

914 
potential   managers  by   informal   meth- 
ods, 30,  31.465-483 
rewards  during,  480,  481 
of  successor,  30,  124,  125 
Turnover,  employee,  420 

Union  {see  Labor  unions) 
Universities,  873-886 

Volume,  as  control  area,  446-448 
objectives,  188,  189 

Wage-incentive  plans,  355 
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Wife  of  manager,  1196-1204 

caring  for  husband's  health,    1198 

clothes  and  jewels,  1199,  1200 

club  life,  1200,  1201 

community  activities,  1203 

drinking,  1202,  1203 

entertaining    business    associates,     1201, 

1202 
as  good  listener,  1 197 
home  and  furnishing,  1200 
inclination  to  dominate,  1197,  1198 
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social 


activities. 


Wife      of      manager, 

1199 
Work-group  theory,  957,  958 
Working  capital,  410,  411 


Young   President's    Organization,    descrip- 
tion of,  1170,  1171 
example  of  effectiveness  of,  1169 
executive  meetings,  study  of,  208,  949- 

973 
president's  survey,  162-167 
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Top  management  handbook,  main 
658.082M471t 
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